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ABSTRACT 

The following conceptualization of the policy process gives to 

the function of appraisal a place of importance equal to the more 

traditional foci of policy formulation and administration. The total 

policy process includes: the formation of a public in response to a 

perceived problem; the development and articulation of the public's 

preferred state of affairs in relation to the problem; the authoritative 

prescription of this state of affairs; the application of this pre

scription to the system that produced the problem; the appraisal of the 

applied policy relative to the desired goals announced in the policy; 

and the resulting reformulation of policy designed to bring performance 

in the regulated environment continually closer to the public's preferred 

state of affairs. 

The Employment Act of 1946 was a major prescription for future 

economic behavior. It resulted from a perceived threat that the post 

World War II economy might return to depression levels. The Act 

prescribed that the federal government provide for maximum employment 

and purchasing power while maintaining a free enterprise economy. The 

Joint Economic Committee of Congress and the Council of Economic Advisors 

to the President were organized by the Act to perform economic intelli

gence functions. 

Meaningful appraisal of the Employment Act required that 

operational goals be agreed upon by those responsible for its 

viii 
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implementation. This first step, leading to the continuous appraisal of 

the policy, was finally taken by the Joint Economic Committee when the 

Committee majority agreed that the major goal must be full employment. 

The employment goal was further operationalized by the Kennedy Adminis

tration when it established 47. unemployment as the full employment target. 

One other value conflict was evident concerning the Employment 

Act goals. The goal of maximum pruchasing power implied to many that 

the government should use its fiscal-monetary tools to reduce aggregate 

demand during periods of inflation. This goal was actively pursued 

during the 1950's by the Administration and the Board of Governors of 

the Federal Reserve System. The attempts to mitigate inflation during 

this decade aided in the development of three recessions and slow 

economic growth with increasingly high levels of unemployment. 

It was during the 1950's that the Joint Economic Committee 

developed its capability for the continuous appraisal of economic 

performance under the Employment Act. In its appraisal of feedback from 

the economic system, the Committee concentrated on a number of impedi

ments to the realization of Employment Act goals. The phenomenon of 

inflation during a recession was analyzed, problems of accurate measure

ment techniques were studied, and considerable attention was focused on 

structural unemployment. 

The intelligence gathered by the Committee had its greatest 

impact on students of economic policy rather than on policy-makers. 

Policies proposed by the administration and enacted by Congress failed 

to reflect the appraisal knowledge. In 1960, the new Administration 
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heralded a more unified appraisal approach. The Council of Economic 

Advisors began to perform the function of coordination between the 

Joint Economic Committee, Bureau of the Budget, and Treasury Department 

and attempted to gain the cooperation of the important Federal Reserve 

System. 

Also important for effective appraisal is a willingness by 

responsible officials to recognize the gap between performance of the 

system under regulation (in this case, the economic system) and the 

prescribed state of affairs. A reluctance by the President to admit 

that performance is short of desired goals will lead to a lack of 

policy reformulation designed to reach the goal. 

In conclusion, the appraisal of public policy requires the 

development of measurement techniques, consensus concerning the values 

established in the policy, recognition of the distance between actual 

behavior and preferred behavior, and presidential leadership which 

will move the responsible agencies to continually reformulate policy 

based on the analysis of feedback from the regulated system. 



CHAPTER I 

INTRODUCTION 

The Function of Appraisal and the Policy Process 

The dynamics of the policy process were noted almost thirty 

years ago by John Dewey: 

...every measure of policy put into operation is, logically, 
and should be actually, of the nature of an experiment. For 
(1) it represents the adoption of one out of a number of 
alternative conceptions as possible plans of action, and 
(2) its execution is followed by consequences which, while 
not as capable of definite or exclusive differentiation as 
in the case of physical experimentation, are none the less 
observable within limits, so they may serve as tests of the 
validity of the conception acted upon. ...Failure to 
recognize its experimental character encourages treatment 
of a policy as an isolated independent measure. This 
relative isolation puts a premium upon formation of policies 
in a comparatively improvised way, influenced by immediate 
conditions and pressures rather than by surveys of conditions 
and consequences. On the other side, failure to take into 
account the experimental nature of policies undertaken, 
encourages laxity and discontinuity in discriminative obser
vation of the consequences that result from its adoption. 
The result is merely that it works or it does not work as a 
gross whole, and some other policy is then improvised. 
Lack of careful, selective, continued observation of con
ditions promotes indefiniteness in formation of policies, 
and this indefiniteness reacts in turn to obstruct definiteness 
of the observations relevant to its test and revision.*-

In The Public and Its Problems.^ Dewey places the above concept 

in a more complete policy model. The initial step in the process is 

1. John Dewey, Logic. The Theory of Inquiry (New York: Henry 
Holt and Co., 1938), pp. 508-509. 

2. John Dewey, The Public and Its Problems (Chicago: Gateway 
Books, 1946). 

1 
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the establishment of a public around some perceived problem. That 

is, someone must perceive an interaction between two private parties 

or a natural event in the physical system which is producing undesirable 

consequences for him and perhaps others. Examples of the above might 

be two producers of a product agreeing to fix prices in order to avoid 

competition and the acceptance of a market-established price. A 

consumer of the product could view the indirect consequence of this 

interaction as a higher than necessary price. As another example, an 

individual living next to a river might regard alternating floods and 

drought as requiring some kind of regulation. 

In any case, the individual who perceives an undesirable 

consequence must make the case for public regulation of the agent or 

agents allegedly producing that consequence. The development of a 

public response to a public problem will not occur naturally. The 

American tradition of public problem-solving presupposes that the 

individuals directly affected will take the initiative. This has been 

explained as the tradition of "empirical collectivism" which states: 

Where a choice is possible, individual action is preferable 
to public action, whether governmental or non-governmental; 
and for solving personal problems individuals themselves 
are responsible. But if a problem concerns the many members 
of the community, it becomes a public problem, and then--
but only then—collective action is warranted.3 

But, allowing for the presupposition for individualistic 

response, both Dewey and Shields have pointed to a strong tradition 

3. Currin V. Shields, "The American Tradition of Empirical 
Collectivism," American Political Science Review. XLVI (March, 
1952), 105. 
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of collectivist response to problems when the occasion demands 

it. 

Central to the process of determining the necessity of a 

public response and of forming a public is the use of scientific 

knowledge, the expert, and political leadership. It is incumbent upon 

individuals to make a case for public regulation of a problem, to form 

a community of interest concerning the problem, and to make effective 

demands upon agencies that can help in solving the problems. But 

most problems of contemporary society will be complicated beyond the 

ability of laymen to understand. "The man who wears the shoe knows 

best that it pinches and where it pinches, even if the expert 

shoemaker is the best judge of how the trouble is to be remedied."^ 

The solution to public problems then requires a "rational" 

approach—rational in the sense of the scientific method. In other 

words, there is a great amount of accumulated knowledge that should 

be applied to public problem-solving. Continued policy experimentation 

should lead continually to more successful attacks on public problems. 

This is not to ignore the other meaning of rational which was 

developing concurrently with the development of the scientific method— 

that each individual alone or as part of a group, should make his own 

decision as to how to maximize his happiness or utility. The under

lying assumption is that only the individual can know what he wants--

what solution to a problem would best satisfy him. This assumption is 

necessary to the liberal-democratic method of public decision-making. 

4. Dewey, The Public and Its Problems, p. 207. 



The two concepts of rationalism, the "one best solution" based 

on the use of scientific knowledge and the solution which reflects 

an individual's best interest as he perceives it (collectively through 

majority rule), can be but are not necessarily in conflict. If the 

solution to public problems is left to the expert, then democratic 

rationalism is denied. If, on the other hand, the public is to make 

decisions without the aid of expert knowledge, public solutions to 

problems would be few and the accumulation of appropriate choices 

over time would not lead to the most preferred state of affairs. 

Once a problem is perceived, certain functions are necessary 

to realize the advantage of scientific and democratic rationalism in 

the policy process. The crucial functions to be performed by experts 

are (1) identification of the antecedent conditions of the problem 

(2) "packaging" of the antecedent conditions with the affected public 

and (3) measurement of the problem consequences.^ This information is 

required to permit the articulation of the problem for the public and 

an understanding of the alternatives available for problem solution. 

Meaningful public debate and discussion of the preferred state of 

affairs, the problem and its alternative solution and costs, is then 

possible. However, such a discussion will not occur spontaneously. 

It is the function of political and governmental leadership in public 

problem-solving to help the public in its articulation of these factors. 

5. These functions (particularly "packaging") are treated in: 
Vincent Ostrom, Charles M. Tiebout, and Robert Warren, "The Organization 
of Government in Metropolitan Areas: A Theoretical Inquiry," American 
Political Science Review. LV (December, 1961), 832-836. 
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Identification. Packaging, and Measurement 

Identification of the antecedent conditions is simply the 

application of the scientific method to the problem area to gain an 

accurate description of the environment of the system. Air pollution 

abatement could not proceed in a satisfactory way until the conditions 

which produced the smog-atmosphere, industry, automobile exhaust, 

etc., were identified. Likewise, the reduction of unemployment would 

not be possible without an understanding of the economic system and 

the economic variables which determine employment and unemployment. 

The individual who feels the undesirable indirect consequences of the 

activities in the system--smog or unemployment--is not likely to have 

the ability or time to describe the system and its functioning. The 

government or private experts must be utilized to perform this function. 

Identification of the system to be regulated is logically 

necessary to the second step--packaging. The concept of packaging is 

being used in the sense of jurisdiction size. The question is: who 

should attempt the solution to a problem, or simply, who is the public? 

Dewey provides a partially satisfactory solution to the problem of 

jurisdiction: 

The public consists of all those who are affected by the 
indirect consequences of transaction to such an extent that 
it is deemed necessary to have those consequences system
atically cared for.*> 

An appropriate jurisdiction, then, would enclose all those who agreed 

with the proposition that an activity was producing adverse consequences 

6. Dewey, The Public and Its Problems, p. 17. 
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for them. Presumably the formation of the public would be a self-

determining rather than a pre-determined process. But Dewey's concept 

of effects as determinants of jurisdiction is only partially satis

factory because the public, so established, may lack control of all 

of the system variables required for a solution. As Ostrom, Tiebout, 

and Warren explained it: 

If Dewey's definition is extended to include 'events' 
generally rather than being limited to 'acts' or to 
'transactions' among actors, his formulation is consis
tent with the conception of public goods as the maintenance 
of preferred states of affairs. Public control seeks to 
internalize those events, viewed as consequences which 
impinge directly and indirectly upon diverse elements in a 
community, in such a way that adverse consequences will be 
inhibited and favorable consequences will be promoted.? 

A city is not a proper jurisdiction for smog control since 

many of the agents producing the air pollution--factories, dust storms, 

automobiles--are external to the sanctioning authority of the govern

ment. Even the state government may not be effective since those who 

design automobiles may also be outside the sanctioning authority of 

the state officials. State and local governments would also find it 

difficult to internalize the necessary events leading to a solution 

of unemployment problems, given the national character of economic 

variables. 

On the other hand, such problems as garbage accumulation and 

its consequences might be suited to small jurisdictions like cities 

or special districts. As suggested above, the maintenance of a public 

7. Ostrom, et al., "The Organization of Government in 
Metropolitan Areas," pp. 834-835. 
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preferred state of affairs concerning natural resources might require 

a combination of existing jurisdictions for successful regulation. 

The watershed of a river might encompass several states, and therefore, 

require an interstate compact to internalize the hydrological variables 

of the full watershed area. However, the interstate compact, or any 

multiple jurisdiction public for that matter, requires cooperation 

between the "sovereign" jurisdictions. 

Implicit in the function of packaging is the assumption of an 

ideally sized public for every problem. Needless to say, if all the 

"ideal" publics were of different sizes and shapes, the system of govern

ments would be manageable. Approximations are necessary, and the 

combining of several functions under each level is to be expected. 

One last expectation concerning the packaging of public goods 

is contained in the concept of Empirical Collectivism. A time dimension 

suggests that the traditional process of the public seeking its identity 

begins at the smallest jurisdictional level and gradually expands to the 

effective level: 

If action by a private organization can be successfully employed, 
well and good, for non-government agency. But if private 
action is inadequate, then government action is in order. 
The political agent of the community best able to dispose 
of the problem might be a local or state government, as well 
as the national government. Local action is preferable to 
state action, state action to national action.® 

As the antecedent conditions and dimensions of the problem are 

articulated, debated, and better understood by the public, the size of 

8. Shields, "The American Tradition of Empirical Collectivism," 
p. 105. 
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the self-determined public will expand (in most cases). The problem-

causing variables are constantly internalized until an effective size 

jurisdiction is established. 

The third function mentioned above, measurement, is necessary 

if the public is to communicate its preferred state of affairs to the 

officials of the regulator of the selected jurisdiction. In other 

words, someone must be able to ask the public: how much smog or 

pollution do you prefer; or how many highway deaths; or how much 

unemployment? Expert measurement would permit the presentation of 

several alternatives, including the relative costs, in order to permit 

debate in the public or through the public's representatives. This 

is, perhaps, the weakest link in the process in terms of actual 

behavior. Ideally, the experts would present a range of alternative 

solutions, as wide as the state of scientific knowledge and the results 

of former policy experiments permit. The relative cost of each alter

native would also have to be explained so that the concerned public 

could make a rational choice. The role of science and the expert is 

to expand continually the known alternatives and make them known to 

the public. The role of political leadership and politics involves 

the articulation and the selection of the most preferred of the 

alternatives by the public. 

To say, as Dewey would, that a policy merely "works or it does 

not work" is a rejection of the democratic rationalism of the policy 

process. The on-going utilization of expertise makes it possible to 

ask: work how well, and work for whom? If the policy process does 
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not at least approach this model of democratic rationalism, the 

alternative is decision-making by an elite, and a static form of 

public problem-solving which does not allow for improvement over time 

in the public's preferred state of affairs. 

Systems Analysis and the Function of Appraisal 

The description of the policy process to this point rather 

strongly implies the approach of systems analysis. When the public has 

identified itself in relation to a perceived problem and has inter

nalized the antecedent conditions at an effective level, it has 

actually identified a system. When the public, with expert assistance, 

is able to articulate its preferred state of affairs, it has indicated 

what consequences (output) the system is currently producing and what 

consequences it prefers. In order to modify behavior in the system, 

the public must invoke a regulator and give instructions concerning 

its preferred state of affairs and methods for achieving it. In 

other words, a political system is applied to some part of the environ

ment, as Easton labels it,^ or more accurately to a physical or social 

system to bring about desired, authoritative change. 

Easton1s concept of systems analysis is that: 

...a systems analysis of political life rests on the idea 
of a system imbedded in an environment and subject to 
possible environmental influences that threaten to drive 
the essential variables of the system beyond their critical 

9. David Easton, "Categories for the Systems Analysis of 
Politics," Varieties of Political Theory, ed. by David Easton 
(Englewood Cliffs, New Jersey: Prentice-Hall, Inc., 1966), pp. 146-148. 



range. Such an analysis suggests that, to persist, the 
system must be capable of responding with measures that 
alleviate that stress. But if they are able to respond, 
they must be in a position to obtain information about what 
is happening so that they may react insofar as they desire, 
or are compelled, to do so. With information, they may be 
able to maintain a minimal level of support for the system.^ 

Easton has offered a strong rationale for the appraisal of 

public policies. In his terms, government authorities must be extremely 

attentive to information (feedback) that flows back to the political 

system from the environment. The ultimate purpose, however, is to 

maintain the political system and the position of the government 

authorities. The goal of system-maintenance must result from using 

the term "system" exclusively for the political system, everything 

else is "environment." This "ultra-nationalism" on the part of a 

political scientist rejects the concept of the policy process as 

democratic rationalism. 

The only necessary change in Easton's concept of systems 

analysis is to assume the obvious; a political system is but one of 

many systems. When individuals are successful in introducing a public 

regulator to a system, changes in consequences are anticipated. 

Constant appraisal of the feedback from the regulated system is vital 

to the achievement of the public's preferred state of affairs, and this 

achievement is the goal of the political system. Government officials 

may indeed be more concerned with the maintenance of the regulator, 

but if representative democracy is to be afforded a role in the political 

system, maintenance will be achieved by meeting the public's demands. 

10. Ibid., pp. 153-154. 
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Talcott Parson's concept of systems and system boundaries is 

useful since he does not consider the goals of government officials the 

end values of the public.^ The political system is one among several 

systems that can be identified. The political system can be coupled 

with another system producing boundary exchanges--inputs and outputs. 

A more realistic circulation of inputs and outputs results, for the 

output of one system becomes the input of the other. Parsons also 

gives us a workable scheme in his concept of political outputs. 

Mitchell points out that where Easton limits political outputs to 

decisions and actions, Parsons includes "opportunity for effectiveness, 

allocation of fluid resources, policies, leadership responsibility, 

1 9 
operative responsibilities, and moral responsibilities.1 In other 

words, political outputs may have an effect on other systems, both 

physical and social. 

The following study assumes an interrelationship of the 

economic and the political systems--especially the regulator of the 

political system. The national public responded to the unemployment 

of the Great Depression of the 1930's and the perceived fear of a 

return to a depressed economy after World War II. It demanded that the 

political system regulate the economic system to avoid the consequence 

of unemployment in the future. The public's preferred state of affairs 

11. William C. Mitchell, Sociological Analysis and Politics; 
The Theories of Talcott Parsons (Englewood Cliffs, New Jersey: 
Prentice-Hall, Inc., 1966), pp. 146-148. 

12. Ibid., p. 83. 



was announced in the Employment Act of 1946. The Act can be viewed as 

the policy output of the political system and an input in the economic 

system. The public, therefore, had certain expectations about the 

future behavior of the economy and about the role of regulator in the 

political system in fulfilling these expectations. 

It cannot be assumed, however, that the public's preferred 

state of affairs would be instantaneously realized upon the adoption 

and application of a major policy such as the Employment Act of 1946. 

As most of the foregoing suggests, the policy process--even that 

relative to a single major policy--can be likened to a continuous, 

upwardly inclined process with the legislatively announced goal at 

the end. The ultimate goal may never be reached for a variety of 

reasons. Imperfections in the means used to realize the final conse

quences for the public will arise. The system that is being regulated 

may change making conventional policy tools obsolete. Or just as 

likely, new knowledge of the system may gain general acceptance indi

cating that different means should be,used to gain the desired 

consequences. The functions of identification of antecedent conditions, 

packaging, and measurement are not usually determined precisely at the 

time the policy is enacted and will, therefore, be in need of constant 

perfecting. Even the question of values is not settled when the policy 

becomes law. If it is a controversial policy, there would be a sizable 

minority throughout the political system who opposed the policy and who 

will still be present after the law is applied to a system. The 
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minority cannot be expected to accept the implied values of the policy 

automatically upon its adoption. 

In short, a significant portion of the policy process occurs 

after the prescription and application of a major policy. Harold 

Lasswell refers to this part of the process as appraisal. Lasswell 

categorized the total political decision-making process into seven 

functions: Intelligence, Recommendation, Prescription, Invocation, 

Application, Appraisal, and Termination.13 Or, on the basis of 

intelligence, some recommendations are made into prescriptions which 

are invoked, applied, appraised, and terminated. The usefulness of 

this model is in its ability to halt the dynamic policy process in a 

static framework for purposes of analysis, but one must always recognize 

functions are at work concurrently. 

Lasswell particularly stressed that the function of appraisal 

had been ignored by political scientists in favor of traditional policy 

formation research and administration. As to the importance of gaining 

knowledge of the function of appraisal he added: 

An implication is that it is important to perfect our 
system of continuing intelligence and appraisal. This 
requires a systematic plan designed to provide a program to 
guide research. The plan would call for the selection of 
case studies at strategic points in the whole decision 
process of the bodies politic of this country and of all 
accessible peoples. The strategic points are determinable 
by the seven functions with which we have been concerned, 

13. Harold D. Lasswell, The Decision Process: Seven 
Categories of Functional Analysis (College Park, Maryland: University 
of Maryland Press, 1956), p. 2. 
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and the pattern of structures relatively specialized to 
each.l^ 

The following chapters will be devoted to the attempt to gain 

some understanding of this function of appraisal. The case study that 

is used as a vehicle to gain this understanding is the Employment Act 

of 1946. The main concern of this study revolves around this question: 

What did the responsible agents of the regulator (federal government 

in this case) do, if anything, after the Employment Act of 1946 was 

passed and presumedly applied to the economic system? Sub-questions 

would seem to be: What public-preferred state of affairs was established 

by the Employment Act? Were there multiple and perhaps contradictory 

goals apparent in this major and complex policy output? What methods 

were available for achieving the goals of the public, how have they 

been used, and have they produced the predicted consequences? How 

closely has economic behavior conformed to the state of affairs announced 

in the policy? And finally, has the function of appraisal—the con

tinuing examination of feedback from applied methods under the 

Employment Act—been undertaken by Administrative or Congressional 

agencies and to what effect? 

14. Ibid., pp. 21-22. 



CHAPTER II 

THE EMPLOYMENT ACT AND GOVERNMENT POLICY 

The Congress hereby declares that it is the continuing policy 
and responsibility of the Federal Government to use all 
practicable means consistent with its needs and obligations 
and other essential considerations of national policy, with 
the assistance and cooperation of industry, agriculture, 
labor and state and local governments, to coordinate and 
utilize all its plans, functions, and resources for the 
purpose of creating and maintaining, in a manner calculated 
to foster and promote free competitive enterprise and the 
general welfare, conditions under which there will be afforded 
useful employment opportunities, including self-employment, 
for those able, willing, and seeking to work, and to promote 
a maximum employment, production, and purchasing power.^ 

A careful reading of this "Declaration of Policy" reflects to some 

extent the great stress and conflict attendant on the passage of this 

major policy prescription. It is true that any policy committing the 

government to a new and important obligation and representing a compromise 

is often vague and perhaps contradictory in purpose. The Congressional 

intent, quoted above, is so filled with warnings that the reader almost 

loses sight of the chief purpose of the legislation—the projected use 

of the government's fiscal tools to provide a full employment economy. 

The original version of this policy, S. 380, the Full Employment 

Bill of 1945, was somewhat clearer. 

A BILL 

To establish a national policy and program for assuring contin
uing full employment in a free competitive economy, through the 

1. Employment Act of 1946, U. S. Code, Vol. Ill, sec. 1021 (1946). 

15 



concerted effort of industry, agriculture, labor, state 
and local governments, and the Federal Government. 

and even more to the point; 

All Americans able to work and seeking work have the right 
to useful, remunerative, regular, and full-time employment, 
and it is the policy of the United States to assure the 
existence at all times of sufficient employment opportunities 
to enable all Americans who have finished their schooling 
and who do not have full-time housekeeping responsibilities 
freely to exercise this right. 

The story of what happened in the thirteen months between the intro

duction of the Senate Full Employment Bill and the final compromise 

version is recounted in great detail in Stephen Bailey's Congress Makes 

a Law.^ Bailey's analysis of the formation of a full employment policy 

reveals that public opinion was in favor of committing the federal 

government to effectuating full employment, but that irresponsible 

policy-making process produced only a vague, confused facsimile of such 

a policy. His conclusions are: 

1. The widespread public concern about the possibility of 
postwar unemployment served as a favorable climate for the 
introduction of a full employment bill--particularly in 

. the Senate. 

2. The particular sensitivity of the Senate to conditions in 
urban areas helped to insure the passage of S. 380 without 
serious modification soon after the end of the war when 
urban populations were especially conscious of transitional 
unemployment. 

2. U.S., Congress, Senate, Murray Full Employment Bill of 
1945, S. 380, 79th Cong., 1st Sess., 1945, p. 1. 

3. Idem 

4. Stephen Bailey, Congress Makes a Law (New York: Columbia 
University Press, 1950). 
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3. The relative immunity of most Congressmen to urban 
pressures, the failure of widespread unemployment to 
materialize, and the lack of dramatic political leadership 
left the way open during the period of House consideration 
for a drastic modification of the bill by small-town and 
rural Representatives.^ 

It is true that Congressional intentions were not as obvious 

in the final version of the bill. But Bailey's implication that the 

federal government was not committed to a full employment economy should 

be modified given other interpretations. 

Economist John H. G. Pierson, who has had a long and close 

relationship with the enactment and implementation of the Employment 

Act, dismisses the changes between the original and final bills as 

inconsequential: 

The law as finally passed did not speak of full employment. 
Nonetheless it adopted the true full-employment concept of 
job opportunities for 'those able, willing, and seeking to 
work*. The declaration of policy said that the federal 
government had the responsibility to use 'all practicable 
means'—subject to its other responsibilities and obligations — 
to see that those able, willing, and seeking to work would 
have the opportunity to do so." 

Edwin G. Nourse, in relating his experience as the first 

chairman of the Council of Economic Advisors, goes beyond the above 

argument in saying that the Employment Act as finally passed was a 

stronger government commitment to the goal of full employment than that 

contained in the original Senate version: "There is more political and 

5. Ibid., p. 182. 

6. John H. G. Pierson, Insuring Full Employment (New York: 
Viking Press, 1964), p. 14. 
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economic dynamite in the phrase that was finally accepted than in the 

one which was rejected. 

Nourse was pointing particularly to the phrase in the Employment 

Act that commits the federal government to the use of "all practical 

means" to promote maximum employment. 

An argument allied to those above and perhaps implicit in the 

value being supported is the normative appeal which declares that the 

federal government should pursue a full employment policy because of 

its vital importance. Many have argued that regardless of whether it 

is announced public policy, full employment as a national goal is a 

first priority matter. Its achievement is necessary in order to achieve 

a variety of dependent policies. 

Peter Bernstein, for example, argues that not only is unemploy

ment an unnecessary waste of human and physical-resources but that the 

range of possible alternatives is extremely narrow for the nation that 

experiences the unemployment. A continuing full employment economy 

must be secured to make possible a wide range of positive commitments. 

Bernstein, in fact, describes the economics of democracy as the 

securing of freedom of effective choice provided by an ongoing.full 

employment economy.^ 

Perhaps more important than the meaning of words and phrases 

in the Employment Act or what policy should be enacted is the apparent 

7. Edwin G. Nourse, Economics in the Public Service (New 
York: Harcourt, Brace & Co., 1953), p. 342. 

8. Peter L. Bernstein, The Price of Prosperity (Garden City, 
New York: Doubleday & Co., 1962), pp. 158, 245. 
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assumption on the part of the membership of the Joint Economic Committee 

and Council of Economic Advisors as well as many others that full 

employment was in fact established as the major goal of the Act. In 

committee hearings and reports of the C.E.A. throughout the period 

under observation in this study, a projected level of full employment 

is the oftentimes unspoken referent against which aggregate economic 

behavior is measured. 

It is interesting to note that after the intense struggle during 

the formation of the Act, which resulted in the complete removal of 

words "full employment" and substitution of the less definitive "maximum 

employment", the Joint Committee on the Economic Report apparently 

assumed that the intention of Congress was to establish the goal of 

full employment. Even more startling is that Senator Robert A. Taft, 

who led the Senate fight to make the Act less clear, was the Chairman 

of this first Joint Committee established by the Act. The Committee 

reported to Congress: 

The basic problem which this committee has to consider is 
the method of preventing depressions so that substantially 
full (my italics) employment may be continuously maintained. 
No problem before the American people is more vital to our 
welfare, to the very existence of our way of life, and to the 
peace of the world." 

This first meeting of the Committee in 1947 was brief and super

ficial, according to the Chairman. The interpretation of the meaning 

of the Employment Act by the first committee could be challenged as 

9. U.S., Congress, House, Report of the Joint Committee on the 
Economic Report, H.R. 12, 80th Cong., 1st Sess., 1947, p. 2. 



something less than definitive. Also, it will be noted, the Committee 

was obviously not prepared to interpret the intention of Congress 

without qualification. "Substantially full employment" is still not 

full employment. 

Apparently perceiving this task as not completed, the Committee 

in its first full investigation and findings in 1948 stated: 

While the language used in the Employment Act of 1946 is 
very broad, we conceive that its principal purpose is to 
maintain full employment in the United States and to avoid 
the recurrent economic depressions which have brought unem
ployment, hardship, and suffering to its people.^ 

The Joint Committee on the Economic Report expressed some 

concern that the President and his Council of Economic Advisors had 

overlooked the major feature of the Act in the Economic Report to 

Congress. The Committee concluded that the Economic Report covered 

aspects of every domestic policy other than questions of national 

defense. The Committee further instructed the President that: 

This task (achievement of full employment) is sufficiently 
difficult, and we do not think that work under the Act 
should be diverted from it by the study of all the 
important and complicated problems of social welfare, health, 
and education, nor should it be diverted to matters which 

11 cannot have an extensive effect on the over-all economy. 

If the language of the Employment Act was broad and indecisive, 

the Committee organized by the Act left little doubt that the 

preferred state of affairs announced by Congress was one of full 

employment to the exclusion of possible conflicting policies. 

10. U.S., Congress, Senate, Report of the Joint Committee on 
the Economic Report, S. Rept. 1358, 80th Cong., 2d Sess., 1948, p. 2. 

11. Idem 
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This raises what could be a significant generalization 

concerning the legislative process, assuming, that is, that the result

ing policy is the ultimate measure of its importance. There is a 

large volume of literature describing the legislative process, some of 

which expresses a great admiration for the fine points of this compli

cated process. This literature describes: personality differences, 

leadership patterns and the "clubs" that sometimes result; formal 

organization and the role of political parties; conflict and change and 

the wonder of the compromise; and the debate and political maneuverings 

which sometimes result in carefully worded public laws. All of this 

is at work, of course, but its importance in relation to the policy 

that is ultimately applied in a social or physical system must be 

questioned. Studies of other major policy prescriptions may reveal a 

similar pattern that is apparent in the Employment Act of 1946. They 

may show that it is generally true that the most important phase of 

the legislative process occurs after a bill becomes law. Regardless of 

what has transpired throughout the process, the policy is what a 

legislative committee assumes it to be. 

The Joint Committee on the Economic Report essentially ignored 

the mass of compromises which occurred within and between the two Houses 

of Congress. What it assumed to be the intention of Congress was more 

in line with the Full Employment Bill introduced by Senator Murray in 

1945. This assumption will, in fact, be the law unless Congress should 

reinstruct the Committee through a major amendment. 
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This may be a natural consequence of major policy declarations. 

Although a compromise version which deletes specific goals is ultimately 

passed, implementation requires the reinvestment of a specific referent 

in the policy. Without this kind of behavior there is actually nothing 

to implement. In a sense, there would be no policy. Accepting this 

does not mean that all those responsible for policy implementation 

will be in agreement with the specific prescription which is assumed 

or implied. The values of many individuals will remain in conflict 

with implied values of the legislation. This will in turn reflect in 

the application and appraisal of the policy. This will be investigated 

in subsequent chapters. 

It is also significant that both major political parties have 

apparently accepted the idea that the government should make full 

employment its business. This first occurred before the passage of 

the Employment Act. The Democratic Party, in its 1940 platform, had 

this to say: "We shall continue to recognize the obligation of govern

ment to provide work for deserving workers who cannot be absorbed by 

private industry.The 1944 platform stated: "We make it our first 

duty to assure employment and economic security to all who have served 

in the defense of our country. 

The Republican platform of 1944 made a similar claim for govern

mental action, although the preference for working through private 

12. Kirk H. Porter and Donald B. Johnson, National Party 
Platforms (Urbana: University of Illinois Press, 1961), p. 386. 

13. Ibid., p. 403. 
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enterprise is mentioned: "We shall promote the fullest stable 

employment through private enterprise."^ 

Admittedly these statements are subject to more than one 

interpretation. But as Emmette Redford claims, it does seem clear that 

both major parties accept the fact of the national government's responsi

bility for keeping all able and willing persons at work.^ What con

stitutes full employment, however, may be a point of contention between 

various groups and a crucial element in the appraisal of the policy. 

This will be discussed later in greater detail. 

Complications 

Assuming that full employment is established as a preferred 

state of affairs for the nation, are other goals mentioned in the policy 

statement and are they compatible or contradictory? If they are contra

dictory, is there any indication of a preference ordering of the goals? 

A major policy enactment can be defined as one which attracts 

the concern of a number of major pressure groups; is debated generally 

and intensively in Congress; and is reworked by a conference committee 

before the final act is acceptable to the necessary number. Such a 

major decision will contain a number of policy specifications, each 

designed to placate a particular interest. Several goals or sub-goals, 

which may or may not be compatible, can thus be embraced in the policy 

statement. 

14. Ibid., p. 408. 

15. Emmette S. Redford, American Government and the Economy 
(New York: The Macmillan Co., 1965), p. 178. 
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The Employment Act is an excellent example of a major policy 

declaration which incorporates a number of policies. Most of these 

prescriptions, however, are not functional or operational. Rather, many 

are of an ideological nature with the intention of disclaiming, or at 

least softening, the impact of the actual policy commitment. The 

assistance and cooperation of the three major producer groups— 

industry, agriculture, and labor--is invoked, as well as the help of 

state and local governments. Attention is diverted away from the fact 

that the national government is making a major economic commitment. 

Another example, which illustrates the conflict and complexity built 

into this policy, is the ideological commitment to promote free competi

tive enterprise and the general welfare. These are not operational 

concepts in relation to the policy being invoked. They do point to the 

basic conflict of ideas that must be brought together in a major 

policy statement. 

The mention of general welfare as a policy goal is totally 

without an empirical referent. What constitutes the general welfare 

must be left to individual interpretation and becomes, much as the con

cept of the public interest, a procedural matter rather than a substan

tive prescription. In other words, the general welfare is something 

that must be determined in the policy formation process. A prescription 

of full employment is the substantive result of that process. The 

only apparent usefulness of the general welfare mandate in this or any 

other policy declaration, is its reference to the general welfare clause 

of the U.S. Constitution. 
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The idea of promoting the free competitive enterprise system 

is also ideological and non-operational, but for a different reason. 

There is a common agreement, among economists at least, as to what a 

free competitive system is. The system includes as its most basic 

elements individual producers and consumers competing in the market 

place. Each producer and consumer can make decisions to maximize his 

own utility but may not be of the size nor collude with others to 

control the allocation of resources in the market. Such a policy could 

be pursued and is, in a sense, given the existence of anti-trust legis

lation. As a practical matter, however, the implementation of a free 

competitive economic system is impossible. Although the virtues of the 

model might be agreed to, it is doubtful that anyone would wish to see 

the kind of anti-trust prosecution that would bring about a truly 

competitive economic system. 

Furthermore, there is no possibility of re-establishing such 

an organization of the national economy since this implies that a free 

competitive system once existed. Many characterizations have been 

developed which describe the traditional organization of the national 

economy. The system which invariably emerges includes more collectivi

zation than free competition. The conclusion must be that a free 

competitive economy only exists as a model and a popular myth. It could 

not be implemented as a policy nor, probably, is it even desirable as 

an organizing principle for a modern industrial society. 

If the ideological, or at least non-operational, concepts in 

the policy declaration statement are ignored, a relatively clear 
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prescription remains: the federal government should use all practicable 

means to promote conditions which will afford useful employment opportuni

ties for those able, willing, and seeking work, and which will provide 

maximum employment, production, and purchasing power. Most of this 

statement is concerned with maximum or full employment. Maximum produc

tion would invoke full employment. 

The commitment to maximum purchasing power does complicate the 

policy, however. Implicit in the goal of maximum purchasing power is 

the concept of price stability. This is not a necessary interpretation 

but the only interpretation which would allow for operationalizing of 

the concept. If maximum purchasing power is left to stand by itself, 

there is no clear indication of what it might mean, leaving it to a 

variety of individual interpretations, and nothing which can be agreed 

upon for implementation, measurement or appraisal. As suggested above, 

it could be assumed that since inflation reduces purchasing power, the 

policy is opposed to inflation and therefore to the reduction of 

purchasing power. A positive way to state this anti-inflation policy 

is price stability. This would be an operational policy goal which 

could be pursued through fiscal-monetary tools, measured and appraised. 

The possibility of conflict arises when the goals of full 

employment and price stability are established as co-policy prescriptions. 

If the government uses its fiscal-monetary tools to mitigate unemployment, 

the resulting increase in effective demand adds to inflationary pressures. 

Ideally this would not be a problem since an increase in the general 

price level would be an indication of demand sufficient to create full 

employment. The government's policy at this stage would be to insure 
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that aggregate demand not be increased beyond that amount necessary 

to provide full employment. Any additional increase would result in 

increasing prices since, in the short run, production could not increase 

beyond the full employment point. 

The Keynesian Foundation and Compensatory Fiscal-Monetary Policy 

The above description of economic behavior which should result 

from the application of government fiscal and monetary policies is 

1 A 
based on John Maynard Keynes' theory of economic behavior. It might 

be useful at this point to review Keynes1 description of the economy 

and its implications for government involvement in the nation's economy. 

The central thesis of Keynesian theory is directed against the 

proposition that an essentially capitalistic economy will tend to 

generate full employment without the intercession of an outside regulator 

The specific point that Keynes attacked was the classical economic 

focus on the supply function. Keynes stated: 

From the time of Say and Ricardo the classical economists 
have taught that supply creates its own demand; -- meaning 
by this in some significant, but not clearly defined, sense 
that the whole of the costs of production must necessarily 
be spent in the aggregate, directly or indirectly, on 
purchasing the product.^ 

Keynes shifted the focus from the aggregate supply function to 

aggregate demand as the determining variable. He argued that spending--

effective demand—calls forth production and it is to the determinants 

16. John Maynard Keynes, The General Theory of Employment. 
Interest, and Money (New York: Harcourt, Brace and Co., 1936). 

17. Ibid., p. 18. 



of effective demand that we must look to understand the behavior of the 

aggregate economy. 

The next step in the development of the theory was to break down 

total spending into its major components which Keynes identified as 

consumption and investment. Keynes summarized the behavior of and 

relationship between these variables as follows: 

When employment increases, aggregate real income is increased. 
The psychology of the community is such that when aggregate 
real income is increased aggregate consumption is increased, 
but not by so much as income. Hence employers would make a 
loss if the whole of the increased employment were to be 
devoted to satisfying the increased demand for immediate 
consumption. Thus, to justify any given amount of employment 
there must be an amount of current investment sufficient to 
absorb the excess of total output over what the community 
chooses to consume when employment is at the given level. 
For unless there is this amount of investment, the receipts 
of the entrepreneurs will be less than is required to induce 
them to offer the given amount of employment. 

The community's propensity to consume, then, is dependent on 

the amount of income being generated and is less than the total income 

from employment. What is not spent by consumers is necessarily saved 

(not spent) and represents the gap that would have to be filled by 

investment spending if equilibrium of aggregate supply and demand were 

to be maintained at the same level. 

Investment spending will not necessarily equal the amount 

being saved, however, since the decision to invest is independent of 

employment and income. Keynes suggested that the decision to invest 

depended on the decision-makers expectations of future returns on the 

investment (marginal efficiency of capital) relative to the cost of 

18. Ibid.» p. 27. 
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borrowing money necessary to the investment in capital (interest rate).-^ 

High interest rates relative to the marginal efficiency of capital 

would lead to a decision to invest less or not at all. If such were 

the case, investment spending would decline and the equilibrium of 

aggregate demand and supply would be at a lower level than the period 

before. Unemployment and lower levels of income are the results of the 

process. 

This brief review of Keynes1 theory contains only the basic 

skeleton of the "General Theory" but is sufficient to indicate that 

there is no general tendency for the unguided economy to produce equilib

rium at full employment. Keynes did not dwell on the implications that 

his theory had for government fiscal and monetary policies. A number 

of economists were quick to adopt the theory and project it to its logi

cal conclusions.^® In general, the government's role in periods of 

demand insufficient to produce equilibrium at full employment is to 

increase spending, decrease tax revenues, or both, at a rate which would 

fill the gap left by private investment and consumptions. The opposite 

fiscal policies should be utilized in periods when private spending is 

excessive relative to the amount of goods and services that can be 

supplied in the period. Abba Lerner refers to this use of government 

fiscal policy as "functional finance" and describes the government's 

responsibilities quite simply as: 

19. Ibid., p. 28. 

20. Jesse Burkhead, "The Balanced Budget," A.E.A. Readings in 
Fiscal Policy, ed. by Arthur Smithies and J, Keith.Butters (Homewood, 
Illinois: Richard D. Irwin, Inc., 1955), pp. 17-18. 
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The first financial responsibility of the government (since 
nobody else can undertake that responsibility) is to keep the 
total rate of spending in the country on goods and services 
neither greater nor less than the rate which at current 
prices would buy all the goods that it is possible to produce. 
If total spending is allowed to go above this there will be 
inflation, and if it is allowed to go below this there will 
be unemployment.21 

Beyond the use of fiscal policy which has a direct impact on 

the economy, investment decisions can be effected indirectly through 

the use of monetary policy. The decisions of the Board of Governors of 

the Federal Reserve System, the Federal Reserve banks, and the Federal 

Reserve Open Market Committee affect the availability and cost of credit 

and money in the banking system. If investment spending increases, 

leading to levels of total spending which are excessive as compared to 

the level necessary for full employment, credit can be made less available 

and more costly. This should result in less borrowing, less money for 

spending, and therefore a reduction in inflationary pressure. Con

versely, if the economic problem was recession rather than inflation, 

credit ease and lower interest rates would make borrowing more attractive. 

The major tools available to the Federal Reserve authorities 

include discount operations, open market operations, and making changes 

in reserve requirements.^ Since a member bank must keep a percentage 

of its demand deposits in a reserve account with a Federal Reserve bank, 

the percentage that they can loan is reduced by the amount in reserve. 

21. Abba P. Lerner, "Functional Finance and the Federal Debt," 
Ibid., p. 469. 

22. Board of Governors of the Federal Reserve System, The 
Federal Reserve System: Purposes and Functions (Washington, D. C., 
1954), p. 31. 
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Federal Reserve manipulations of the three tools mentioned above then 

actually effect the liquidity positions of the banks. A decision to 

increase reserve requirements is, potentially, a decision to reduce the 

bank credit available to borrowers. If a member bank wishes to increase 

its reserve position to make more credit available, it can borrow from 

a Federal Reserve bank. This can be frustrated, however, by a decision 

to raise the discount rate, the interest rate charged to member banks 

by the Federal Reserve. The third major tool of monetary control, open 

market operations, differs significantly from the two methods mentioned 

above. When the Open Market Committee buys or sells securities, 

cooperation by member banks is not required, whereas it is in initiating 

discount operations. Nor does this tool have as direct an effect as 

changing the reserve requirements. The method of operation, again assum

ing the Federal Reserve Board wishes to tighten credit, is to sell 

government securities to a dealer who, in turn, must draw a check on a 

member bank in favor of a Federal Reserve bank. The Reserve bank will 

then deduct this amount from the member bank's reserve deposit reducing 

23 the amount the bank may lend. 

Of course, in each of the above operations, if the problem is 

one of declining economic activity and the decision is to make credit 

more available at lower interest rates, the processes explained in the 

example are merely reversed—lower discount rates and reserve require

ments, and buy securities in the open market. 

23. Ibid., pp. 32-40. 
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The fiscal-monetary measures described above might seem 

deceptively simple. Actually, as will be shown in numerous cases in 

following sections and chapters, there are a number of problems in 

implementing these policies and gaining the desired consequences. 

The Keynesian description of the economy and its logical 

extension to compensatory fiscal-monetary policy made a government 

commitment to full employment realistic, whereas the earlier classical 

theory provided little rationale for any kind of government economic 

intervention in the private economy. As mentioned above, however, 

complications have arisen indicating that the policy cannot be applied 

in its simple form. A major complication became evident in the 1954 

recession. 

Inflation and Recession? 

Instead of a reduction in general price levels along with the 

decline in production and increase in unemployment, the general price 

level actually increased through the recession period. This was also 

true for the recessions of 1958 and 1961.^ There was some fluctuation 

in the general price level through these years with prices increasing at 

a decreased rate after the trough of each of these recession years. 

Even this differential is less pronounced in the last two recessions of 

1958 and 1961, indicating that prices have become less sensitive to 

levels of production and employment in more recent years. 

24. Economic Report of the President, January, 1964 (Washing
ton, D. C.: Government Printing Office, 1964), p. 114. 
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The simultaneous development of recession and inflation invokes 

a serious complication for the government in applying fiscal-monetary 

policies to satisfy the goals of full employment and price stability. 

In the constant appraisal of policy, this type of feedback in the system 

must be perceived, understood, and, hopefully, acted upon. If the 

generally accepted fiscal-monetary policies are adhered to, there are 

three possible consequences, none of which satisfies the stipulated 

goals: 

1. The government could pursue anti-inflationary policies which 

could (given the apparent assumption about the nature of the economic 

system and probable consequences of standard fiscal-monetary policies) 

and no doubt would, result in even higher levels of unemployment. 

2. The government could elect to pursue anti-unemployment 

policies which on the other hand (given the same assumptions as in 1) 

should produce an accelerated increase in the general price level. 

3. The third logical possibility would be to do little or nothing 

because of indecision or political cross pressure as to which of the 

policy prescriptions should be implemented. This alternative would 

25 merely perpetuate excessive unemployment and moderate price inflation. 

25. Perhaps it should be added under this category that the 
government could follow contradictory policies which would produce the 
same result mentioned in this alternative. It could follow an expan
sionist fiscal policy and restrictive monetary policy, thus cancelling 
out any favorable effect. This is in fact what happened during the 1961 
recession. J. M. Culbertson, Full Employment or Stagnation? (New 
York: McGraw-Hill, Inc., 1964), p. 142. 
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These alternatives are, of course, unacceptable in view of the 

policy goals. The policy could simply be terminated or, as suggested 

above, the job of appraisal could lead the investigator to reinvesti

gate the system itself, in order to determine if unpredicted feedback 

was extant or if the system had changed, thus making the standard 

policy tools obsolete. 

Some re-evaluation has occurred among private individuals and 

responsible government officials. The topic is not, however, a popular 

focus for discussion. Perhaps the first attention given to this rela

tively new phenomenon was in a collection of articles published in 1958. 

Contributors include elected and appointed public officials as well as 

economists and representatives of the large, private producer groups. 

Their findings were based on the experience of unemployment and rising 

prices of the 1958 recession.^6 Most of the writers recognized the 

anomoly of inflation during recession, and a few explicitly related this 

to the goals of the Employment Act. Disagreement occurs when the issue 

concerns priorities (values) i.e., which is the more important goal? 

The means of remedy are also in dispute. Arguments over values will be 

analyzed in a later section. The discussion here is concerned with the 

nature of this new problem, and how to assess it. 

Profits and Administered Pricing 

J. K. Galbraith argues that the countercyclical fiscal and 

monetary tools are effective and will produce the desired full 

26. Richard E. Mooney and Edwin L. Dale, Jr., eds., Inflation 
and Recession? (New York: Doubleday and Co., 1958). 
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employment with price stability, but only if the classical assumptions 

27 of the nature of the economy remain relatively accurate. It is to the 

system itself, then, that Galbraith looks for an explanation. His 

argument centers around the concept of administered pricing which was 

first discussed in the 1930's.^ Essentially, this concept is based 

on a view of the economy which recognized the changes that have occurred 

in basic business structure. Many industries can no longer be charac

terized as embracing many small businesses each of which lacks signifi

cant control over market practices. Rather than assuming that each 

business can only accept the price determined by supply and demand 

in the industry, the newer concept recognized that the larger firms 

can and do determine the prices at which they will sell their products. 

Decisions about prices are made by those who control the larger companies, 

are based on internal considerations such as cost and external con

siderations such as public opinion, Presidential concern, and probable 

effect on the industry as a whole. 

The administered pricing thesis does not suggest that businessmen 

having substantial power in the market use this power indiscriminately 

or irresponsibly. Even if the larger firms wanted to raise prices and 

production in order to maximize profits, the evidence indicates that the 

27. J. K. Galbraith, "The Price Pushers," Ibid., pp. 52-57. 

28. A. A. Berle, Jr. and Gardner C. Means, The Modern Cor
poration and Private Property (New York: Commerce Clearing House, 1932); 
C. F. Ware and Gardner C. Means, The Modern Economy in Action (New 
York: Harcourt, Brace, and Co., 1936); H. S. Dennison and J. K. 
Galbraith, Modern Competition and Business Policy (New York: Oxford 
University Press, 1938). 
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external variables mentioned above will cause the price-setters to 

exercise prudence in their decision making.^ The important point 

here is that prices are administered and that the determinant variables 

are other than those existing in the free competitive market. 

This more modern view of the economy has great implications for 

the achievement of the Employment Act goals. It explains why there 

can be inflation during periods of increasing unemployment. The 

observer should realize that pricing decisions are independent of the 

forces which can stimulate or diminish demand. There is, therefore, 

no necessary correlation between the phenomena of rate of change in 

aggregate production and the general price levels. Classical inflation 

is still possible, of course. That is, in the short run prices will 

give way if effective demand increases beyond the level of supply. 

But there is no reason to expect that prices will necessarily fall when 

unemployment increases. 

What effect does this analysis have on the function of appraising 

the government's action in achieving the dual goals of full employment 

and price stability? First, it would seem to suggest that the government 

could use at least its fiscal methods in continuing to strive for full 

employment. A certain amount of price inflation should not surprise 

anyone given the history of the last three recessions and the administered 

price thesis. 

29. A good example of the type of pressure that can be brought 
to bear on upwardly administered prices in basic industry is provided by 
the famous Kennedy-steel industry confrontation in 1962: see, Grant 
McConnell, Steel and the Presidency. 1962 (New York: W. W. Norton and 
Co., Inc., 1963). 
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The traditional use of monetary policy in any period of the 

business cycle must now be seriously questioned in light of the fact 

that monetary policy has its most direct effect on prices. Galbraith 

argues that a restrictive monetary policy has a discriminatory effect on 

30 industries where prices are subject to determination by the market. 

The hoped for consequences of a restrictive monetary policy, it must be 

remembered, are to cut down the volume of spending as a result of 

higher interest rates, and to make less money available for lending. 

The effect of higher interest rates on a large firm that has control 

over its prices, and can pass along this higher cost, differs from the 

effect on the firm whose prices are determined by the market. The 

large firm can, within limits, merely increase the price on its product 

to cover the increased interest cost and maintain its retained profits. 

This, of course, is just the opposite of the expected effect of a tight 

money policy. 

A second consequence of a restrictive monetary policy, greater 

rationing of credit, also has a selective impact on business firms. 

The larger firms which can pass on the increased cost of doing business 

will be the best credit risks. The lending institutions will, therefore, 

prefer to lend to the larger firms, and will make the more expensive 

loanable funds more scarce to the small firms. 

One other unexpected consequence of a restrictive monetary 

policy has been observed. The large firm has an alternative to bank 

credit for investment purposes. 

30. Galbraith, "The Price Pushers," p. 54. 
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The firm which has the market power to administer prices can 

increase sales or raise prices or both, in order to increase net profits. 

With taxes and dividends unchanged (and these two portions of profits 

tend to remain rather stable as a percentage of profits), retained 

earnings are expanded to provide more internal funds for capital expendi

ture. Galbraith suggests that this might be a very desirable option 

to the management when faced with rising interest rates. He further 

explained: 

Should the banks have difficulty supplying its (the large firms) 
needs, it can have resort to the market. If its price 
position is really strong, it can increase current revenues, 
and finance operations and expansion out of these. Steel 
firms have repeatedly used the need for investment funds as 
the defense of their price policy. No such course is open 
to the firm whose prices are controlled by the market. If 
it cannot control its prices, it cannot raise them to get 
funds it is unable to borrow.31 

A restrictive monetary policy operates quite effectively in the market-

controlled sectors of the economy, and quite drastically as the increase 

in business failures among the small firms seems to indicate. On 

the other hand, a restrictive monetary policy may cause the large firms 

to increase prices in order to pay the higher cost of borrowing money or 

to avoid the higher interest rates by financing out of expanded retained 

earnings. 

In assessing the use of monetary policy to achieve price stability, 

this analysis makes quite clear the increasing difficulty of pursuing 

the dual goals of the Employment Act. If government officials who 

are responsible for monetary policy continue to view inflation in the 

31. Ibid.. p. 55. 
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classical sense, and invoke the traditional methods against it, they are 

at least having little effect on prices, and more probably adding 

incentives for even higher prices throughout the basic industries. 

Professor Galbraith was a private economist in 1957 when the 

above thesis was proposed. The argument, however, was put forward in 

his testimony to the Kefauver Senate Subcommittee on Antitrust and 

Monopoly, which was attempting to investigate what appeared, to Kefauver 

at least, to be a new kind of inflation.32 

Professor Richard Ruggles of Yale appeared before this same 

Kefauver Subcommittee and addressed himself, essentially, to the same 

problem of inflation. He agreed with Galbraith1s thesis on administered 

prices by firms who have monopoly controls since "a tight money policy 

at the present time may well be self-defeating."33 He professed a 

belief that full employment and price stability were still compatible 

goals, but that the government should use its fiscal-monetary tools with 

more discretion. The use of monetary policy in particular, he felt, 

should be re-examined especially as to its effects on industries where 

monopoly and resulting administered pricing is apparent. 

Cost-Push Inflation? 

One other development in the structure of the economy alluded 

to by Ruggles is the growth of labor organizations, particularly in 

the sectors of the economy characterized by business concentration and 

32. Ibid., pp. 51-52. 

33. Richard Ruggles, "The Other Guy Did It," Inflation and 
Recession?, ed. by Mooney and Dale, p. 62. 
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market power. The effect is essentially the same as for administered 

pricing, but the price under consideration is the price for labor. 

Since cost is an important consideration in the determination of prices, 

it could be a factor in producing this kind of inflation. Here again 

the classical assumption of individual workers accepting a wage deter

mined by a free market for labor is challenged. Organized labor could 

administer its price just as organized business administers the prices 

of final products. The purpose here is not to become embroiled in the 

controversy over cost-push inflation. This, it will be argued later, 

is ultimately a value question. 

Of importance at this stage of the appraisal analysis is the new 

dimension added to an already complex policy. It can be agreed that 

the new type of inflation being witnessed is something other than the 

classical demand-pull inflation, negating the standard monetary policies. 

It is something else to understand and gain agreement on the causes 

of the inflation, and on the most viable policies for alleviating it. 

Professor Ruggles hints that wages have something to do with the 

upward pressure on prices. The Economic Research Department of the U.S. 

Chamber of Commerce lays most of the blame for inflation during recession 

34 to organized labor and its successful demands for higher wages. 

Professor Sumner Slichter argues: that it is predictable that wages will 

rise faster than productivity; that business can and will pass on the 

increased cost in the form of higher prices; therefore, creeping inflation 

34. Economic Research Department, U.S. Chamber of Commerce, 
"Inflationary Recession?", Ibid., pp. 94-96. 
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OC 
can be expected as the rule for the future. The alternatives of 

depression production and increasing unemployment to the point where 

prices will finally fall, or of utilizing direct wage and price controls 

are unacceptable choices. Peter Wiles, a member of the staff of The 

Economist. considered this problem in 1951. He concluded that 

"prices will continue to rise as far as human wisdom can see ahead, 

that this fact must be candidly recognized, and that we must adapt many 

of our institutions to it.""^ 

While those cited above suggest that the cause of inflation is 

increased labor costs, many others argue that the economic data collected 

by the government simply does not support the argument. It is true that 

many who claim that organized labor is to blame for inflation are 

referring to aggregate labor costs. The only reliable measure of the 

effect of labor costs on prices is the unit labor cost which takes 

into account increasing productivity of labor. A review of postwar 

government statistics and analyses by a number of private economists 

resulted in this statement by the A.F.L.-C.I.O.: 

The attempt to blame unions that bargain for factory 
production and maintenance workers for the increased prices 
of manufactured goods does not stand up. A 2% increase in 
the entire unit labor cost of production and maintenance 
workers in manufacturing industries could not have caused 
the 11% increase in the wholesale prices of industrial goods 
or the 5% increase in the cost-of-living. On the contrary, 

35. Sumner H. Slichter, "The Least of Three Evils," Ibid., 
p. 80. 

36. Peter Wiles, "Agenda for the Age of Inflation," Ibid., 
pp. 68-72. 

37. Ibid., pp. 68, 69. 
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it was increasing living costs that pulled up unit labor 
costs--as workers and unions attempted to improve the buying 
power of wages, in the face of rising prices.38 

A sequential explanation of the post-World War II inflation would follow 

that excessive demand immediately after the war started the inflation 

of prices. This was followed by organized labor's demands for commen

surate increases in wages. These increases in wage costs were used as 

a rationale for further price increases by the leaders in basic industry. 

As prices were administered upward, labor negotiated for wage increases 

to match the increasing cost of living and the increasing output per man-

hour. The result of this cost-price interaction is an institutional

ization of inflation. 

The 1958 President's Economic Report implicitly recognizes this 

in exhorting both business and labor to exercise self-restraint in 

pricing and wage demands.^ The President's report is not specific as 

to what particular policies should be invoked by the government. 

"Government, for its part, must use its powers to help keep our economy 

stable, and to encourage sound economic growth with reasonably stable 

prices."^ It might be argued that the President and his Council of 

Economic Advisors endorsed the concept of "creeping inflation" in its 

reference to "reasonably stable prices." 

38. A.F.L.-C.I.O., "Are Profits the Villain", Ibid., pp. 37, 38. 

39. "The President's Economic Report--1958," Ibid., p. 93. 

40. Idem 
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These concepts of creeping inflation and institutionalized 

inflation seem quite valid in the light of empirical validation and 

logic. More than this, the theory of countervailing power provides an 

explanation of the rise of organized labor in order to balance the power 

of the producer already developed to a large degree. The role of the 

government in this system is to redress imbalances so that there will 

be real competition between the two powerful blocs. The government's 

interventionist role can be quite important in the case of a producer 

group which does not develop control over its market sufficient for 

self-protection. This is the case in agriculture. The government then 

must provide for artificial controls in the market to bring about 

effective countervailing power. The system is self-regulating, per

mitting the decision-making to be decentralized rather than centralized 

in a government agency. 

The relevance of this theory is that it is only effective in 

non-inflationary periods. Periods of defense or war mobilization which 

threaten demand-pull inflation would naturally set off a continuing 

spiral of institutionalized inflation. The large, organized, producer 

groups would not, under these circumstances, automatically balance each 

other. Rather, both groups would gain from a continual spiral of higher 

wages and prices. 

The consumer interest is the only loser since it is essentially 

unorganized. In inflation, countervailing power becomes part of the 

continuing dynamic of inflation. According to Galbraith, decision-making 
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must become centralized in the government if inflation is to be stopped 

and the consumer and saver protected.^ 

41. John Kenneth Galbraith, American Capitalism: The Theory of 
Countervailing Power (Boston: Houghton Mifflin Co.-, 1956), pp. 88-90. 



CHAPTER III 

THE GOVERNMENT POLICY DILEMMA 

What was in 1946 apparently a dual but compatible policy is 

actually a highly complex prescription because of the changing nature 

of the system to be regulated. It might be argued that the complexity 

results not so much from system change (from market established prices 

to administered prices) but rather from a more perfect knowledge of 

the system. The appraiser of the policy may have gained a better, 

albeit a different, conception of the system to be regulated. In all 

probability, the latter statement is a more accurate description of the 

process. The system under observation does, no doubt, change over 

time. Business concentration by industry does change and it can be 

measured. But systems are not altered so much as are the perceptions 

and images of those systems. The link between the system and the image 

is the feedback from the system to the image builder. A large part of 

the function of appraising public policy becomes constant examination 

of the feedback, the assimilation of this new knowledge into the image 

of the system, and the testing of the probable consequences of policy 

tools being applied to the new concept of the system. 

Kenneth Boulding alludes to this process and the importance of 

it when he says: 

...we may argue that what we mean by truth, or at least the 
progress toward truth, is an orderly development of the image, 

45 
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especially of the public and transcribed image through its 
confirmation by feedback messages. This in a sense is the 
philosophy of science. Truth ever eludes our grasp, but 
we are always moving asymptotically toward it. Out of our 
image we predict the messages which will return to us as 
a result of our acts. If this prediction is fulfilled the 
image is confirmed, if it is not fulfilled, the image must 
be changed.1 

Recent examination of feedback should tell us that the government 

faces a dilemma in implementing the goals of the Employment Act. That 

is not to say that the directly responsible parts of the regulator 

(Council of Economic Advisors and the Joint Economic Committee) are 

first to perceive of feedback warnings. Indeed, as discussed above, 

it seems that the most likely group to be sensitive to these signals 

are the professionals who are most closely related to the particular 

policy area. In the case of the Employment Act, the relevant profes

sionals are economists. In at least one case, Galbraith's theory of 

countervailing power, the potential problems had been predicted before 

any tangible consequences were perceived. The Council of Economic 

Advisors did allude to the new phenomenon, but were hesitant to appraise 

it as a permanent and complicating feature of the policy it was established 

to implement. 

The Joint Economic Committee of Congress is in a better 

political position to assess a new development which threatens the goals 

of a major policy and which, indeed, questions the nature of the eco

nomic system. The committee hearing, where experts can be heard and 

where committee members can avoid talcing positions on sensitive policy 

1. Kenneth E. Boulding, The Image (Ann Arbor, Mich.: University 
of Michigan Press, 1956), p. 169. 



issues, serves this function. The experts take positions; the committee 

only investigates. The Council of Economic Advisors, an arm of the 

Administration, is more vulnerable because it must defend the Adminis

tration's past behavior in relation to implementation of the policy. 

Given this relationship between Administrative and Congressional agencies, 

it is logical to predict that a Congressional committee will be the 

first publicly to appraise the feedback from a particular policy appli

cation and to explore the alternative explanations of the new problems. 

As cited above, a Senate, subcommittee was in 1957 appraising the new 

problems of achieving both full employment and price stability. 

Also beginning in 1957 and extending into 1958, the Senate 

Committee on Finance conducted an investigation of the financial condi

tion of the United States. The attentions of the members of the 

committee were focused primarily on the causes of the inflation and 

o 
concurrent recession and the implications for fiscal-monetary policies. 

There was, of course, disagreement over the cause of the inflation 

among the individuals giving testimony. None of those brought before 

the Committee, however, suggested that a simple demand-pull type of 

inflation was a reality during the period when the Committee met (1957-

1958). There was, therefore, general agreement that it was a new kind 

of inflation which would require new strategy in light of the prescrip

tions contained in the Employment Act of 1946. Professor James Ford 

2. U.S., Congress, Senate, Committee on Finance, Investigation 
of the Financial Condition of the United States, Analysis of Hearings 
before the Committee on Finance, 86th Cong., 1st Sess., 1959, (Washing
ton, D. C.: Government Printing Office, 1959), p. 2112. 



summarized the major arguments presented as follows: 

The three theories of contemporary inflation just 
described--the managed money theory, the consumer debt 
theory, and the wage-price spiral theory--challenge, 
each in a different way, the doctrine that active monetary 
and fiscal policy can make the economy highly stable, 
vulnerable to neither inflation nor mass unemployment.^ 

This gloomy outlook on the possibility of realizing the goals of 

the Employment Act was, Professor Ford claimed, widely accepted and had 

been since Senator Paul Douglas' Subcommittee considered the same 

question in 1950.^ The dilemma contained in the Employment Act as 

perceived by the Committee on Finance is faced squarely by Ford later 

in his analysis. 

Institutional Inflation 

The question whether price stability or full employment should 

be the principal aim of monetary policy requires clarification. What 

is at issue is not what the aims of policy should be (there is 

general agreement about what is desirable), but how these aims can 

best be realized. There is also disagreement on the probable effects 

of different strategies of monetary action; resolving this issue 

requires further study of past experience.^ 

3. Ibid.. p. 2097. 

4. U.S., Congress, Senate, Joint Committee on the Economic 
Report, Report of the Subcommittee on Monetary. Credit, and Fiscal 
Policies. S. Doc. 129, 81st Cong., 2d Sess., 1950. 

5. Investigation of the Financial Condition of the United 
States. Analysis of Hearings before theCommittee on Finance, 1959, 
p. 2118. 



The Committee on Finance then managed to focus on the problem 

of inflation and the effect that monetary policy was actually having in 

the economy. Professor Seymour Harris, in his summary of the hearings, 

concluded that: 

Many have proposed that Government discourage rising wages 
and rising prices in a number of crucial industries where 
prices are administered; that is where there is not free 
competition and the control of the market lies in a relatively 
small number of sellers. The implication is that monetary 
policy cannot treat administered prices. Inflation in the 
last 5 to 10 years, as, for example, Dr. Means claimed before 
the Kefauver Committee, is held to be the result of the 
administered prices. Then obviously the proper approach 
would be to deal with prices and wages in the administered 
areas. Behind this is the view that monetary control, that 
is, control of the supply of money, does not prevent a large 
corporation from increasing their prices beyond a level set 
by increasing wages and other costs. A really restrictive 
monetary policy, however, might discourage many of these 
rises in price because they have to be validated by adequate 
supplies of money. But the effects on the employment situa
tion of a policy that really stifles rising prices in the 
administered area might have a considerable adverse effect 
on the whole economy.^ 

After recognizing these institutional variables in a modern 

economy which make traditional monetary policy somewhat untenable, 

Professor Harris suggests alternative approaches to the problem: 

It might be wise to introduce experimental legislation, a 
bill which would require compulsory publicity for any sub
stantial increase of wages or prices that is likely to affect 
the economy in a serious way. This publicity might very well 
discourage excessive increases of wages or prices though 
without sanctions the likelihood does not seem great. Unless 
the general price level keeps on rising considerably more 
than it has in recent years, I do not think that a case for 
price control is strong.^ 

6. Ibid., p. 2203. 

7. Ibid.. p. 2204. 
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The Senate Finance Committee and the previously cited 

Congressional Committee had come to the position that the ever-constant 

inflation of prices threatens the goal of full employment. In the 

second session of the 87th Congress in August of 1962, another committee 

was engaged in evaluating the increasingly complicated Employment Act. 

The Joint Economic Committee directed its attention specifically to 

this problem and, in the words of Chairman Wright Patman, to how the 

policy of the federal government might be appropriately amended to help 

O 
achieve maximum employment, production, and purchasing power. The 

urgency of the reappraisal is apparent in Senator William Proxmire's 

letter to Chairman Patman: 

Present monetary policies are drastically reducing the 
free reserves of our banking system and sharply increasing 
interest rates. 

The restrictive effect on the economy is sure to diminish 
business opportunities, increase unemployment, and slow 
economic growth. Monetary policies are having these adverse 
effects at a time when unemployment remains steadily high 
and the economy is operating well below capacity. 

Thus the consequences of present monetary policies 
directly contradict the objectives of our Government as 
expressed by Congress in the Employment Act of 1946.9 

Of particular interest in these hearings was the concentration 

on the economic system and how the Employment Act goals could be 

implemented. The committee discussed at great length the consequences 

8. U.S., Congress, Joint Economic Committee, State of the 
Economy and Policies for Full Employment, Hearings before the Joint 
Economic Committee, 87th Cong., 2d Sess., 1962 (Washington, D. C.: 
Government Printing Office, 1962), p. 1. 

9. Ibid., p. 5. 



of monopoly power in the market when monetary policy was applied. Edwin 

G. Nourse, the first Chairman of the Council of Economic Advisors, 

testified at length before this Committee although he was not so dis

posed when he was Chairman of the C.E.A.^ The point that Nourse and 

other economists testifying before the committee stressed was that both 

fiscal and monetary policy were the captives of market behavior. 

Our objective should be to preserve that 'free competitive 
enterprise1 premised in the Employment Act, not as a mere 
abstract ideal, but to make that freedom and the competition 
among larger operating units that results therefrom achieve 
the high economic goal of maximum consumer real purchasing 
power better than atomistic competition ever served the 
much less ambitious objectives of Smith's, Ricardo's, and 
Malthus1 time. 

And as further corroboration of Galbraith's thesis of institutionalized 

inflation: 

Rather than countervailing against each other to achieve 
high production and price stability, great concentrations of 
economic power become a prime initiating and aggravating 
force of inflation. Instead of an apparatus of wholesome 
adjustment, we get a continuing race for more power on both 
sides and impasse when the summit is reached. Neither party 
is willing to admit that collective bargaining fulfills its 
role as balance wheel through 'equality of bargaining power' 
if it has to accept contract terms below the level of its 
demands. Paraphrasing George Orwell's brilliantly satiri
cal phrase in Animal Farm: Both pigs must be equal, but 
each pig must be more equal than the other.^ 

10. Corrine Silverman, The President's Economic Advisors, 
Inter-University Case Program #48 (Indianapolis, Indiana: The 
Bobbs-Merrill Co., Inc., 1959), p. 6, 7. 

11. State of the Economy and Policies for Full Employment. 
•Hoa-rinog before the Joint Economic Committee, 1962, p. 809. 

12. Ibid., p. 810. 
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Those testifying agreed with Nourse's concern. The use of 

monetary and fiscal policies must be modified in view of the contem

porary understanding of market structure. Although some suggested that 

direct price and wage controls might be the only remaining means for 

achieving full employment with stable prices, this was definitely a 

minority expression. Another possibility that received considerable 

attention from the Committee is the pursuit of a policy which would alter 

the economic system, bringing it more in line with free competition. 

It is true, as stated at the beginning of Chapter One, that the commit

ment "to foster and promote free competitive enterprise" was originally 

an ideological commitment. The Committee indicated an interest in a 

free competitive economy as a policy prescription necessary for the 

implementation of full employment and stable prices through the use of 

monetary and fiscal policies. 

Lee Loevinger, Assistant Attorney General in charge of Antitrust, 

saw many benefits resulting from a vigorous application of antitrust 

policy. One of these was: 

...that the effectiveness of Government influence in such 
policies as monetary and fiscal policy, tax policy, and trade 
policy, depends on the maintenance of a free, responsive, 
and flexible economy. This means a competitive economy 
which requires antitrust enforcement.^ 

Edwin Nourse also endorsed this approach to the solution of the 

problem of ineffective monetary policy as applied to tlte economy. 

He suggested that the free enterprise clause of the Employment Act be 

treated as something other than "a mere political gesture toward 

13. Ibid., p. 780. 
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threadbare tradition.In short, Nourse was asking that the pursuit 

of competition in the economy through a more effective antitrust program 

be considered as an operational policy as important as full employment 

and price stability. 

One possible approach to a dichotomy between a system and the 

perception of that system with a resulting failure of prescribed 

remedies is to change the system to make it conform to perception. It 

might be considerably more difficult to change the system, however, 

than to modify the policies being applied to it, especially if there is 

a compelling rationale for the development of the system as it stands. 

Assistant Attorney General Lee Loevinger pointed to the trend in business 

concentration.^ The competitive system is certainly desirable given 

the consequences that result from it. It is also clear, however, that 

few, if any, prefer to negotiate within the dictates of pure competition. 

Judge Loevinger cites Professor John M. Clark's point that "competition 

and security are polar alternatives in business. The drive or the 

desire for security is as strong as the desire for profits.He went 

on to explain: 

Restraint of trade and monopoly are thus attractive, since 
they represent security, and therefore the drive toward 
restraint of trade and toward monopoly is not always an 
attempt to secure exorbitant profits, but may be equally and 
perhaps more frequently simply a desire to attain profits 
with security.^ 

14. Ibid., p. 813. 

15. Ibid., p. 777. 

16. Ibid., p. 778. 

17. Idem 



It seems unlikely that the business concentrations which now 

enjoy a large degree of security are going to be reduced to a number 

of competing firms. The trust-buster of today is engaged in a no less 

futile exercise than his counterpart at the turn of the 20th century. 

Agencies like the Antitrust Division of the Justice Department can at 

best continue to examine the extent of concentration in various indus

tries and the consequences of such concentration for production and 

prices. Beyond this, the vigilance of the Antitrust Division and 

Congress may be responsible for slowing the movement toward further 

industrial concentration. 

Other approaches to the problem presented by the "new" 

inflation focus on achieving one of the two goals--full employment or 

stable prices. In most cases the arguments presented for one or the 

other are based on the values of the discussant. The question becomes 

one of priority. 

The balance of opinion on these two values swings heavily 

toward the achievement of full employment and toward permitting con

trolled inflation. Sumner Slichter sums up this argument by saying 

that: 

...if the country must choose between (1) enough unemploy
ment to keep labor costs from rising, (2) direct controls 
of wages and prices, and (3) creeping inflation; the choice 
should be creeping inflation - on the ground that it is 
the least of the three evils.18 

18. Slichter, "The Least of Three Evils," Inflation and 
Recession? ed. by Mooney and Dale, p. 79. 



Slichter rejects direct controls because of the waste that an 

19 inefficient allocation of resources would produce in the economy. On 

the other hand, in order to gain price stability, unemployment would 

have to be at a level high enough to depress wages, thus reducing the 

cost-push, institutionalized inflation that is typical of the contem

porary economy. The most acceptable alternative, by the process of 

elimination, is to pursue a policy of full employment allowing the 

institutionally determined prices to increase at a slow rate. 

In support of this position it should be recognized that recent 

periods of moderate unemployment have not stabilized prices. Appar

ently, something more than six or seven percent unemployment would be 

necessary to halt this kind of inflation. How much more unemployment 

would be necessary is not clear and would have to be determined empiri

cally. There are adverse consequences produced by inflation, parti

cularly the effect that it has on those with fixed income from life 

insurance and pensions. The gradual erosion of these incomes is not 

the severe deprivation that results from unemployment, however. 

Furthermore, as Slichter points out, these fixed incomes are being 

adapted to the realities of creeping inflation through such devices as 

cost-of-living escalator clauses.^0 Slichter does not mention the fact 

that this would have the effect of building further rigidities into 

institutional inflation and thereby insuring it. In evaluating the 

results of the Employment Act, it would be assumed that creeping inflation 

19. Ibid., p. 80. 

20. Ibid., p. 81. 
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of perhaps two percent a year would be acceptable within the definition 

of stable prices. 

The other mentioned above is to concentrate on achieving price 

stability rather than full employment. One of the few spokesman for 

this approach is, significantly, William McChesney Martin, Chairman of 

the Board of Governors of the Federal Reserve System. His dedication 

to anti-inflation policy is evident in the hearings before the Senate 

Committee on Finance: 

The goal of price stability, now implicit in the Employ
ment Act, can be made explicit by a straightforward declara
tion and directive to all agencies of the Government that 
anti-inflationary actions are to be taken promptly whenever 
the cost of living begins to rise.21 

and further: 

No greater tragedy, short of war, could befall the free 
world than to have our country surrender to the easy delu
sion that a little inflation, year after year, is either 
inevitable or tolerable. For that way lies ultimate economic 
chaos and incalculable human suffering that would undermine 
faith in the institutions of free men.22 

Evidently, then, this school of thought would consider unemployment to 

be a lesser hardship than inflation. 

No general agreement was reached in these hearings about the 

control of inflation. Perhaps consensus on a problem of such complexity 

is impossible in Congress. It is significant, however, that Congress 

began to evaluate the feedback from the policy application as soon as 

21. William McChesney Martin, Jr., "Winning the Battle," 
Inflation and Recession?, ed. by Mooney and Dale, p. 23. 

22. Ibid., p. 23. 
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evidence pointed to a lack of efficiency in the methods employed. The 

various committees cited above did manage to explore the problem and 

to develop some possible alternatives for its solution through the use 

of professional economists. 

Other Problems 

Institutionalized inflation which does not respond to traditional 

monetary policy is perhaps the greatest challenge to the government 

in fulfilling its commitments under the Employment Act of 1946, but 

there are other complicating factors. John Pierson, in a careful study 

of the implementation of the Employment Act, asserts that the perceived 

threat of inflation is the greatest obstacle to full employment. 

Pierson argues that there is a relatively simple solution. With other 

economists (mentioned above), he offers evidence that modern inflation 

is not created by excessive demand. In fact, "the record since World 

War II fails to show any close correlation between rising employment— 

9 ̂ 
approaches toward full employment--and rising prices."" Pierson 

believes that sustained, full employment would actually have a beneficial 

effect on wages and prices since it would fulfill labor's fundamental 

need. Labor leaders would be more likely to accept self-imposed limits 

in wage bargaining, presumably those dictated by productivity increases. 

The way to insure full employment, according to Pierson, is to 

use reversible sales taxes and public works. The reversible sales tax, 

a subsidy to keep consumer expenditures up when income falls, would 

23, Pierson, Insuring Full Employment, p. 52, 
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act as a floor under spending and should provide effective demand 

sufficient for full employment. The lower and upper limits of consumer 

expenditure would be determined by Congress. In the second phase of 

this policy, Congress would authorize the President to use public works 

expenditures or reductions in expenditures to fill any gaps or reduce 

inflationary pressure in actual employment, wherever it might occur. 

Continuing, full employment would, through this process, be insured.24 

In some ways, maintaining a favorable balance of trade which is 

compatible with full employment is for Pierson a more difficult problem 

than the threat of inflation. Increased interest rates have the effect 

of checking the outflow of capital funds. They can also, however, 

produce less spending and more unemployment. Pierson suggests that this 

might be a high price to pay and cites a report to the Joint Economic 

Committee: "To propose paying $30 to $40 billion per year in reduced 

incomes to American workers and investors to obtain a $2 to $3 billion 

per year reduction in the payments deficit is to reduce economic 

calculus to absurdity. 

This same apparent dilemma was discussed at length prior to 

the 1962 hearings before the Joint Economic Committee. The Committee 

seemed to agree that the domestic policy goals of full employment 

generally should take precedence over the foreign trade goals and 

particularly!in view of the relative magnitude of the amounts 

24. Ibid., p. 47. 

25. Ibid., p. 73. The report was submitted by the Subcommittee 
on International Exchange and Payments of the Joint Economic Committee 
of Congress, 1961. 
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involved.^ Much of this committee's concern again was in appraising 

the system and feedback from it, as well as determining the nature 

of foreign trade and the probable causes of deficits in the nation's 

balance of payments. One important conclusion was that a proper assess

ment of the relationship of domestic to foreign trade does not neces

sarily indicate a conflict between policies to achieve full employment 

and policies to balance the international payments account.^ There 

are a variety of methods which can be used to bring about favorable 

effects on the balance of payments which would not necessarily be 

detrimental to price stability, full employment, foreign travel, 

private investment abroad, and government expenditures abroad. 

Beyond these techniques, it can be recognized that there are 

a variety of interest rates which can be manipulated for discretionary 

effect. For these reasons, John Pierson says that the problem today 

no 
is "less difficult than the orthodox view would suggest." He offers 

two reasons for this conclusion: 

First, it is not impossible, by a shrewd combination of 
Federal Reserve purchases and sales and Treasury management 
of the public debt, to differentiate somewhat (probably 
more than has been done) between different interest rates, 
keeping the short term rates just high enough to deny an 
advantage to financial centers abroad while still moderating 
the long-term rates for the accommodation of borrowers for 
investment at home. Second, there are relatively few 

26. State of the Economy and Policies for Full Employment. 
flparings before the Joint Economic Committee, 1962, p. 503. 

27. Ibid., pp. 476, 503-509. 

28. Pierson, Insuring Full Employment, p. 63. 
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economists who continue to believe that domestic prosperity 
has to be at the mercy of monetary policy and high interest 
rates in any case.29 

The two problems of the new institutionalized inflation and the 

maintenance of a favorable balance of payments are similar in that they 

both must be integrated with the policy of full employment and reasonably 

stable prices. The fiscal and monetary tools available to the govern

ment, when applied to the economic system, have consequences for all 

30 these public goals. This is true of the effects of fiscal policy 

and, even more, of monetary policy. For instance, if fiscal policy is 

applied to stimulate effective demand and employment, the probable result 

is, ceteris paribus, interest rates are likely to rise slowly. This, 

in turn, can have the effect of choking off further increases in produc

tion and employment, causing labor and business to interact so as to 

produce more inflation, and, at the same time, stopping the flight of 

capital out of the country and attracting foreign investment to the 

country producing a more favorable balance of payments. If all other 

things are not equal and an expansionary monetary policy is applied 

coordinately with the fiscal policy, the unfavorable consequence for 

29. Ibid., pp. 63, 64. 

30. It is implied here that a favorable balance of payments 
is a preferred state of affairs of the public though this is not 
explicitly stated in a public law such as it is for full employment 
and stable prices. Congress (as cited above in Committee Hearings) 
does act as if it is a preferred state of public affairs, although not 
necessarily to be preferred over the goals enumerated in the Employment 
Act. It should be clear then that it is assumed that a favorable 
balance of payments is a policy prescription to be implemented by the 
government. 
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prices and the favorable response in the balance of payments would be 

nullified. 

If the government follows a restrictive monetary policy to make 

less money available and increase interest rates, it is most probable 

that: 

1. unemployment would increase; 

2. prices will not decrease (unless the policy is quite severe 

and unemployment is increased to very high levels) and are likely to 

increase at an increasing rate; 

3. the balance of payments account would reflect a more 

favorable direction unless a severe recession developed as a consequence 

of the restrictive monetary policy making investment in the economy 

unattractive to any potential investor, domestic or foreign, 

A loose or permissive monetary policy would, on the other hand, 

have the effect of: 

1. decreasing unemployment if an expansionist fiscal policy were 

also invoked--otherwise there would be little effect on employment; 

2. not altering a controlled, institutional inflation sub

stantially unless the level of effective demand were already producing 

full employment (the result of this case would be the traditional 

demand-pull inflation); 

3. producing a less favorable balance of payments situation 

assuming that interest rates, both short and long term, had decreased. 

On balance, a rational control of the economic system would seem 

to. suggest that general fiscal-monetary policy should not be utilized 
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to produce a more favorable balance of payments in light of the 

consequences to the goals of the Employment Act. Further, a restrictive 

monetary policy should not be followed under any conditions except for 

those produced by the true demand-pull type of inflation. The contempo

rary economic system dictates a neutral monetary policy, that is, one 

which would merely allow for an annual growth rate of the money supply, 

thereby avoiding the unfavorable consequences to policy goals mentioned 

above. A compatible monetary policy would be a discretionary one with 

only certain types of credit markets being affected in order to gain 

limited and beneficial consequences. 

Structural Unemployment 

The realization of the goal of full employment through the use 

of aggregate fiscal-monetary methods will not produce satisfactory 

results in employment at all levels and in all geographic areas. 

The assumption which underlies fiscal-monetary techniques is 

that changes in aggregate employment and unemployment will have a similar 

effect on all types of employment in all areas of the country. Since 

the passage of the Employment Act, it has become increasingly apparent 

that some areas of employment fail to respond to general changes in the 

labor market. In other words, there are, in addition to the lack of 

aggregate demand, other potential causes of unemployment in specific 

industries and areas. Automation and technology do have differential 

applications in various occupations and geographic locations. The result 

is structural unemployment which was studied by a Special Committee on 

Unemployment Problems: 
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One of the major reasons for special concern over structural 
unemployment at the present time is that several industries 
are experiencing structural dislocations at the same time 
with the result that 70 labor market areas in the United States 
now suffer persistent unemployment. An economy with so many 
areas of distress cannot by any standard be called healthy. 1 

The magnitude of unemployment in specific areas is covered 

elsewhere in this work, and will therefore not be developed at this 

point. It is important to note that buried in aggregate unemployment 

figures is a degree of structural unemployment which would respond 

only negligibly to general increases in effective demand. Once the 

floor of structural unemployment has been reached, further attempts 

to solve unemployment by increasing total demand could only produce 

demand-pull inflation. Ideally, then, the aggregate tools would be used 

to correct only cyclical unemployment and inflation by providing a 

steady base of aggregate demand over time with the goal of continuous full 

employment. More specific policies, of which there are several, would 

then be used to alleviate unemployment in those areas where labor 

surpluses develop because of advances in automation and technology. 

The Special Committee on Unemployment Problems suggested in its report 

of 1960 that the government should work at this micro level of unemploy

ment as a part of its responsibility under the Employment Act of 1946. 

The first priority, it suggested, was to see that new industries be 

established in the areas which have labor surpluses. This in turn might 

require the counseling and retraining of the unemployed workers and 

should be accepted as another governmental responsibility under the 

31. U.S., Congress, Senate, Report of the Special Committee on 
Unemployment Problems, S. Rept. 1206, 86th Cong., 2d Sess., 1960, p. 9. 
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Employment Act. Finally, recognizing that it would not always be 

possible to attract new industries to the areas of need, the govern

ment could provide assistance to the unemployed worker in relocating 

32 where his skills would be in demand. 

It should be re-emphasized at this point that the successful 

application of these policies assumes that the government has eliminated 

cyclical unemployment through the application of aggregate policies. In 

fact, it would seem that relocation or stimulation of new industry or 

relocation of workers would be successful only if aggregate demand were 

at the level which produces labor shortages and inflationary pressures 

in some areas while labor surpluses existed in others. The govern

ment's role then would be to recognize and facilitate the internal 

shifts of resources apparent in the system. The combination of the 

aggregate methods of relieving cyclical unemployment with the above 

methods would, ideally, reduce unemployment to a relatively small amount 

of frictional unemployment. 

A Total Time Use Model? 

An interesting footnote to the development of full employment 

policies arises as a result of the above discussion of the results of 

automation and technology. On the one hand, industrial unemployment 

resulting from the displacement of workers by machines is considered as 

unwanted unemployment. On the other hand, the use of modern technology 

should produce greater leisure and less work, which should be a desired 

value. In brief, this type of unemployment is both desirable and 

32. Ibid., pp. 9, 10. 
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of employment and unemployment can be 

sense, they must be considered in 

total time use model would include 

Employed Time 

Goals: 

Sub Goals: 

Maximization of 
Employment 
Opportunity 

Price Stability 
Competitive 
Economy 

Favorable Balance 
of Trade 

Unspecified 
Unemployed Time 

Time released 
from working by 
automation and 
technology 

Leisure 

Goals: Maximization 
of social and 
individual 
satisfaction 
during non-
working time 

Means: Fiscal Policy 
Monetary Policy 
Debt Management 
Antitrust Enforce
ment 

Direct Controls 

As the diagram suggests, the micro approach to employment and 

unemployment and the problem of cybernation actually forms a separate 

though overlapping system. As explained above, the implied micro-

policies are a necessary part of the full employment system. Increasing 

cybernation does produce consequences outside this model, however. The 

most obvious of these consequences is more leisure which, though a form 

of unemployment, is not the type of involuntary unemployment inimical 

to the Employment Act of 1946. The leisure system is characterized by 



66 

what are still rather ill-defined policy goals and methods as opposed 

to the relatively specific goals of the employment model. The most 

general system is a combination of the two sub-systems. 

Although an investigation of leisure is beyond the scope 

of this work, it must be recognized that with increasing cybernation the 

need for a concept of leisure becomes more critical. Even the boundary 

between unemployment and leisure is becoming more difficult, albeit 

more important, to define. Significant in this respect is the awareness 

that development, so apparent in the model of full employment, is just 

beginning for a policy of leisure. This was indicated in a conference 

on leisure sponsored by the American Academy of Political and Social 

Sciences. As Professor Brightbill pointed out: 

...the implementation of a program for the wise use of leisure 
should be spearheaded by the establishment of a public 
policy on leisure and public recreation at all levels of 
government. This policy should identify the problems, 
establish official public positions on objectives and approaches, 
seek fiscal support from public and user funds, set forth 
a long-range plan of action and involve public participa
tion in its stewardship and accomplishment.33 

The future development of a public policy on leisure might 

be predicted from the growth of full employment policy which is traced 

in this work. At this stage, a few scholars are trying to define the 

problem and to determine the public's preference relative to increasing 

leisure time. Beyond this a few suggestions are being made concerning 

public policies to augment educational and recreational programs. Until 

33. Thomas J. Davy and Lloyd A. Rowe, "Precis of the Confer
ence," Leisure in America: Blessing or Curse? ed. by James C. 
Charlesworth (Philadelphia: The American Academy of Political and Social 
Science, 1964), p. 88. 
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there is a development of a connnunity of interest and an articulation 

of a demand, rational public policies to produce desired consequences 

cannot be developed. At this time, only one-half of a total time use 

model can be developed with any certainty. 

Summary 

What appeared at first to be a relatively simple policy 

prescription with known methods of implementation is, after an appraisal 

over time, highly complicated. The application of fiscal-monetary policy 

to the economy produced consequences in conflict with the stated 

preferences of the Employment Act. The evaluation of feedback from the 

economic system suggested further analysis of the system and termination 

or modification of the policies being applied to it. Increasing know

ledge of the economic system suggests that the goals of the Employment 

Act can be attained if those responsible for implementation of the 

policy (1) understand and recognize the current conception of the system, 

and (2) alter the application of the particular policies that they 

control. 

Congressional committees, Congress, the Treasury, and the 

Council of Economic Advisors have the obligation under the Employment 

Act to balance public taxing and spending to insure that aggregate 

demand is continuously produced at the level which will support full 

employment in the economy, while avoiding over-full employment in parti

cular sectors. Their responsibility also includes limiting unemployment 

in occupational and geographic areas which is caused by factors other 
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than deficient aggregate demand by shifting resources or retraining 

idle labor forces. 

Monetary authorities have the responsibility for influencing 

the banking system to provide an adequate monetary supply for the 

d omestic economy. Their policies should not be allowed to contradict 

those of the fiscal authorities. Federal Reserve policy must then be 

discretionary as applied to the domestic economy with recognition that 

a generally restrictive approach will have varying effects. Given the 

evidence available, the Federal Reserve policy must be to maintain 

low interest rates for domestic borrowers and, in periods of an increas

ingly unfavorable balance of payments, to follow a restrictive policy 

on government bonds which appeal to foreign borrowers. 

Congress, the Justice Department, and the Administration 

generally are obligated by the Employment Act to maintain as much 

competition as possible and to follow regulatory policies which would 

have the same effects as those produced by competition. 



CHAPTER IV 

EMPLOYMENT AND UNEMPLOYMENT SINCE THE ENACTMENT 
OF THE EMPLOYMENT ACT OF 1946 

An important step in the appraisal of public policy is the 

determination of how far removed the actual behavior of the system under 

regulation is from the preferred behavior announced in the policy. 

This task is simplified if some quantitative measure is readily appli

cable which is the case for the economy, employment, and unemployment. 

Other systems which enclose such policy problem areas as natural 

resources and, even more, social problem areas such as human rights 

are not so easily packaged and do not readily lend themselves to 

measurement. 

General Economic Behavior Since 1946 

The American economy has obviously performed better since 1946 

than it did before World War II when it was characterized by the depres

sion of the 1930's. Yet the period of 1946 to 1964 leaves a great deal 

to be desired when measured against the goal of full employment. 

First, a look at the economy and employment in aggregate terms 

reveals four recessions during this period. The troughs of the reces

sions were in 1949, 1954, 1958, and 1961. Alvin Hansen has recorded 

the dates of these four cycles as follows:* 

1. Alvin H. Hansen, The Postwar American Economy (New York: 
W. W. Norton & Co., Inc., 1964), p. 5. 
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Pre-recession 
Peaks Troughs 

Recovery 
Peaks 

First cycle November, 1948 October, 1949 July, 1953 

Second cycle July, 1953 August, 1954 July, 1957 

Third cycle July, 1957 April, 1958 May, 1960 

Fourth cycle May, 1960 February, 1961 

Unemployment data since 1946 reflect these recessions in a particularly 

disturbing way. In the first two recession troughs (1949 and 1954), 

unemployment reached 5.9% and 5.67. respectively. In the second two 

(1958 and 1961), unemployment was considerably higher in the trough— 

6.87. and 6.77. respectively. A further comparison reveals that the 

recovery periods following the 1958 and 1961 recessions were character

ized by higher unemployment rates than the first two. 

incomplete recovery is so pronounced that Professor Hansen has labeled 

the period of 1957 and 1963 a period of "semistagnation." In fact, 

Professor Hansen's analysis indicates that 

...the GNP record in the last two cycles has run some $50 
billion below the full employment level. Thus although the 
1961 recession was mild, as measured from the pre-recession 
peak, the bottom of the recession was low, as measured from 
the potential growth trend.^ 

This potential growth trend is calculated to be 47. (compounded) per 

year. This rate in turn is derived from the 1.37. growth in the labor 

force per year and a 2.77. increase in productivity per worker per year.^ 

2. Ibid.. p. 9. 

3. Economic Report of the President. January, 1962 (Washington, 
D. C.: Government Printing Office, 1962), p. 113. 

The tendency in recent years toward deeper recessions and 



TABLE I 

EMPLOYMENT STATUS OF THE LABOR FORCE 

Civilian employment Unemployment 
Total 
labor Percent Labor 
force of force 

(including Civilian civilian partici
armed labor Agricul Nonagricul- labor pation 

Year forces) force Total tural tural Number force rate 

Thousands of persons 14 years of age and over Percent 

1945 65,300 53,860 52,820 8,580 44,240 1,040 1.9 61.9 
1946 60,970 57,520 55,250 8,320 46,930 2,270 3.9 57.2 
1947 61,758 60,168 57,812 8,256 49,557 2,356 3.9 57.4 

1948 62,898 61,442 59,117 7,960 51,156 2,325 3.8 57.9 

1949 63,721 62,105 58,423 8,017 50,406 3,682 5.9 58.0 

1950 64,749 63,099 59,748 7,497 52,251 3,351 5.3 58.4 

1951 65,983 62,884 60,784 7,048 53,736 2,099 3.3 58.9 

1952 66,560 62,966 61,035 6,792 54,243 1,932 3.1 58.8 

1953 67,362 63,815 61,945 6,555 55,390 1,870 2.9 58.5 

1954 67,818 64,468 60,890 6,495 54,395 3,578 5.6 58.4 



TABLE I, Continued 

Civilian employment Unemployment 
Total 
labor Percent Labor 

force of force 
(including Civilian civilian partici

armed labor Agricul Nonagricul labor pation 

Year forces) force Total tural tural Number force rate 

Thousands of persons 14 years of age and over Percent 

1955 68,896 65,848 62,944 6,718 56,225 2,904 4.4 58.7 

1956 70,387 67,530 64,708 6,572 58,135 2,822 4.2 59.3 

1957 70,744 67,946 65,011 6,222 58,789 2,936 4.3 58.7 

1958 71,284 68,647 63,966 5,844 58,122 4,681 6.8 58.5 

1959 71,946 69,394 65,581 5,836 59,745 3,813 5.5 58.3 

1960 73,126 70,612 66,681 5,723 60,958 3,931 5.6 58.3 

1961 74,175 71,603 66,796 5,463 61,333 4,806 6.7 58.0 

1962 74,681 71,854 67,846 5,190 62,657 4,007 5.6 57.4 

1963 75,712 72,975 68,809 4,946 63,863 4,166 5.7 57.3 

1964 76,971 74,233 70,357 4,760 65,596 3,876 5.2 57.4 

Source: U.S., Congress, Joint Economic Committee, 1964 Supplement to Economic Indicators 
(Washington, D.C.: U.S. Gov't. Printing Office, 1964), Table 10, p. 33. 
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It should be noted that since Hansen's analysis (1963), the 

picture has not changed markedly. Full recovery from the 1961 recession 

was still not realized by the middle of 1965 as the unemployment rate 

remained above 57, through 1964 and into 1965.^ A possibly encouraging 

sign can be seen in the weak recovery from the 1961 recession, i.e., 

the economy is still recovering and unemployment is still decreasing, 

although the expanding phase of the cycle has been underway for four 

years. This long recovery phase is particularly noticeable when viewed 

in relation to the recoveries from the previous post-1946 recessions. 

The 1949 recovery lasted forty-five months; the 1954 recovery ran 

for thirty-five months; the 1958 recovery only twenty-five months.^ 

Much is made of the continuous growth in 6NP and employment 

since 1961 (in the 1965 Manpower Report of the President). This report 

prepared by the Department of Labor ecstatically describes these 

gains: 

The GNP increased by 4 3/4% over 1963, a rate of increase 
a third larger than that of a year earlier, and about 25% 
greater than the annual average rate of growth for the 
entire period since World War II. Possibly most impres
sive is the fact that the past year capped the longest 
period of growth in the postwar period~4 years of unin
terrupted economic expansion, beginning early in 1961. 
Total employment rose by over one and a half million from 
1963, half a million more than the increase during the 

4. U.S., Congress, Joint Economic Committee, Economic 
Indicators June 1945. Joint Committee Print (Washington, D. C.: 
Government Printing Office, 1965), p. 10. 

5. Hansen, The Postwar American Economy, pp. 6-7. 
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preceding year; employment in non-agricultural industries 
rose by 1.7 million, as compared with an increase of 1.2 
million from 1962 to 1963.6 

The last two paragraphs of this section of the Department of Labor's 

report do acknowledge an "unsatisfactory" level of unemployment while 

pointing to an improvement in the unemployment rate from 1963 to 1964 

of 5.7% to 5.2%. There is some discussion about this unemployment 

rate, but the definition of a satisfactory level of unemployment, or 

technical full employment, is not specified. 

Properly interpreted, then, the aggregate economy has not 

performed at the level indicated in the Employment Act of 1946. There 

have been four serious departures from full employment during the 

period. It is also apparent, even in the relatively high employment 

years, that since 1956, the economy has performed at such a sluggish 

rate that Hansen is justified in describing'it as semistagnant. 

Trends in Employment 

As stated earlier, total employment must increase by 1.37. per 

year just to keep abreast of the increasing population and net addi

tions to the labor force. The problem of utilizing this increasing 

labor force is compounded when the employment requirements of several 

major industries continue to diminish, because of increasing rates of 

productivity. 

6. Manpower Report of the President. March 1965 and A Report on 
Manpower Requirements. Resources. Utilization, and Training by the U.S. 
Department of Labor (Washington, D. C.: Government Printing Office, 
1965), pp. 7-8. (Hereafter referred to as Manpower Report of the 
President.) 
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The most obvious example Is that of agriculture, ail Industry 

with problems that seem to defy rational solution. With increasing 

production resulting in surpluses, employment in agriculture continues 

to drop. Agricultural employment in 1964 was just a little more than 

one-half of what it was in 1946 (see Table 1). The decline has been 

fairly steady and will undoubtedly persist for some time. Indeed, 

the Department of Labor estimates that the need for farmers and farm 

workers will be one-fourth less in 1975 than in 1964.? But this is 

only the most dramatic among several industries which are experiencing 

decreasing employment needs. 

Of greater significance is the lack of expansion in employment 

in the manufacturing industries. There has not been a significant 

increase in this area since 1946. In fact, employment in manufacturing 

in 1964 is slightly below the level established in 1953 (see Table 11). 

Employment in the non-durable goods industry has been remarkably con

stant. Employment increased by a little less than a half million 

workers from 1946 to 1964, while production in non-durable goods more 

than doubled. Production in durable goods increased by nearly two and 

one-half times in this period,8 while employment increased by only 

two million workers--approximately 25%. Even this increase in employment 

obscures the situation somewhat since employment in the durable goods 

7. Ibid., p. 55. 

8. Congressional Quarterly Service, Federal Economic Policy 
1945-1965 (Washington, D. C.: Congressional Quarterly Service, 1966), 
p. 6. 



TABLE II 

NONAGRICULTURAL EMPLOYMENT 
(Thousands of wage and salary workers) 

Manufacturing, private Nonmanufacturlng, 
private 

Year Total 
Non

Durable durable 
Total goods goods Total Mining 

1945 40,394 15,524 9,074 6,450 18,925 836 
1946 41,674 14,703 7,742 6,962 21,376 862 
1947 43,881 15,545 8,385 7,159 22,862 955 
1948 44,891 15,582 8,326 7,256 23,659 994 
1949 43,778 14,441 7,489 6,953 23,481 930 

1950 45,222 15,241 8,094 7,147 23,955 901 
1951 47,849 16,393 9,089 7,304 25,067 929 
1952 48,825 16,632 9,349 7,284 25,585 898 
1953 50,232 17,549 10,110 7,438 30,648 866 
1954 49,022 16,314 9,129 7,185 25,957 791 

1955 50,675 16,882 9,541 7,340 26,879 792 
1956 52,408 17,243 9,834 7,409 25,887 822 
1957 52,894 17,174 9,856 7,319 28,104 828 
1958 51,368 15,945 8,830 7,116 27,584 751 
1959 53,297 16,675 9,373 7,303 28,539 732 

1960 54,203 16,796 9,459 7,336 29,054 712 
1961 53,989 16,326 9,070 7,256 29,069 672 
1962 55,515 16,853 9,481 7,372 29,772 650 
1963 56,643 17,005 9,625 7,380 30,439 635 
1964 58,178 17,301 9,848 7,454 31,376 636 
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TABLE XI, Continued 

Nonmanufacturing, private Government 

Trans Whole Finance 
Year Contract portation sale insurance, Service State 

construc and and and and Federal and 
tion public retail real miscel Local 

utilities trade estate laneous 

1945 1,132 3,906 7,314 1,497 4,241 2,808 3,137 
1946 1,661 4,061 8,376 1,697 4,719 2,254 3,341 
1947 1,982 4,166 8,955 1,754 5,050 1,892 3,582 
1948 2,169 4,189 9,272 1,829 5,206 1,863 3,787 
1949 2,165 4,001 9,264 1,857 5,264 1,908 3,948 

1950 2,333 4,034 9,386 1,919 5,382 1,928 4,098 
1951 2,603 4,226 9,742 1,991 5,576 2,302 4,087 
1952 2,634 4,248 10,004 2,069 5,730 2,420 4,188 
1953 2,623 4,290 10,247 2,146 5,867 2,305 4,340 
1954 2,612 4,084 10,235 2,234 6,002 2,188 4,563 

1955 2,802 4,141 10,535 2,335 6,274 2,187 4,727 
1956 2,999 4,244 10,858 2,429 6,536 2,209 5,069 
1957 2,923 4,241 10,886 2,477 6,749 2,217 5,399 
1958 2,778 3,976 10,750 2,519 6,811 2,191 5,648 
1959 2,960 4,011 11,127 2,594 7,115 2,233 5,850 

1960 2,885 4,004 11,391 2,669 7,392 2,270 6,083 
1961 2,816 3,903 11,337 2,731 7,610 2,279 6,315 
1962 2,902 3,906 11,566 2,800 7,947 2,340 6,550 
1963 2,983 3,914 11,803 2,873 8,230 2,358 6,841 
1964 3,105 3,974 12,184 2,945 8,532 2,348 7,153 

Source: U.S., Congress, Joint Economic Committee, 1964 Supplement to 
Economic Indicators (Washington, D. C.: Government Printing 
Office, 1964), Table 13, p. 45. 



industry in 1964 was still considerably below the postwar peak 

established in 1953. This indicates something of the impact of automa

tion and technology on an industry that has traditionally been the 

largest user of the labor force in the United States. The most recent 

projections by Department of Labor economists are only a little more 

optimistic about employment needs in this area than in the agricultural 

industry over the next decade. The need for unskilled workers in 

manufacturing is not expected to change in the next several years. 

Jobs for the semi-skilled blue collar worker are expected to increase 

by one-sixth in the next ten years, less than the average yearly increase 

of the total labor force. Even for skilled workers in manufacturing, 

the ten year projection indicates an increase of one-fourth, about the 

q 
same rate as that projected for employment generally. 

The increase in employment since 1946 has been in the nonmanu-

facturing industries, but in only certain of those. The Department of 

Labor reports employment in eight separate industries that are classified 

as nonmanufacturing. Two of these industries--mining and transportation 

and public utilities—show absolute declines in employment between 1946 

and 1964. These two industries alone account for one-quarter of a 

million fewer job opportunities today than they did when the Employment 

Act was passed. The trend in employment for these areas is not expected 

to change in the future. 

Two of the industries, wholesale and retail trade and finance 

insurance and real estate, have steadily enlarged their demand on the 

9. Manpower Report, p. 55. 
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labor force and are expected to increase at an average rate in the next 

ten years assuming, of course, that employment generally increases over 

this period. The rather modest advances in employment that are expected 

to occur in these areas will account for only a fraction of the increases 

that are necessary currently and in the near future. 

The Department of Labor estimates that the three remaining 

industries--contract construction, service, and government10--will be 

the fast growth employers in the next few years. By 1964 these three 

categories accounted for two-thirds of the nonmanufacturing industry's 

total employment, although in 1946 they accounted for little more than 

one-half. Contract construction had doubled, and the service industry 

and governments almost doubled in that period of time (see Table II). 

It should be noted that the federal government has not provided any of 

this growth in employment. Rather, state and local governments are now 

employing over seven million workers, while in 1946 these governments 

employed only a little over 3.3 million. 

It is important that only in state and local governments and 

in the service industry has the rate of increase been increasing since 

1946. The Department of Labor does project that contract construction 

will be one of the most dependable employers of workers in the near 

future, but this, I would submit, is a tenuous prediction. The construc

tion industry is a particularly volatile one, subject to violent 

fluctuations because of changing interest rates, availability of mortgage 

money, weather conditions, and availability of building materials. It 

10. Ibid., p. 13. 
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tends, therefore, to over-react to business cycles; and from the 

performance of the economy since 1946, there appears to be no assurance 

that the economy will be free of these cycles in the near future. 

Furthermore, in the 1957-62 period of generally low economic growth, 

employment in the construction industry even showed a slight decline in 

the yearly rate of change.*"* It would seem that the Department of Labor's 

optimistic forecast for future employment in this industry is based on 

an equally optimistic projection of a rather vigorous growth rate in 

the economy on which the construction industry depends. 

The trends in employment seem quite clear; the manufacturing 

industries employed almost exactly the same number of workers in 1964 

as they did ten years ago. Increasing productivity per man hour kept 

output in manufacturing abreast of the normal growth of the general 

economy. This is not to say that employment in manufacturing is insensi

tive to the general level of economic activity. It is obvious (from 

Table II) that manufacturing employment increases during periods of 

rapid growth; but when the economy slackens, it tends to fall back to 

the pre-boom level. It seems safe to say, then, that only a sustained, 

high rate of growth in the economy will produce any increase in job 

opportunities in the manufacturing industries. 

All nonmanufacturing industries—finance, insurance and real 

estate, services, and state and local governments—showed persistent and 

steady increases in employment after 1946. Employment in these areas 

even expanded during recessions. The construction and wholesale and 

11. Ibid.. p. 13 
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retail trade industries added significantly to the labor force but are 

dependent upon a continually growing economy. Employment from 1946 to 

1964 was stable in transportation and public utilities as it was for 

the federal government. In mining and agriculture, the picture is one 

of steady decline. 

Unemployment Characteristics 

Merely knowing that a number of those looking for work cannot 

find it and that certain industries are faced with increasing or decreas

ing employment needs leaves much unsaid about the unemployed. Total 

unemployment since 1946 indicates that the goal of the Employment Act 

is not being fulfilled. However, an understanding of the failure of 

employment to reach the announced goal must necessarily include the 

behavior of the various categories of the potential labor force. 

The Skilled and Unskilled Worker 

The blue collar, or manual workers, suffer the greatest 

unemployment. Beyond the high level of unemployment during relatively 

good times, the blue collar occupations experience proportionately 

higher levels of unemployment in recession years than do workers in the 

white collar occupations. The lowest category, that of laborers, con

sistently reflects more than twice the total unemployment rate. In 

the last two recessions—1958 and 1961—unemployment among laborers 

rose to 14.9% and 14.5% respectively. The "good" years between reces

sions are only somewhat better with unemployment falling back to 12.4% 

in 1959 and 10.6% in 1964. 



The extent to which a recession affects the unskilled laborer 

can be seen in a special Department of Labor study of the unemployed in 

the 1961 recession. In just one year, from 1960 to 1961, the unemploy

ment rate among the unskilled laborers jumped from 12% to 17%, the 

sharpest rise in all the occupational groups.^ 

Moving up the scale to the classification "operatives" (mainly 

factory workers) the employment picture is slightly better but still 

highly unsatisfactory in relation to the other occupations and the goal 

— of full employment. Using the period of the last two recessions and 

recoveries for comparative purposes, operatives, particularly laborers, 

are subject to sharper fluctuations in unemployment than is the total 

labor force (see Table III). Their unemployment rate reached 10.9% in 

1958 and 9.6% in 1961. They also fell far short of full employment in 

recovery years, the best being 7.67. and 6.5%. Although this is a better 

record than that of laborers, the rate of unemployment is greater than 

for other workers. The magnitude of this classification should also be 

noted, for this is the largest single occupation group. In the 1958 

and 1961 recession years, for example, this group was responsible for 

307o (1958) and 26% (1961) of the total number of unemployed (see Table 

III). The length of time unemployed adds further to the plight of the 

semi-skilled operative. The data for 1964, indicates that operatives 

12. U.S., Department of Labor, Bureau of Labor Statistics 
and Bureau of Employment Security, Who Are the Unemployed? (Washington, 
D. C.: Government Printing Office, April 1961), p. 14. 
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TABLE III 

UNEMPLOYMENT RATES AND PERCENT DISTRIBUTION OF THE UNEMPLOYED 
BY MAJOR OCCUPATION GROUP: ANNUAL AVERAGES, 1947-64 

•BE 

Experienced Workers 

Total 
Profes
sional, Farmers 

Managers 
officials, Clerical 

Year unem technical and and and Sales 
ployed and 

kindred 
workers 

farm 
managers 

proprietors 
except 
farm 

kindred 
workers 

workers 

Unemployment Rate 
1947 3.6 1.9 0.2 1.2 2.9 2.6 
1948 3.4 1.7 .2 1.0 2.3 3.4 
1949 5.5 1.9 .2 1.5 3.8 3.5 
1950 5.0 2.2 .3 1.6 3.4 4.0 
1951 3.0 1.5 .3 1.0 2.1 2.8 
1952 2.7 1.0 .2 .7 1.8 2.5 
1953 2.5 .9 .2 .9 1.7 2.1 
1954 5.0 1.6 .4 1.2 3.1 3.7 
1955 4.0 1.0 .4 .9 2.6 2.4 
1956 3.8 1.0 .4 .8 2.4 2.7 
1957 4.3 1.2 .3 1.0 2.8 2.6 
1958 6.8 2.0 .6 1.7 4.4 4.0 
1959 5.5 1.7 .3 1.3 3.7 3.7 
1960 5.6 1.7 .3 1.4 3.8 3.7 
1961 6.7 2.0 .4 1.8 4.6 4.7 
1962 5.6 1.7 .3 1.5 3.9 4.1 
1963 5.7 1.8 .5 1.5 4.0 4.2 
1964 5.2 1.7 .5 1.4 3.7 3.4 

Percent Distribution 
1947 100.0 3.2 0.4 3.1 9.5 4.0 
1948 100.0 3.4 .4 3.3 8.6 6.3 
1949 100.0 2.3 .3 2.9 8.8 4.0 
1950 100.0 3.1 .5 3.2 8.2 4.9 
1951 100.0 3.8 .6 3.2 8.7 5.7 
1952 100.0 3.1 .5 2.4 8.5 5.4 
1953 100.0 3.0 .6 3.8 8.5 5.2 
1954 100.0 2.8 .5 2.5 8.2 4.8 
1955 100.0 2.2 .5 2.2 8.0 3.6 
1956 100.0 2.4 .5 2.0 8.6 4.5 
1957 100.0 2.7 .3 2.3 9.2 3.8 
1958 100.0 2.9 .4 2.6 9.0 3.7 
1959 100.0 3.2 .2 2.4 9.3 4.4 
1960 100.0 3.4 .2 2.5 9.8 4.2 
1961 100.0 3.3 .2 2.8 9.9 4.6 
1962 100.0 3.5 .2 2.8 10.4 4.6 
1963 100.0 3.7 .3 2.6 10.4 4.5 
1964 100.0 3.9 .3 2.7 10.6 4.0 
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TABLE III, Continued 

Experienced Workers 
Crafts Service Persons 
men Opera Private workers Farm Laborers with no 

foremen, tives house except laborers except previous 
and and hold private and farm work 

kindred kindred workers house foremen and ex
workers workers hold mine perience 

Unemployment Rate 
1947 3.8 5.1 3.4 4.7 2.7 7.5 
1948 2.9 4.1 3.2 4.8 2.3 7.5 
1949 5.9 8.0 5.2 6.1 3.9 12.9 
1950 5.6 6.8 5.6 6.8 5.0 11.7 
1951 2.6 4.3 3.8 4.3 2.1 5.6 
1952 2.4 3.9 3.2 3.7 2.3 5.7 M M  W  

1953 2.6 3.2 2.5 3.6 2.5 6.1 
1954 4.9 7.6 5.0 5.2 4.2 10.7 
1955 4.0 5.7 4.1 5.8 3.7 10.2 
1956 3.2 5.4 4.2 4.8 3.7 8.2 
1957 3.8 6.3 3.7 5.1 3.7 9.4 
1958 6.8 10.9 5.2 7.4 6.2 14.9 
1959 5.3 7.6 4.8 6.4 5.1 12.4 
1960 5.3 8.0 4.9 6.0 5.2 12.5 
1961 6.3 9.6 5.9 7.4 5.7 14.5 - - - -

1962 5.1 7.5 4.9 6.4 4.3 12.4 
1963 4.8 7.4 5.2 6.2 5.5 12.1 .... 
1964 4.2 6.5 4.9 6.1 5.8 10.6 .... 

Percent Distribution 
1947 13.5 28.9 2.6 9.1 3.8 12.5 9.4 
1948 12.0 26.0 2.9 10.7 3.8 14.0 8.8 
1949 14.4 30.5 2.9 8.8 3.8 14.6 6.6 
1950 13.8 26.9 3.4 10.3 4.8 14.2 6.8 
1951 11.5 29.1 3.8 10.9 3.2 12.2 7.3 
1952 12.5 28.8 3.4 10.4 3.6 13.1 8.3 
1953 14.5 26.5 3.0 12.0 3.8 14.8 4.4 
1954 13.5 32.1 2.9 8.7 3.4 13.7 7.0 
1955 12.8 28.2 3.1 11.7 4.0 15.3 8.4 
1956 11.3 28.5 3.6 10.9 4.4 12.8 10.4 
1957 12.0 29.4 2.8 10.2 3.7 13.3 10.3 
1958 13.2 30.0 2.6 9.5 3.5 12.5 9.3 
1959 12.5 25.5 2.9 10.5 3.6 13.9 11.6 
1960 12.1 26.5 2.9 9.9 3.6 13.3 11.6 
1961 12.1 26.0 3.0 10.5 3.1 12rr2 12.2 
1962 11.5 24.4 3.0 11.1 2.6 12.5 13.4 
1963 10.9 24.1 3.0 10.8 3.1 11.8 14.8 
1964 10.1 23.3 3.1 11.6 3.4 11.0 16.0 

Source: Manpower Report, Table A-15, p. 207. 
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comprise one-fourth of those who are unemployed fifteen weeks and over 

and for twenty-seven weeks and over.^^ 

The skilled craftsmen and foremen find themselves in a much 

better but still quite unsatisfactory situation given a concern for 

full employment. Generally, since 1946, the unemployment rate of this 

classification has been similar to the total unemployment rate. There 

does seem to be some tendency in recent years, however, for the unem

ployment rate to be less than the average. Since the 1961 recession, 

unemployment among craftsmen and foremen has steadily decreased to 4.27*, 

a full percentage point below the average unemployment of all workers. 

This classification, incidentally, is responsible for 10% of total un

employment. 

Trends in employment since 1946 do not offer the prospect of a 

changing situation for the blue collar worker in the United States. 

The total number of blue collar workers did not change substantially 

between the years 1946 to 1964. This is also true of the three sub

groups—craftsmen, operatives, and laborers. Of the two million increase 

in employment in blue collar occupations from 1947 to 1964, 70% 

14 occurred in the skilled area of craftsmen and foremen. Most of the 

remainder, around 25%, occurred in the semi-skilled category of opera

tives, leaving little change in the number of employed laborers. Even 

this modest increase overlooks the fluctuations during the period which 

brought blue collar employment to almost 25.5 million in 1956, leaving 

13. Manpower Report. Table A-19, p. 211. 

14. Ibid.. p. 17. 
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the gain (from peak to peak) in 1964 at less than one-half million. 

This is hardly significant because total employment since 1956 has 

increased by over five million. 

White Collar Workers 

In all cases--professional and technical, managerial, officials 

and proprietors, clerical, and sales workers--white collar workers 

enjoy a labor market which experiences relatively little unemployment 

and growing employment opportunity. In all cases, unemployment levels 

are below the average for all workers. In two of the categories, 

professional and managerial, the unemployment rate since 1946 has 

averaged below 2%, an amount that could conceivably be attributed to 

frictional unemployment. In these occupations, then, the situation is 

one of full employment in line with the Employment Act of 1946. 

The unemployment rates for clerical and sales workers since 

1946 have been similar to that of professional and managerial workers. 

But workers in these fields suffer a higher unemployment rate than do 

those in the professional and managerial area. And, it should be noted, 

the unemployment rates for clerical and sales workers steadily increased 

over the eighteen year period (1947-1964). Unemployment rates averaged 

around 3.57. in the first two recessions of this period and around 4.5% 

in the second two. A similar lag exists for the recovery years after 

these recessions, indicating roughly an increase in unemployment of 1% 

over the postwar years (see Table III). 

15. Ibid.. Table A-10, pp. 202-203. 
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These occupations are quite sensitive to the general level of 

economic activity with the unemployment rate often increasing from 50 

to 807. in the recession years. The professional and managerial occupa

tions are not as volatile but even in these more stable occupational 

groups, the unemployment rate often jumps by 50% during a recession year. 

Some Problems of Definition 

Several assumptions, implicit in the above statements, should 

be discussed at this point. One assumption, challenged recently, is 

that an agreed-upon unemployment rate of, for example, 47. can be taken 

as the maximum amount allowable for full employment for all workers and 

for the various occupational groups. In other words, those occupational 

groups whose unemployment is below 47. are groups that have enjoyed a 

labor market that is fully employed. The most recent thinking about 

occupational employment and the reverse, structural unemployment, con

siders this aggregative approach unrealistic in light of the record 

since 1946. 

R. A. Gordon, in a progress report for the University of California 

Research Program on Unemployment financed by the Ford Foundation, argues 

1_6 for a "disaggregating full employment goal.1 Others, such as Senator 

Joseph Clark in the Senate Subcommittee on Employment and Manpower,^ 

16. R. A. Gordon, "Full Employment as a Policy Goal," Employ
ment Policy and the Labor Market, ed. by Arthur M. Ross (Berkeley, 
Calif.: University of California Press, 1965), pp. 25-55. 

17. U.S., Congress, Senate, Committee on Labor and Welfare, 
Toward Full Employment: Proposals for a Comprehensive Employment and 
Manpower Policy in the U.S.. Hearings before the Subcommittee on Employ
ment and Manpower, 88th Cong., 2d Sess., 1964 (Washington, D. C.: 
Government Printing Office, 1964), p. 40. 
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and Barbara Berman for the Area Redevelopment Administration,18 have 

expressed dissatisfaction with the uni-dimensional, conventional defini

tion of full employment. Gordon's argument is that a realistic full 

employment target must be based on realistic targets for each segment 

of the labor force. In other words, given the variation in unemployment 

for various occupational groups in the recent past, we should not expect 

the labor market for laborers to be as fully employed as it is for 

professional workers. In order to project "realistic" full employment 

targets by occupation, Professor Gordon selected the years 1953 and 1957 

as years which suggest the lowest unemployment rates which are likely 

for the most favored groups (see Table IV). The unemployment rate is 

then weighted by the fraction of the total labor force in the occupation 

to give the contribution of each occupation to the total unemployment 

rate. The year 1963 is included for comparative purposes. 

This system is almost arbitrary in the selection of years and 

assumptions about those years. It is a start, however, in comparing 

recent unemployment rates by occupation with the history of unemployment 

for the particular occupation. 

Table V is a computation of unemployment contribution by occupa

tion group for the years 1947 through 1964. Professor Gordon's method 

is used to arrive at the results. By comparing the contribution of the 

various groups with the full employment target, a clearer conception of 

particular unemployment problems is obtained. The same method could be 

18. Barbara R. Berman, "Alternate Measures of Structural 
Unemployment," Employment Policy.and the Labor Market, pp. 256-268. 



TABLE IV 

UNEMPLOYMENT BY OCCUPATION: HYPOTHETICAL FULL EMPLOYMENT TARGET 
COMPARED WITH ACTUAL DATA FOR 1953, 1957, AND 1963 

(Percent) 

1953 1957 1963 Full Employment Target 
Occupation A B C A B C A B C A B C 

Farmers and Farm 
Managers 0.2 6.0 0.01 0.3 4.9 0.01 0.5 3.3 0.02 0.3 3.3 0.01 
Managers, Offi
cials, Proprie
tors .9 10.1 .09 1.0 10.0 .10 1.5 10.1 .15 1.0 10.1 .10 
Professional, 
Technical .9 8.6 .08 1.2 9.6 .12 1.8 11.5 .21 1.2 11.5 .14 
Clerical 1.7 12.7 .22 2.8 13.8 .39 4.0 14.6 .58 2.5 14.6 .37 
Sales 2.1 6.0 .13 2.6 6.2 .16 4.2 6.2 .26 2.5 6.2 .16 
Private House-
Hold Workers 2.6 3.0 .08 3.7 3.2 .12 5.2 3.3 .17 3.3 3.3 .11 
Farm Laborers 
and Foremen 2.5 3.8 .10 3.7 4.2 .16 5.5 3.2 .18 3.3 3.2 .11 
Craftsmen, 
Foremen, etc. 2.6 13.8 .36 3.8 13.2 .50 4.8 12.7 .61 3.3 12.7 .42 
Operatives 3.2 20.6 .66 6.3 19.5 1.23 7.4 18.3 1.36 4.0 18.4 .74 
Other Service 
Workers 3.6 8.3 .30 5.1 8.6 .44 6.2 9.8 .61 4.0 9.8 .39 
Laborers 6.1 6.1 .37 9.4 5.9 .55 12.1 5.5 .67 5.0 5.5 .28 

No Previous Work 
Experience .11 .44 .84 .30 

Total Unemploy
ment Rate 2.50 4.30 5.70 3.10 

Source: Manpower Report* Data are taken or computed from the Report. Explanation of columns: 
A. Unemployment rate for each occupation (as percent of labor force in group). 
B. Percentage of total labor force in each occupation. C. Product of A and B, or the 
contribution of each group to the overall unemployment rate (percent of total labor foece). 



TABLE V 

CONTRIBUTION OF PERSONS BY MAJOR OCCUPATION GROUP TO 
TOTAL UNEMPLOYMENT: ANNUAL AVERAGES, 1947-64 

Experienced Workers 
Profes
sional , Farmers Managers, Clerical 

Year technical, and officials, and Sales 
and farm and propri kindred workers 

kindred Managers etors except workers 
workers farm 

Percent contribution (A x B) 
Full employ

.16 ment target .14 .01 .10 .37 .16 

1947 .13 .02 .12 .36 .15 

1948 .11 .02 .11 .29 .21 

1949 .13 .02 .17 .48 .22 

1950 .17 .02 .17 .44 .26 

1951 .12 .02 .10 .26 .17 

1952 .08 .01 .07 .24 .15 

1953 .08 .01 .09 .22 .13 

1954 .15 .03 .12 .42 .24 

1955 .09 .02 .09 .35 .15 

1956 .09 .02 .08 .33 .17 

1957 ( .12 .02 .10 .39 .16 

1958 .22 .03 .18 .63 .26 

1959 .19 .01 .14 .53 .25 

1960 .19 .01 .15 .56 .24 

1961 .23 .02 .19 .68 .31 

1962 .20 .01 .16 .58 .26 

1963 .22 .02 .16 .60 .26 

1964 .21 .02 .15 .56 .21 



TABLE V, Continued 

Experience pd workers 
Craftsmen, Service Laborers 
foremen Operatives Private workers Farm except 

Year and and house except laborers farm 
kindred " kindred hold private and and 
workers workers workers household foremen mine 

Percent contribi ition (A x B) 
Full employ
ment target .42 .74 .11 .39 .11 .28 

1947 .51 1.08 .10 .35 .15 .46 
1948 .40 .86 .10 .35 .12 ,44 
1949 .77 1.61 .16 .47 .21 .75 
1950 .72 1.38 .18 .53 .26 .69 
1951 .36 .89 .12 .33 .10 .36 
1952 .34 .79 .10 .28 .10 .35 
1953 .36 .66 .08 .30 .10 .36 
1954 .67 1.52 .15 .43 .17 .63 
1955 .53 1.15 .13 .48 .17 .59 
1956 .43 1.06 .14 .40 .17 .47 
1957 .51 1.22 .12 .43 .16 .54 
1958 .90 1.95 .18 .65 .24 .83 
1959 .69 1.38 .16 .57 .20 .71 
1960 .68 1.44 .16 .55 .20 .69 
1961 .81 1.69 .21 .70 .21 .75 
1962 .65 1.33 .17 .61 .14 .64 

1963 .62 1.35 .18 .61 .18 .63 
1964 .54 1.20 .16 .60 .17 .55 

Source: Manpower Report, Tables A-10 and A-15, pp. 203, 207. 
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applied to unemployment by age, sex, and color to arrive at full 

employment targets against which actual behavior could be measured. 

Assuming that policies would follow to improve conditions for 

groups suffering the highest unemployment rateSj the figure used as 

the full employment target should be allowed to diminish. The ultimate 

goal then would be to bring overall unemployment substantially below 

Gordon's base year of 1957 when total unemployment was 4.3%. (See 

Table V). 

Age. Sex, and Color 

In recent years an increasing interest and concern regarding 

unemployment in categories quite different than those mentioned above 

has been evident. The groups receiving the greatest attention are the 

nonwhites (particularly the Negroes), teenagers, women, and older workers. 

These are important categories to observe because these characteristics 

usually have little to do with a workers ability to perform a job. If 

there are significant differentials in unemployment between the various 

age, sex, and color groups, it would appear that discriminatory practices 

are present. Such a finding would require further investigation'and 

possibly new policies to reduce the unemployment in these areas, result

ing in a reduction in the overall unemployment rate. This is predicated 

on the assumption that the cause for above-average unemployment in 

these groups must necessarily be an artificial..one, i.e., not emanating 

solely from economic sources. Reducing unemployment among these groups 
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would of course depend on sufficient aggregate demand in the economy 

and, consequently, job opportunities for those unemployed as well as 

for new entrants in the labor force. 

Young men, under the age of twenty-five, face a labor market 

which singles them out for particularly high rates of unemployment. 

Since the Employment Act of 1946, unemployment for this category of 

worker has been at least double that of the average for all workers. 

In recession, this segment of the labor force is especially hard hit. 

The Labor Department's study of the unemployed during the last reces

sion revealed that almost 15% of the young men under twenty-five who 

were seeking work could not find it. Women of the same age group fared 

only slightly better with unemployment for 1961 averaging just over 

12%.^ Unemployment in the total labor force in the same period was 

6.5% for males, and 7.2% for females. (See Table VI). 

Unemployment is more severe in the teenage category of worker, 

for both men and women. In fact, the unemployment rate for male and 

female workers, sixteen through nineteen years of age, has been increas

ing in recent years and is almost double that for the twenty to twenty-

four age group. What is particularly disturbing about this recent trend 

(since 1957) is that it overrides the normal cyclical variations in the 

unemployment rate. Evidence of this can be seen by comparing the 

recession and recovery years of the last two recessions. For example, 

the unemployment rate for the year 1963 is higher for male and female 

19. Department of Labor, Who Are the Unemployed?. Chart 5, 
p. 6. 
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TABLE VI 

UNEMPLOYMENT RATES, BY SEX AND AGE: 
ANNUAL AVERAGES, 

1947-64 

Total, 
14 years 
and over 

14 to 19 years Total, 
14 years 
and over Total 1 14 and 15 1 16 and 17 1 18 and 19 

Male Unemployment Rate 

1947 3.7 9.1 4.6 9.7 10.5 
1948 3.3 8.3 5.2 9.3 8.7 
1949 5.5 11.9 4.9 13.3 14.0 
1950 4.9 11.0 6.1 12.7 11.5 
1951 2.6 7.0 4.4 8.9 6.6 
1952 2.4 7.6 5.1 10.0 6.8 
1953 2.4 6.8 4.3 8.3 6.6 
1954 4.9 11.2 4.5 13.5 12.1 
1955 3.9 9.9 5.8 12.1 10.0 
1956 3.5 9.6 6.6 10.9 9.8 
1957 4.1 11.3 7.6 12.4 12.3 
1958 6.8 15.2 8.4 16.3 17.8 
1959 5.3 13.8 7.8 25.8 14.9 
1960 5.4 14.0 8.6 15.5 15.0 
1961 6.5 15.4 8.7 18.3 16.3 
1962 5.3 13.3 8.3 15.9 13.8 
1963 5.3 15.5 8.8 18.8 15.9 
1964 4.7 14.5 9.0 17.1 14.6 
Female 
1947 3.2 7.1 7.3 8.9 6.0 
1948 3.6 7.3 6.9 8.9 6.5 
1949 5.4 11.2 7.0 13.6 10.6 
1950 5.3 10.4 8.6 13.3 9.1 
1951 3.9 7.4 6.3 9.2 6.7 
1952 3.1 7.0 6.1 8.4 6.3 
1953 2.7 6.0 4.2 7.5 5.5 
1954 5.4 10.0 7.1 11.6 10.1 
1955 4.3 9.0 6.6 11.1 8.4 
1956 4.3 9.9 8.0 12.1 9.0 
1957 4.7 10.1 7.5 12.6 9.4 
1958 6.8 13.1 6.6 16.6 12.9 
1959 5.9 12.3 5.7 14.4 12.9 
1960 5.9 12.9 6.9 15.4 13.0 
1961 7.2 14.8 7.2 18.3 15.1 
1962 6.2 13.2 6.7 16.8 13.5 
1963 6.5 15.7 7.6 20.3 15.2 
1964 6.2 15.0 5.9 18.8 15.1 
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TABLE VI, Continued 

20 to 25 to 35 to 45 to 55 to 65 years 
Sex 24 34 44 54 64 and 

years years years years years over 

Male Unemployment Rate 

1947 7.9 3.2 2.4 2.4 2.6 2.5 
1948 6.3 2.5 2.1 2.3 2.8 3.0 
1949 9.9 4.7 3.8 3.9 4.9 4.9 
1950 7.7 4.2 3.3 3.9 4.7 4.6 
1951 3.5 2.0 1.7 2.1 2.5 3.3 
1952 4.0 1.8 1.7 1.8 2.1 2.7 
1953 4.3 1.9 1.7 1.9 2.4 2.0 
1954 9.8 4.4 3.7 3.9 4.9 4.2 
1955 7.0 3.0 2.8 3.0 4.1 3.7 
1956 6.3 2.9 2.3 2.7 3.2 3.3 
1957 7.8 3.3 2.8 3.3 3.5 3.4 
1958 12.7 6.5 5.1 5.3 5.5 5.2 
1959 8.7 4.7 3.7 4.1 4.5 4.8 
1960 8.9 4.8 3.8 4.1 4.6 4.2 
1961 10.7 5.7 4.6 4.9 5.7 5.5 
1962 8.9 4.5 3.6 3.9 4.6 4.6 
1963 8.8 4.5 3.5 3.6 4.3 4.5 
1964 8.1 3.5 2.9 3.2 3.9 4.0 
Female 
1947 4.0 3.0 2.2 2.1 2.2 1.8 
1948 4.2 3.7 2.5 2.5 2.7 1.9 
1949 6.7 5.3 4.2 3.5 3.8 3.4 
1950 6.3 5.3 4.0 4.2 3.9 3.4 
1951 3.8 4.1 3.3 3.1 3.5 2.5 
1952 3.9 3.1 2.5 2.0 2.1 1.9 
1953 3.7 2.9 2.0 1.8 2.0 1.3 
1954 6.6 5.8 4.6 4.0 3.9 2.9 
1955 5.4 4.7 3.6 3.1 3.3 1.8 
1956 5.6 4.3 3.4 3.2 3.2 2.1 
1957 6.0 5.3 3.8 3.2 3.0 3.4 
1958 8.9 7.3 6.2 4.9 4.5 3.8 
1959 8.1 5.9 5.1 4.2 4.1 2.8 
1960 8.3 6.3 4.8 4.2 3.4 2.8 
1961 9.8 7.3 6.3 5.1 4.5 3.9 
1962 9.1 6.5 5.2 4.1 3.5 4.1 
1963 8.9 6.9 5.1 4.2 3.6 3.2 
1964 8.6 6.3 5.0 3.9 3.5 3.4 

Source: Manpower Report, Table A-12, p. 205. 



workers, ages fourteen through nineteen, than it was for the recession 

year of 1961. In the recovery from the 1958 recession, unemployment 

declined slightly but did not even approach the pre-recession low. 

Increasing unemployment among teen-agers is potentially one of 

the most troublesome limitations in the goal of full employment. In 

the first place, many of these teen-agers are entering the labor force 

for the first time and are being discouraged by the difficulty of finding 

a job. One study of teen-age employment and unemployment reveals that: 

Of the millions of teen-agers who have entered the labor 
force in recent years, usually about one-third have expe
rienced a number of weeks of unemployment before they have 
found their first jobs. (Concern about the unemployment of 
youth has increased because of the very rapid growth that 
is anticipated in the number of teen-agers of working age 
over the next few years, six million more young people 
being expected to enter the labor force in the nineteen-
sixties than has entered in the nineteen-fifties.)^® 

A further complication is the trend away from unskilled job opportunities 

which are traditionally a major source of employment for youth. 

The similarity in unemployment rates for male and female 

workers ends with the twenty-five years and under category. The ten 

year categories for women over twenty-five years of age show steadily 

declining rates of unemployment through the sixty-five years and over 

group. Overall unemployment rates average somewhat higher for women 

workers than for men except for those fifty-five years of age and older. 

In this category, the female workers in recent years experienced an 

average of about 3%% unemployment and male workers over 4%. This is 

20. Richard C. Wilcock, "Who are the Unemployed?", In Aid of 
the Unemployed, ed. by Joseph M. Becker, S. J. (Baltimore, Md.: The 
John Hopkins Press, 1965), p. 31. 



97 

somewhat better than the average rate of unemployment of all workers 

in the two categories. 

The most favored group in the age-sex category is the male 

worker thirty-five to forty-four years old. In 1964, the unemployment 

rate for this group was 2.9%--approaching the frictional unemployment 

level and full employment. Further, this group experienced unemployment 

in excess of 5% in only one year since 1947 and that in the recession 

year of 1958. Other recent evidence concerning fluctuations in unemploy

ment for the prime-age male worker suggests an interesting phenomenon. 

This group is particularly sensitive to the business cycle. The unem

ployment rate rises almost simultaneously with a downturn in aggregate 

demand and decreases immediately during the recovery phase of the cycle. 

An immediate and not very surprising interpretation is that the employ

ment of the prime-age male worker is totally dependent upon economic 

factors. Another, and perhaps more significant, analysis of this data, 

would suggest that this category of worker is apparently the least 

susceptible to discriminatory employment practices. This assumes that 

unemployment resulting from a decline in economic activity is non

discriminatory, and any variation between economic conditions and 

unemployment would be an indication of discrimination of some kind. 

Unemployment among older men, (fifty-five and over) exhibits some variance 

with the business cycle, indicating that non-economic factors are a part 

of employment policy in their case. The accumulated evidence indicates 

that older men who become unemployed during a recession are rehired at 

a slower rate than are younger men. (See Table VII). This is generally 



TABLE VII 

UNEMPLOYMENT RATES FOR MEN, BY AGE, IN FOUR BUSINESS CYCLES 
(SEASONALLY ADJUSTED QUARTERLY AVERAGES) 

1948 - 1950 1953 - 1955 1957 - 1958 1960 - 1961 
Age Group 

4th 4th 2nd 3rd 3rd 1st 3rd 2nd 4th 2nd 1st 3rd 
'48 • 49 •50 '53 •54 '55 '57 '58 '58 •60 •61 *61 

20 and over 3.3 6.5 5.0 2.2 5.3 4.2 3.6 6.8 5.8 4.3 5.8 5.9 

25 - 34 2.6 6.2 4.6 1.7 5.0 3.7 3.5 7.4 6.0 4.4 5.9 5.7 

35 - 44 2.0 4.9 3.7 1.6 4.3 3.4 2.7 5.6 4.7 3.6 4.8 4.7 

45 - 54 2.6 5.1 3.9 1.8 4.4 3.1 3.4 6.1 4.7 3.8 5.1 4.8 

55 - 64 3.4 5.7 5.6 2.6 4.4 4.1 3.6 5.8 5.8 4.4 5.4 6.7 

65 and over 3.6 4.9 4.6 1.7 4.8 3.9 3.4 5.0 6.3 4.1 4.8 6.1 

Source: Richard C. Wilcock, "Who Are the Unemployed?", In Aid of the Unemployed, ed. by Joseph M. 
Becher, S.J. (Baltimore, Md.: The John Hopkins Press, 1965), Table 2-3 (from U.S. Bureau 
of Labor Statistics), p. 32. 
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true for older women workers, but unemployment among women workers is 

not as sensitive to the general level of economic activity as it is 

among men. (See Table VI.) 

As with the young workers, there are some special characteristics 

for unemployed older workers that should be noted. The unemployment data 

for men age sixty-five and over understate the extent of unemployment 

and according to some special studies of unemployment of the old, 

reflect the tendency of older men to withdraw from the labor force. 

Older workers remain unemployed for longer periods than younger workers, 

and are often discouraged from further efforts to find a job. Present 

survey techniques of the Department of Labor do not reveal the exis

tence of this type of "unemployed" workers. Although seniority rights 

often protect the older worker during temporary reductions in the work 

force, general shutdowns and layoffs affect the old as well as the young 

worker. The difference is that the older worker has a negligible chance 

of re-employment. ̂  There are formal as well as informal reasons for 

the difficulties that the old experience in looking for jobs. Many 

companies do not hire workers over forty-five as a matter of general 

policy. A special effort by the U.S. Employment Service to help older 

workers in New York find jobs indicated that little could be done to 

22 overcome the age policies of the larger companies. 

Only three states have laws which prohibit discrimination against 

older workers. Colorado makes it unlawful for employers to discharge 

21. John Carson and John McConnell, Economic Needs of Older 
People (New York: The Twentieth Century Fund, 1956), pp. 54-55. 

22. Ibid., p. 57. 
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anyone between the ages of eighteen and sixty for reason of age. 

Massachusetts has a similar law for any employee forty-five years of age 

or over, and Louisiana forbids those with twenty-five employees or more 

to adopt policies of discharge or rejection of applications of anyone 

OO 
under fifty years of age." 

If there are some legitimate reasons for not employing a worker 

because of age or sex, there are none for differences in color. Yet, 

great disparities exist in the rates of unemployment between the white 

and non-white worker. 

The 1960's are regarded as the era of developing equality between 

the white and Negro individuals throughout the United States. The data 

on unemployment belie these allegations and, in fact, show just the 

opposite. Immediately after the passage of the Employment Act of 1946, 

the unemployment rate for nonwhites was over one and one-half times the 

rate for whites. During the 1950's, this ratio increased to over two 

to one (in 1956, 2.27), and has remained at that level through 1964. 

(See Table VIII). 

The cyclical movement of the unemployment rate for nonwhite 

workers tells its own story (see Table VIII). The nonwhite worker is 

hit particularly hard in an recession; and, especially in the last two, 

recovery was slow and modest. One analysis of the trends in unemploy

ment among nonwhite workers states this: 

~ In recent years the unemployment of nonwhites relative to that 
of whites has actually worsened. This presumably reflects the 
high over-all levels of the unemployment in the economy rather 

23. Carson and McConnell, Economic Needs of Older People, p. 515. 



101 

TABLE VIII 

UNEMPLOYMENT BATE FOR NONWHITE WORKERS 
AS PERCENT OF RATE FOR WHITE WORKERS, 1947-64 

Year 
Unemployment Rate Nonwhite Rate 

as Percent of 
White 

Year 
White Nonwhlte 

Nonwhite Rate 
as Percent of 

White 

1947 3.3 5.4 164 

1948 3.2 5.2 163 

1949 5.2 8.2 158 

1950 4.6 8.5 185 

1951 2.8 4.8 171 

1952 2.4 4.6 192 

1953 2.3 4.1 178 

1954 4.5 8.9 198 

1955 3.6 7.9 219 

1956 3.3 7.5 227 

1957 3.9 8.0 205 

1958 6.1 12.6 207 

1959 4.9 10.7 218 

1960 5.0 10.2 204 

1961 6.0 12.5 208 

1962 4.9 11.0 224 

1963 5.1 10.9 214 

1964 4.6 9.8 213 

Source: Manpower Report, Table 9, p. 33 
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than an Increase In discrimination. Nonetheless, it is 
an important social fact that the differential between 
white and nonwhlte unemployment for both men and women has 
been greater since the 1954 recession than it was in 
earlier years.^ 

Professor Wilcock's allegation that increasing unemployment 

among the nonwhlte workers merely reflects over-all levels of unemploy

ment is hardly substantiated by the Department of Labor data recorded 

in Table VIII above. When the unemployment rate for nonwhite workers 

is compared to that of white workers in the recession years, it is 

obvious that the nonwhlte worker is more likely to be laid off than 

the white. But more significantly, this relationship continues to 

increase in the recovery after the recession trough. This would seem 

to indicate that in a recession, nonwhite workers are more likely to 

be laid off than white, and are the last to be rehired as general 

unemployment decreases. Undoubtedly, the increasing rate of unemploy

ment of nonwhite workers since 1946 can be at least partially accounted 

for by increasing unemployment among those of low educational levels 

and of the blue collar occupations. These factors do not, however, 

explain the disproportionate rise in nonwhite unemployment in the 

recent recessions and early recovery periods. Although Professor 

Wilcock prefers not to isolate discrimination as a significant factor, 

it is impossible to avoid. 

Earlier, the relatively high levels of unemployment among 

workers between fourteen and nineteen years of age was established. It 

was also pointed out that many in this age group were first-time 

24. Wilcock, "Who Are the Unemployed?", p. 33. 
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entrants into the labor force, and the inability to find work could 

discourage many teenagers to the point of idleness, i.e., discontinuing 

even the search for work. When the color factor is added, the results 

are startling. Nonwhite workers aged fourteen to nineteen faced an 

unemployment rate in 1964 of over 26%. This situation has existed since 

the recession of 1958 when unemployment in this group reached 25% for 

the first time since 1947. In fact, the lowest unemployment rate for 

nonwhite workers ages fourteen to nineteen in this seven year period 

was 22.1% in I960.25 

It is conventional today to look back to the depths of the Great 

Depression with horror when, in 1933, 25% of the labor force was 

unemployed. Yet, in 1964, with an eighteen year national commitment 

to full employment, the teenage, nonwhite worker faced a labor market 

which was equally bleak. This is indeed an anomalous situation when so 

much of today's discussion revolves around the "affluent society" with 

the implicit assumption that the Great Depression, its causes and conse

quences, has been left far behind. The young Negro or Mexican-American 

worker lives in a Great Depression today. 

Recent Innovations in Measuring Employment and Unemployment 

In recent years, government agencies have attempted to define 

more rigorously the concepts of employment and unemployment to make 

their data better conform to reality. Early in the life of the Employment 

Act of 1946, the Department of Labor considered all those able and 

25. Manpower Report, Table A-5, p. 197. 
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seeking work to be in the labor market. Those at work and working for 

at least 20 hours a week were considered employed. But, behind these 

gross data were hidden a great number of individual variations. Did 

those, for instance, who had part-time jobs, wish to work full time? 

How should a secondary wage earner in a family, say a housewife who 

worked occasionally, be treated in employment statistics? And, are some 

of those counted as employed working in a job commensurate with skill 

levels or below the level at which they should be working? How should 

those individuals who are self-employed, such as farmers on an owner-

operated family farm, be counted on the employment rolls? 

In more recent years the Department of Labor and the^Bureau of 

the Census have developed techniques in order to arrive at measures for 

categories suggested by these questions. Many problems still exist, 

however, in the formulation of categories of employment and unemployment, 

classifying individuals according to new categories, and the development 

of measurement techniques. For example, before January 1957, those on 

temporary layoff and those waiting to start new jobs within 30 days 

were counted as employed. Starting in 1957, individuals in these two 

0 6 
categories were listed as unemployed. 

A new, general definition of employment and unemployment was 

adopted for use in the 1960 census. This new definition specified that 

an "employed person had to be either: 

(a) 'at work'—those who did any work for pay or profit, or 
worked without pay for 15 hours or more on a family farm or 

26. Ibid., p. 193 
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in a family business; or (b) 'with a job but not at work'--
those who did not work and were not looking for work but 
had a job or business from which they were temporarily 
absent because of bad weather, industrial dispute, vacation, 
illness, or other personal reasons. A person was classified 
as 'unemployed* if he was not 'at work' but was looking for 
work, or if he was waiting to be called back to a job from 
which he had been laid off or furloughed.^7 

These newer definitions of employment do permit the appraiser 

of the system to better understand the extent of the problem. There are 

still other dimensions to the problem which are being investigated by 

government agencies and independent researchers. Receiving considerable 

attention in recent years are the concepts of long-term unemployment, 

underemployment, and underutilization of skills. 

Underemployment has only recently come under the scrutiny of 

scholars and has proven difficult to measure. The Senate Special 

Committee on Underemployment Problems in 1960 found little information 

concerning this facet of the unemployment structure, and requested the 

Department of Labor to study underemployment, and report back to the 

Committee. The conclusions were that: 

Underemployment broadly conceived (i.e., including visible, 
disguised, and potential underemployment) constitutes a 
major social problem, and in the postwar period has been 
a more formidable deterrent to national economic growth 
than has unemployment.^® 

It should be noted that the concept of "visible underemployment" 

as used in the Department of Labor's study is equivalent to the term 

27. William G. Bowen and T. A. Finegan, "Labor Force Participa
tion and Unemployment," Employment Policy and the Labor Market, pp. 117-118. 

28. Report of the Special Committee on Unemployment Problems, 
p. 27. 
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underemployment as used above. "Invisible underemployment" refers to 

the concept of underutlllzatlon which Is somewhat more difficult to 

measure. Regardless of the terminology used, underemployment, or 

visible underemployment, refers to "persons involuntarily working shorter 

than normal periods of time."29 Underutilization or invisible under

employment is: 

...characterized by persons working full-time for abnormally 
low wages, at jobs not permitting full use of capacities or 
skills (sometimes called disguised unemployment), or in 
establishments of economic units with abnormally low produc
tivity (sometimes called potential unemployment).30 

The Department of Labor is still working on methods for the 

measurement of long-term unemployment and involuntary part-time 

unemployment, but some information on these phenomena is extant from 

1955 and more generally from 1957 to date. 

Long-term Unemployment 

As cyclical unemployment increases, the duration of unemployment 

lengthens, adding considerably to the effects of general unemployment. 

In the special study of the unemployed published in 1961 and referred 

to earlier in this work, the Department of Labor compared long-term 

unemployment at various stages of the 1938 recession. Since 1957, the 

duration of unemployment has been increasing. By 1961, over two million 

of the unemployed had been unemployed for fifteen weeks and over; 

almost one million for twenty-seven weeks and over. The groups which 

suffer the greatest rates of unemployment are also out of work longer. 

29. Ibid.. p. 28. 

30. Idem 
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In the spring of 1961, almost two-thirds of the unemployed workers 

65 years of age and older had been without work for over fifteen weeks, 

as were almost one-half of the nonwhite unemployed. As might be expected, 

long-term unemployment by occupational group in the same period reveals 

that almost 60% of unemployed laborers were out of work for over fifteen 

weeks. The professional, managerial, clerical, and sales workers, who 

suffer less unemployment also return to work sooner. These groups 

average less than one-third of the unemployed out of work for over 

fifteen weeks.These same relationships have held for the years 

1962-1964.32 

Underemployment and Underutilization 

The Department of Labor refers to underemployment as part-time 

work for economic reasons, and identifies the economic reasons as "slack 

production, material shortages, and inability to find full-time work."33 

This is actually another unemployment measurement since those working 

part-time as a matter of preference are segregated from those who work 

only part-time because they must. Part-time workers do form a signifi

cant portion of the total work force, and it is fortunate that the 

Labor Department began to study these workers in the middle fifties. 

The magnitude of underemployment is suggested in a Labor 

Department report that in an average week during 1964, while almost 

31. Department of Labor, "Who Are the Unemployed?", pp. 22-25. 

32. Manpower Report, pp. 210-211. 

33. Report of the Special Committee on Unemployment Problems. 
1960, p. 117. 
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5.9 million jobless persons sought and failed to find work, another 

2.5 million who wanted full-time jobs could only find part-time work. 

One other facet of underemployment involves farm workers who work for 

substandard wages. Little is known about the extent of this kind of 

underemployment, and as of this writing, the Department of Labor was 

prepared to say only that: "...many of the men and women of farms though 

technically classified as employed, are underemployed. They are working 

for unacceptably low incomes, as are millions of other workers through

out the economy."34 

Some other estimates of underemployment and underutilization 

for selected periods have been made by the Departments of Labor and 

Agriculture. A special panel on this subject, organized by the Depart

ment of Labor in December 1959, estimated that non-farm underemployment 

affected nearly two million persons a year, and that rural underemploy-

OC 
ment was believed to be even greater. The Agriculture Department, 

working with 1957 data, estimated that 1.2 million male farm workers were 

underemployed. This is nearly one-fourth of the total number of male 

farm workers. The forty-five to fifty-four age group experienced 30.5% 

underemployment in the same period.^ These estimates were obtained by 

comparing the incomes of the rural male population in terms of earning 

capacity and income. This means, then, that part-time work and 

34. Manpower Report, p. x. 

35. Report of the Special Committee on Unemployment Problems. 
1960, p. 28. 

36. Ibid.. p. 118. 
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underutilization are both Included In a concept of a frictlonal unemployed 

farm worker. 

It becomes quite clear that the standard unemployment statistics 

published by the Department of Labor obscure a great deal of wasted 

labor due to involuntary part-time work, underemployment, and under

utilization. Depending on the estimates that one selects, unemployment 

figures should be expanded from 2 to 4% in order that real unemployment 

could be known to those who would influence economic policy. Even this 

2-4% range_must be considered a conservative figure; actual unemployment 

would more probably be doubled to around 10%. Gunnar Myrdal lends 

credence to this estimate in stating: 

...to the unemployed must be added several categories of 
people who are in abnormal situations as workers and income 
earners. Taken together these groups number at least as 
many as those who are unemployed in the statistical sense 
of the term, and probably many more. The more than three 
years of rather steadily improving business conditions 
have not brought the submerged "underclass" in the American 
economy and society to any significant degree of integration 
with their prosperous compatriots.37 

The Controversy Over Cause 

Although this chapter is a description of unemployment since 

1946, the major controversy which surrounds the cause of unemployment 

must be alluded to briefly because of the policy implications attendant 

on it. In its simplest form, the controversy rages between those who 

hold that current levels of unemployment (around 5%) are caused by 

deficient aggregate demand, and those who believe that the cause is 

37. Gunnar Myrdal, Challenge to Affluence (New York: Vintage 
Books, Alfred A. Knopf, Inc. and Random House, Inc., 1965), p. 152. 
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structural. This Is an important controversy, and one that must be 

resolved if national economic policy is to be effective in creating 

full employment. 

Perhaps the best way to indicate the nature of this problem is 

to describe it as opposing views of the same phenomenon. The structura

list sees total unemployment as a composite of unemployment in the 

various industries, job classifications, geographic area, age, color, 

and sex categories that were discussed above. The cause of unemployment, 

then, is attributed to such factors as automation and discrimination. 

For reasons of clarity, it should be stated that the structuralist would 

agree with the deficient aggregate demand explanation when the overall 

level of economic activity is clearly in the downswing of the business 

cycle. It is the stable and chronic unemployment at the height of the 

business cycle that created the emphasis on structural unemployment. 

Implicit in this argument is that efforts to decrease unemployment by 

increasing aggregate demand would only create inflationary pressures. 

Efforts to decrease unemployment then must be concentrated on the speci

fic areas which experience the heaviest unemployment. 

Those who adhere to the deficient aggregate demand explanation 

argue the opposite case. They hold that the continuing 5% unemployment 

is due to a lack of economic growth and a generally stagnating economy. 

If aggregate demand were increased indiscriminately, unemployment would 

decline by at least 27. before any "bottlenecks" were encountered 

resulting in inflation. 
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One might suspect that the arguments outlined above are not 

necessarily in direct opposition. It would seem reasonable from the 

data presented earlier in this chapter that aggregate demand has not 

been sufficient to produce maximum employment in recent years. It is 

also apparent, that at some point, increased aggregate demand would, 

in the short-run, only reveal "bottlenecks" in the labor supply. Indeed, 

in one recent, careful survey of the literature of this controversy, the 

author concluded: 

1. A theory that predicts the existence of adequate 
aggregate demand combined with high unemployment rates 
because the economy is currently bumping against serious 
constraints on the supplies of certain kinds of labor is 
pretty definitely refuted. 

2. A variant of the structural theory which predicts that 
the economy is not now bumping against the constraints 
because real excess demand has been reduced by inflation 
caused by the excess demand which occurred when the con
straints were operative in the past has yet to be conclu
sively refuted. — 

3. Various ways in which structural changes could affect 
unemployment have been studied and it is concluded that the 
theories which predict that there is at present some higher 
level of structural unemployment plus some deficient demand 
employment_are the most serious contenders theoretically 
and the most difficult to test empirically. In particular, 
it has been argued that the theory that there has been a 
rise in structural unemployment does not necessarily 
predict that there will be a significant change in any 
index of the structure of unemployed workers (classified 
by any characteristic in which we are interested).38 

The most recent analysis of this controversy, then, would suggest that 

there is not yet sufficient evidence on either side of the controversy 

38. Richard G. Lipsey, "Structural and Deficient-Demand Unemploy
ment Reconsidered," Employment Policy and the Labor Market, pp. 254-255. 
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for sound policy judgment. It would appear, however, that unemployment 

has not been reduced to the structural floor in recent years. 

Gunnar Myrdal, drawing on his experience in Sweden and other 

countries, supports this position in his statement: 

...the main remedy for unemployment, independent of its 
causation and its character in the individual case, has 
been to keep total demand for products and consequently for 
labor, at a high and steady level. When this condition has 
been established, the readjustment of the labor supply to 
labor demand has been accomplished without too much 
difficulty.39 

And, in addressing himself directly to unemployment in the United States 

Looked at from this angle it is tempting for an 
economist to view the American labor market problem as 
primarily one of low demand. What is needed in the first 
instance is an economic policy that stimulates total demand 
and thus total employment. 

American unemployment on the other hand, is increas
ingly a. structural one. Every year, indeed every month, 
that a high level of unemployment is tolerated makes full 
employment more difficult to attain as a policy goal. ® 

Summary 

In recent years, the more industrialized nations of the world 

averaged between 1 and 1.5% unemployment. The United States, allegedly 

numbered among this group, has averaged around 5%.^ Since 1953, 

production in the U. S. had increased at a rate that could only be 

described as stagnant (less than 1% per year, per capita). The 

39. Myrdal, Challenge to Affluence, p. 27. 

40. Ibid.. pp. 28-29. 

41. State of the Economy and Policies for Full Employment. 
Hearings before the Joint Economic Committee, 1962, p. 47. 
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consequence of this growth rate has been unemployment due to deficient 

aggregate demand. The actual amount of unemployment that can be attri

buted to this source is uncertain, but unemployment could be reduced by 

at least 2% before serious bottlenecks would be encountered. 

This is not to say, however, that the unemployment rate is spread 

evenly among all occupation categories. There is, in fact, a shortage 

of labor in certain professions. Department of Labor studies indicate 

that the shortage of teachers has been so severe that many teachers were 

hired with substandard qualifications. The health professions likewise 

suffer from the shortage of trained doctors and nurses, and the demand 

is increasing. This also holds true for scientists and highly trained 

engineers. 

An acute shortage of technicians and professional people for 

national, state, and local government has existed in recent years. New 

York City is unable to fill 20% of its professional, managerial, and 

technical positions. This is not a unique situation for large cities.^3 

All of these cases relate directly to the bottleneck of 

educational attainment and are examples of structural labor difficulties. 

Given the special nature of this bottleneck, it does not suggest 

aggregate demand is pressing on the inflationary floor. 

While there are these few areas of labor shortages, there are 

many other categories of labor which suffer large amounts of long-term 

42. Manpower Report, pp. 117-121. 

43. David T. Stanley, Professional Personnel for the City of 
New York (Washington, D. C.: Brookings Institution, 1963), pp. 4-8. 
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unemployment and underemployment. The magnitude of these numbers dwarf 

the few areas of labor shortage. Negroes and other minority groups are 

clearly discriminated against in the job market. The younger and older 

workers also find it more difficult to find and keep a job. 

Two factors combine in maintaining this rather dismal unemploy

ment picture: a stagnant economy that does not create a sufficient 

demand for all workers, and technological advancement, a potential 

blessing that permits employers to discriminate among the job seekers. 



CHAPTER V 

ADMINISTRATION ACCORDING TO THE EMPLOYMENT ACT OF 1946 

The Employment Act does not specify the agency which shall use 

fiscal or monetary means to realize its declared goals. The Act merely 

enunciates the commitment of the federal government. In other words, 

existing institutions already responsible for fiscal and monetary 

matters became the agents of implementation by default. These would 

include the many committees of Congress whose areas of activity relate 

to the achievement of the Employment Act goals. Broadly construed, 

all the subject matter of committees of both Houses of Congress would 

be involved, since their recommendations ultimately affect taxing and 

appropriations. A study of Congressional application of the Employment 

Act would, therefore, include the entire legislative process complete 

with intra- and inter-committee politics. "Congressional politics is 

committee politics. 

On the other side of the separation of powers or politics-

administration scheme, is the President and his Administration. Again, 

most of these agencies are engaged to some extent in making decisions 

about spending, taxing, debt management, or monetary policy. As with 

Congress and economic policy, any comprehensive study of the 

1. James A. Robinson, The House Rules Committee (Indianapolis: 
The Bobbs-Merrill Co., 1963), p. 1. 
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administration of the Employment Act would include a study of the 

activities of the many administrative agencies as they affect the goals 

of the Employment Act. 

A study of the whole network of Congressional and Executive 

agencies involved in economic policy, is clearly beyond the scope of 

this work. A brief discussion of some of the agencies most central to 

the implementation of the Employment Act might, however, be useful. 

The Joint Economic Committee 

The agent of Congress having a direct mandate under the 

Employment Act was created by the Act, namely, the Joint Economic 

Committee. It was originally designated as the Joint Committee on the 

Economic Report. The change was made by amendment in 1956.^ It is 

a non-legislative committee of Congress which cannot report legislative 

bills and therefore does not directly affect policy-making. Its 

functions have been confined to intelligence rather than prescription 

or application. The Employment Act charged this committee: 

(1) To make a continuing study of matters relating to the 
Economic Report; 

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

(3) as a guide to the several committees of the Congress 
dealing with legislation relating to the Economic 
Report, not later than March 1, of each year (begin
ning with the year 1947) to file a report with the 
Senate and the House of Representatives containing 
its findings and recommendations with respect to 

2. U.S., Congress, Joint Economic Committee, Employment Act of 
1946. as Amended, with Related Laws and Rules of the Joint Economic 
Committee. Joint Committee Print (Washington, D. C.: Government Print
ing Office, 1966), p. 5. (Hereafter referred to as Employment Act of 
1946. as Amended.) 



each of the main recommendations made by the President 
in the Economic Report, and from time to time to make 
such other reports and recommendations to the Senate 
and the House of Representatives as it deems advisable. 

This mandate left the Joint Economic Committee to work out its 

own functions and importance within Congress short of direct legislative 

activity. It seems apparent, after twenty years of history, that this 

Committee has proved to be one of the most successful ventures under 

the Employment Act. Not being restricted to a particular subject 

matter area is potentially weakening for a committee; but also, as it 

has developed for the Joint Economic Committee, it allows the Committee 

to range across a number of areas traditionally reserved to standing 

committees. The Committee had to prove its worth to Congress and others 

on the merit of its work alone. Some publications of the Joint Economic 

Committee have been noted earlier as contributions to the study of the 

feedback from the Employment Act. In fact, it is safe to say that the 

Committee has been the principal focus for this learning activity. 

A regional director of the Bureau of Labor Statistics gave his 

impression of the stature of the Joint Economic Committee by citing 

a library reference shelf notation 

'The Joint Economic Committee is the nom de plume of the 
world's largest class in economics, in which astute and 
overworked Congressmen and Senators take turns being 
pupils and instructors to most of the Nation's economists.'^ 

3. Ibid., p. 4. 

4. U.S., Congress, Joint Economic Committee, "Administration 
of the Employment Act," Twentieth Anniversary of the Emplovent Act of 
1946: An Economic Symposium, by John W. Lehman, Joint Committee 
Print (Washington, D. C.: Government Printing Office, 1966), p. 87. 



The breadth of the Committee's concern is further indicated in Lehman's 

statement that 

...it is true that the Joint Economic Committee has itself 
or through its subcommittees conducted studies which brought 
the tools and Council of Economic Advisors to bear on almost 
every field of legislation passed within the last year: 
aid to higher education, programs for Appalachian manpower 
retraining, improvements in social security, tax reduction 
for economic stimulus, aid to elementary and secondary 
education, and the whole antipoverty program. 

It would be difficult to validate Lehman's claims to the 

importance of the J.E.C., but his estimate is apparently shared by 

those who have been intimately concerned with the implementation of 

the Employment Act. 

Ralph Huitt, in his intensive study of Congressional committees 

and economic policy, is somewhat more reserved, but still finds the 

£ 
J.E.C. "the most exciting contemporary invention of Congress." He 

views the Committee this way: 

Established originally to react to the annual Economic Report 
of the President, it roves at will over the economic 
spectrum, studying broadly or intensively any problem which 
attracts the interest of Committee or Congressional leader
ship. The Joint Economic Committee is a congressional 
anomaly. It is a planning and theory group in a culture 
fiercely devoted to the short-run and the practical. It 
is committed to the panoramic view in a system which 
stresses jurisdictional lives. It signifies recognition 

5. Ibid.. p. 88. 

6. Ralph K. Huitt, "Congressional Organization and Operations 
in the Field of Money and Credit," Fiscal and Debt Management Policies, 
a report of the Commission on Money and Credit (Englewood Cliffs, 
N. J.: Prentice Hall, Inc., 1963), p. 477. (Hereafter referred to 
as Congressional Organization and Operations.) 
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that economic problems are related by a body which deals 
with them piecemeal. Whether it represents a portent of 
the future or is simply an exotic, it is too early to 
tell.7 

The strength of the J.E.C. apparently lies in the fact that it 

is not restricted to some discrete field of economic activity and can 

encompass the broad spectrum of economic activity covered, at least 

implicitly, by the Employment Act. This alone would not assure the 

success of the Committee. The novel method of staffing the Committee 

has also made a contribution to its success. 

Originally the Committee was to be composed of seven members 

from each house with party representation to reflect the party repre

sentation in each house.® A suggestion was made at the time the Commit

tee was created that the membership should be composed of chairmen of 

the standing committees. In practice this suggestion was not followed, 

however, the leadership deciding to appoint volunteers from the ranking 

members of both parties who were serving on the various economic 

committees.^ There has always been strong representation from the bank

ing and currency and the taxing committees of both houses. The appro

priations committees have been represented, but not as heavily. The 

importance of this method of assigning membership on the J.E.C. has been 

the access to upper ranks of the important economic legislative commit

tees it has afforded. When the J.E.C. educates itself, it is at the 

7. Idem 

8. Employment Act of 1946. as Amended, p. 5. 

9. Huitt, "Congressional Organization and Operations," p. 478. 
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same time educating the leadership of the related legislative committees. 

In 1956 the size of the Committee was changed to eight from each house, 

five from the majority and three from the minority parties.^ 

The J.E.C. has also developed a different format for the 

conduct of hearings. The traditional committee method of inviting 

spokesmen for the various concerned interest groups usually produces 

a predictable polemic concerning a proposed policy. The J.E.C. studies 

are highly professional inquiries into stated problem areas. Once a 

topic is selected for study, professional economists are invited to 

submit papers on the topic. Their comments are summarized and presented 

in hearings before the Committee. The Committee hearings then become 

panel or round table discussions with each Committee member allotted 

an equal amount of time for questions. Thus far, the Committee has 

marshaled an unparalleled amount of professional expertise and knowledge. 

Following the examination of professional materials, the 

Committee usually invites members of interest groups to appear on panels. 

Here again the attempt is made to develop useful intelligence on the 

problem by including at least one disinterested professional economist 

whose task is to keep the testimony germane. 

At each stage the testimony is printed. The volumes thus 

produced represent an important body of knowledge unavailable elsewhere.^ 

In assessing the feedback from the economy after the application of the 

Employment Act, the most important works by far are the J.E.C. studies 

10. Employment Act of 1946. as Amended» p. 3. 

11. Huitt, "Congressional Organization and Operations," p. 478-
480. 
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cited earlier in this work. Since 1949, the J.E.C., in conjunction 

with the Council of Economic Advisors, has collected and published 

monthly economic data which are relevant to the goals of the Employment 

Act. This was authorized by a Joint Resolution of Congress in 1949.^-^ 

The publication is entitled Economic Indicators. 

Beyond the obvious importance of the data-gathering and 

intelligence-developing functions, the J.E.C. has had an integrative 

effect in the making of economic policy. Huitt reports that beyond the 

benefit gained from bringing the best economic experts in the nation 

into a close working relationship with Congress: 

The Staff maintains close relationships with the profes
sionals who work for the Council of Economic Advisors, the 
Federal Reserve Board, the Treasury and other agencies 
downtown which make use of economic specialists. It is the 
easy camaraderie of the professional elite, to be noted 
everywhere in Washington. The same cordial relations 
obtain with the staffs of some of the committees of 
Congress--banking and currency, finance, and Ways and Means, 
and the appropriations committees. 

Although the J.E.C. represents an exciting experiment in 

high-level professional economic research and an integrated approach 

to the achievement of the program of the Employment Act, its effect 

can only be indirect. Congress with its many committees and subcom

mittees still makes the law. The J.E.C. does represent an interlocking 

directorate of many important members of the standing committees; and 

the influence these members have in their committees, and perhaps in 

the ultimate decisions of these committees, is no doubt significant. 

12. Employment Act of 1946. as Amended, p. 5. 

13. Huitt, "Congressional Organization and Operations," p. 480. 
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Still, policy-making in relation to the Employment Act is fragmented, 

and bills must run the familiar gamut of committees and pressures. The 

possible influence of J.E.C. membership is only one variable among many. 

Standing Committees on Taxing and Appropriations 

There have been few studies of Congress specifically related to 

economic policy.^ In one of these studies, Mansfield reports that: 

Apart from the taxing and spending committees, subject-
matter jurisdiction is parcelled out among fourteen other 
standing committees in the Senate and eighteen in the House. 
All but four or five of these on each side have substantial 
segments of the economy within their province; none have 
more than segments.15 

Those with relatively large segments are the appropriations 

committees of both Houses and the taxing committees. The challenge to 

these committees under the Employment Act is coordination. Taxing and 

spending in the aggregate and the consequent effects on region and 

nation must be viewed as a whole. The taxing committees have achieved 

some continuity and coordination through the Joint Committee on Internal 

Revenue Taxation. This Joint Committee is composed of five senior 

members from the House Ways and Means Committee and five from the 

Senate Finance Committee. It employs a professional staff of tax 

experts. The coordination thus engendered between the House and Senate 

does not assure coordination with the appropriations committees or 

14. The most extensive is Huitt, "Congressional Organization 
and Operations" cited above. A good, brief account can be found in 
Harvey C. Mansfield, "The Congress and Economic Policy", The Congress 
and America's Future,.ed. by David B. Truman for the American Assembly, 
Columbia University (Englewood Cliffs, N. J.: Prentice-Hall, Inc., 
1965), pp. 121-149. 

15. Mansfield, "The Congress and Economic Policy", p. 141. 
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administrative offices, however. More importantly, Congressional tax 

policy, concentrated in this ten man committee, may be independent of 

economic policy enunciated in public law. Consequently the goals of the 

Employment Act are not necessarily furthered by the Committee.^ The 

appropriations committees of the houses control government spending, at 

least to a large degree.^ in the fifty-man House Appropriations Commit

tee, the budget is divided by subject-matter and parcelled out to sub

committees. The decisions of the various subcommittees are rarely 

challenged by the Committee as a whole.One estimate is that for "99% 

of the items, subcommittee action is committee action and House action 

as well."^ The House Appropriations Committee makes little attempt 

to take an overall view of government spending, and demonstrates little 

concern for the revenue-spending balance. 

The Constitution prescribes that appropriations be considered 

in the House first and then in the Senate. The Senate Appropriations 

Committee has evolved an appellate role for the House Bill.^® Adminis

trative agencies which sustain budget cuts from the House Committee 

appeal these cuts to the Senate Committee; traditionally, the Senate 

16. Huitt, "Congressional Organization and Operations," 
pp. 456-457. 

17. A good account of the Appropriations Committee can be found 
in Robert A. Wallace, Congressional Control of Federal Spending 
(Detroit: Wayne University Press, 1960). 

18. Ibid., pp. 36-38. 

19. Mansfield, "The Congress and Economic Policy," pp. 132-133. 

20. Ibid., p. 134. 
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Committee is more inclined to restore all or part of the appropriations. 

The pattern that has developed is that the House Committee cuts bureau 

requests and the Senate restores most of the reduction. A conference 

committee occasionally accepts the higher Senate figure, but more often 

compromises the disparate figures.21 This procedure, of course, does 

not allow for any consideration of the effect of total spending in the 

economy. 

The fact that the legislative budget process is dispersed among 

several uncoordinated groups, thus mitigating effective control of the 

economy, has not gone unnoticed. Under the Legislative Reorganization 

Act of 1946, the taxing and appropriations committees of both houses 

were to meet at the beginning of the session to examine, jointly, the 

executive budget.^ It was hoped that the four Congressional committees 

could then present a unified legislative budget to Congress, and adopt 

it by a joint resolution. This procedure would have permitted Congress 

to consider the overall effect of its fiscal actions, a practice vitally 

important to the Employment Act. The political factors which produce 

the traditional piecemeal approach to budgeting were apparently too 

strong for the new system. In 1947, the joint budget resolution died 

in conference committee. In 1948, Congress adopted the joint resolution, 

but then proceeded to appropriate several billions in addition to it. 

21. Huitt, "Congressional Organization and Operations," 
pp. 433-435. 

22. George B. Galloway, The Legislative Process in Congress 
(New York: Thomas Y. Crowell Co., 1953) pp. 617-618. 
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After these attempts, Congress merely Ignored the provision for a joint 

OO 
legislative budget. 

Other Congressional Committees 

The taxing and spending committees have the most direct effect 

on the Employment Act. But, as mentioned above, many of the standing 

legislative committees also consider legislation in areas which impinge 

on employment, business concentration, and price levels. These commit

tees are naturally concerned with particular policy areas, and not the 

national economy. The well-known Congressional traits—autonomy of 

many committees and subcommittees, seniority roles in staffing, juris

dictional jealousy, and constituency and special interest orientation 

of members--make a unified economic policy impossible, and perhaps 

even undesirable. Behind the concern for a fiscal-monetary policy 

consistent with the Employment Act is the incidence of taxation and the 

substantive programs for which the money is appropriated. These are 

important matters even when removed from considerations of functional 

finance. 

Administrative Agencies and The Employment Act 

The institution which can focus on general economic policy and 

can effectively implement the Employment Act is the Presidency. Huitt 

summarized it this way: 

23. Huitt, "Congressional Organization and Operations," 
p. 441, 
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The one conclusion upon which I believe all persons 
in Congress, members and staff, to whom I have talked are 
in agreement, is that effective coordination of economic 
policy must originate with the President. Congress is not 
a program-making agency; no legislature is. Its job is not 
to act, but to react.24 

If a coordinated budget is difficult to achieve in Congress, 

the same must be said of the budget-making activity of the Administra

tion, but to a lesser degree. There are a number of agencies whose 

functions are related to regulation of the economy and the implementation 

of the Employment Act of 1946. Their coordination and concern for 

Employment Act objectives cannot be taken for granted. The activities 

of such major agencies as the Treasury, Bureau of the Budget, and 

Federal Reserve System, as they impinge on the Employment Act, its 

implementation and appraisal, will be explored in later chapters. For 

now, a note on their roles within the administration might be useful. 

The Bureau of the Budget provides a focus on the total budget 

which was found lacking in Congress. The Bureau's functions of collect

ing and evaluating agency requests to Congress, enables the President 

and Council of Economic Advisors to consider the impact of the budget 

on the nation's economy. The Bureau performs these functions in 

response to Presidential policy. Aaron Wildavsky concluded: 

The dominant role of the Bureau of the Budget, in form and 
in fact, is to help the President carry out his purposes. 
The orientation of the Bureau depends, therefore, on that of 
the President. His concerns about the relative priorities 
of domestic and foreign policy programs, his beliefs about 
the desirability of a balanced budget, his preferences, in 

24. Ibid., p. 494. 
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the areas where he has them, determine a good deal of what 
the Bureau tries to do.25 

It would appear safe to assume that the Bureau of the Budget and its 

Director are faithful representatives of the Administration point of 

view. 

The Federal Reserve System and its Board of Governors are 

an entirely different matter. The System's impact on money and interest 

rates and, consequently, on the level of employment is explored in 

some detail in previous chapters. Of concern here is the relation

ship of the Board with the Executive Office. While the Director of 

the Budget is directly responsible to the President •, the Board of 

Governors is legally independent of the President and Congress. The 

Federal Reserve System and its control over monetary policy poses the 

most serious challenge to a coordinated economic policy under the 

Employment Act. 

The U.S. Treasury is yet another special case. It could be 

assumed that Treasury policy merely reflects the policy desires of 

the President. But since the Secretary of the Treasury is a cabinet 

officer, factors such as the politics of cabinet appointments could 

be an important consideration. The Secretary of the Treasury can 

normally be expected to play an important role in shaping administra

tion economic policy. The amount of influence he has would, in fact, 

depend on the confidence placed in him by the President as is true of 

25. Aaron Wildavsky, The Politics of the Budgetary Process 
(Boston: Little, Brown and Company, 1964), p. 35. 
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any cabinet level advisors. The Treasury's functions of funding the 

activities of government and managing the debt are important to 

Employment Act objectives as was explained earlier. 

Integration of these agencies will, in the end, depend on the 

ability and desire of a president to achieve the preferred economic 

goals. 

The Council of Economic Advisors 

The principal executive agency established by the Employment 

Act was the Council of Economic Advisors. As with the Joint Economic 

Committee, the C.E.A. exercises only an intelligence function. The 

Act specifies that there are to be three members of the Council 

appointed by the President. The Council's statutory duties are to 

assist the President in the preparation of the Economic Report and to 

report annually to the President in December of each year. These 

are the only specific requirements enumerated in the Act. 

The other charges to the Council involve gathering and 

appraising economic data in order to inform the President on federal 

economic policy.26 Although the Council would not administer any 

legislative programs, it could become a focal point for ideas and 

facts from both government agencies and private economic groups. As 

Gross and Lewis recall it: 

Quite as important as the notion of the Council as a think
ing center, therefore, has been its role as a presidential 

26. The Employment Act of 1946. as Amended, pp. 2-3. 
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communications center both within the government and 
between the government and the private economy.27 

Perhaps this is all the C.E.A. accomplished in the first years 

of its existence since much of this early period was spent in deter

mining its proper role. The primary problem centered on defining the 

relationship between the Council and the Administration and Congress. 

An even more basic question was: Should any relationship be established 

or should the Council remain scientifically aloof? Corrine Silverman 

sees the problem as between the Council and Congress: 

...the Council of Economic Advisors had to break new 
ground in deciding whether it would act solely as privy 
advisor to the President with no dealings with Congress 
on policy issues, or whether it would follow the example of 
the Bureau of the Budget. The Bureau was also pact of the 
Executive Office, but it had a single head and its director 
had always worked closely with congressional committees, 
and testified at congressional hearings in support of 
presidential policies.28 

The first Council Chairman, Edwin G. Nourse, held to the first 

of these positions. He wanted the Council to be an intellectual 

arm of the Presidency rather than an agency conferring with Congress. 

Agreement within the Council on either of these positions would 

probably have allowed it to proceed with some effectiveness. But John 

D. Clark and Leon Keyserling, the other members of the first C.E.A., 

held to^the second position, that the Council should cooperate closely 

with congressional committees and other economic agencies of the 

27. Bertram Gross and John Lewis, "The President's Economic 
Staff During the Truman Administration," American Political Science 
Review. Ill (March, 1954), p. 121. 

28. Silverman, The President's Economic Advisors, p. 3. 
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29 government. This difference of opinion in the Council was so 

intense as to diminish its usefulness for Congress or the President 

and in 1949 to bring about the resignation of Nourse. The first report 

prepared by the Council reflected dissension, leaving many observers 

who had anxiously awaited this first test of the Employment Act quite 

orv 
disappointed. u 

By 1952 there was considerable uncertainty about the continued 

existence of the C.E.A. In 1952 Congress appropriated funds for the 

Council for only nine months. In 1953 President Eisenhower, through 

his assistant, Sherman Adams, asked the House Appropriations Committee 

to consider a supplemental appropriation to carry the C.E.A. through 

the fiscal year. President Eisenhower asked Arthur F. Burns to accept 

an appointment as Chairman of the Council. When Burns acquiecsed, 

Congress approved the supplemental appropriation, but provided for only 

31 one Economic Advisor and a greatly reduced staff. 

This was a particularly crucial point in the life of the 

Employment Act. Without some overt action by the President or Congress, 

the Act would, in effect, be repealed by Congress. Congress was 

apparently prepared to let it die at this point, leaving any positive 

29. Ibid., p. 3-14. 

30. Alvin Hansen, "The First Reports Under the Employment Act 
of 1946," Review of Economics and Statistics, XXIX (May, 1947), 
69-73; and Jacob Viner, "Employment Act of 1946 in Operation," Review 
of Economics and Statistics, XXIX (May, 1947), 74-79. 

31. Congressional Quarterly Service, Federal Economic Policy 
1945-1965. p. 42. 
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decision to the President. At least one report has it that many of 

President Eisenhower's close advisors had been opposed to the C.E.A. 

throughout the Truman Administration; they felt that it had "leftist" 

tendencies. Other Presidential advisors were reported to favor 

retaining the Council in some modified form.^ 

This life or death crisis finally tipped in favor of retention 

of the C.E.A. in a reorganized form. President Eisenhower submitted 

Reorganization Plan No. 9 to Congress on June 1, 1953."^ The major 

change advocated under this plan made the Chairman the operating head 

of the Council. The provision for a Vice-Chairman in the original 

act was abolished, increasing still more the concentration of authority. 

Under this plan the Chairman alone would report to the President; thus 

avoiding the conflicting reports common during the first seven years 

of the C.E.A.'s life.^ 

President Eisenhower further concentrated the economic functions 

in the C.E.A. by asking representatives of the Treasury, Agriculture, 

Commerce, Labor, Federal Reserve, Budget Bureau, and the White House 

to serve as an Advisory Board on economic growth and stability under 

the Council.^ Burns, as Chairman of the C.E.A., generally sets the 

32. Ronald C. Hood, "Reorganizing the Council of Economic 
Advisors," Political Science Quarterly, XLIX (Sept., 1954), 418. 

33. Employment Act of 1946, as Amended, p. 5. 

34. Edward S. Flash, Jr., Economic Advice and Presidential 
Leadership (New York: Columbia University Press, 1965), p. 105. 

35. Economic Report of the President. January. 1954 (Washing
ton, D. C.: Government Printing Office, 1954), p. 121. 
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tone for the future of the Council. He insisted on being professional 

and worked strictly through the President. But, as opposed to Nourse 

and the earlier Council, he was quite willing to appear before Congres

sional committees as an economist and Administration spokesman.^ 

This tradition has actually been strengthened by subsequent Chairmen 

of the C.E.A. In 1961 Walter Heller made the ground rules for the 

C.E.A. even more explicit. He warned the Joint Economic Committee 

that the Council did not intend to reveal any differences the members 

of the Council might have in working out economic policy with the 

President. Once economic policy was established by the Administration, 

however: 

...members of the Council are glad to discuss, to the best 
of their knowledge and ability as professional economists, 
the economic situation and problems of the country, and 
the possible alternative means of achieving the goals of 
the Employment Act, and other commonly held economic ob
jectives. In this undertaking, the Council wishes to coop
erate as fully as possible with the Committee and with 
Congress in achieving a better understanding of our economic 
problems and approaches to their solution.3' 

The development of the Joint Economic Committee and the Council 

of Economic Advisors is highly important in the implementation of the 

36. See Arthur Burn's replies to questions concerning this in: 
U.S., Congress, Senate, Committee on Banking and Currency, Hearings 
on the Confirmation of Arthur F. Burns as Chairman of the Council of 
Economic Advisors. 83rd Cong., 1st Sess., 1953 (Washington, D. C.: 
Government Printing Office, 1953); and Silverman, The President's 
Economic Advisors, p. 16. 

37. U.S., Congress, Joint Economic Committee, Hearings on 
the January 1961 Economic Report of the President and the Economic 
Situation and Outlook, 87th Cong., 1st Sess., 1961 (Washington, D. C.: 
Government Printing Office, 1961), p. 313. 
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Employment Act. The J.E.C. does not report legislation to Congress 

and the C.E.A. is strictly an advisory council to the President. Yet 

the J.E.C. has become the single most influential educational insti

tution promoting an understanding of the goals of full employment, 

price stability, and market pricing. With Congress preoccupied with 

uncoordinated pieces of the economy, the J.E.C. works to bring some 

focus to the objectives of the Employment Act. The Council of Economic 

Advisors, after an uncertain history, now has a firm position in the 

Executive Office of the President. It is inconceivable that its future 

will again be threatened. The need for economic fact-finding and 

analysis ensures their continued existence. The J.E.C. and C.E.A. 

have developed unique systems which make them the principal intelligence 

agencies so necessary to Congressional and Executive appraisal of the 

applied Employment Act of 1946. 



CHAPTER VI 

ECONOMIC POLICIES SUBSEQUENT TO THE EMPLOYMENT ACT 

Having reviewed what implications the Employment Act has for 

government fiscal and monetary policy, we can turn to actual policy 

response. Attention will be concentrated on the action of the princi

pal governmental institutions during four Presidential Administrations 

and on the major economic commitments of Congress since 1946. 

The Early Years 1946-1952 

Very little attention was given to the implementation of the 

Employment Act during the Truman Administration. This is not to say 

that President Truman was uninterested in its provisions. He was 

sympathetic to the prescription of such a policy in 1945. Although 

he was not known as a champion for Senator Murray's Full Employment 

Bil). of 1945, he favored its passage.^- Truman asked Congress to pass 

the act in his first message to Congress. He endorsed the ideology 

that private enterprise would be of major importance in providing jobs 

for a full-employment economy, but he also held that government should 

assure private enterprise of its help in promoting maximum production 

and employment. And, borrowing language from the Senate Full Employ

ment Bill, he stated that Congress should make: 

1. Flash, Economic Advice and Presidential Leadership» p. 20. 
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...a declaration of the ultimate duty of government to use 
its own resources if all other methods fail to prevent 
prolonged unemployment.^ 

According to Edwin Nourse, however, Truman did not give much 

thought to the Employment Act. Nourse, the first Chairman of the 

Council of Economic Advisors, was not appointed until six months after 

the passage of the Act. Even then, according to Nourse, President 

Truman had no conception of the functions of the Council.3 

It is possible that Truman did not initially grasp the many 

implications of the Employment Act. It is also quite probable that 

the years 1946 to 1952 held so many special problems that consideration 

of the grand goals of the Employment Act would have been difficult. 

The postwar adjustment engaged the attention of the Administration at 

first, and the concerns of the Korean War were dominant during the 

early fifties. Also, the early life of the Employment Act was character-

ized by what one might call an informal reorganization period, during 

which individuals and government agencies negotiated for influence in 

the making of economic policy. As noted above, the Council of Economic 

Advisors had to define its own role in the formulation and implemen

tation of policy under the new Employment Act. 

The first Economic Report of the President to Congress in 1947 

was a brief document (40 pages) which reflected a vagueness about the 

2. U.S., Congress, House, President Truman's Special Message, 
79th Cong. 2d Sess., September 6, 1945, Congressional Record. IXC, 
Part 6, 8381. 

3. Nourse, Economics in the Public Service, pp. 107-109. 
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Administration's role in implementing the Employment Act Although 

the Report recognizes each of the Employment Act's goals and assesses 

the performance of the economy, the section "Goals for 1947" merely 

states the impossibility of establishing levels of employment, produc

tion, and purchasing power needed in the next year.-* The President and 

Council of Economic Advisors were obviously hesitant to measure economic 

performance, predict future trends, or to put the Administration on 

record favoring specific programs. The great concern at this time was 

the change to an expanding peacetime economy: 

A variety of measures will be needed to fortify the 
basic structure of the American economy before the trans
formation from war and reconversion to a high-consumption 
peacetime economy is completed. We are still at the 
threshold in formulating a program of consistent policies 
designed to give business, agriculture, and labor the 
opportunities which are envisaged in the Employment Act.6 

Until the recession of 1949, federal economic policy pertained almost 

entirely to postwar inflation; even the President and Congress were 

not agreed on measures to contain it. President Truman warned of 

inflation in his January 6, 1947 State of the Union Message and speci

fically ruled out any tax cuts for the near future. The 80th Congress, 

however, twice passed tax cuts which were vetoed by the President.^ 

4. Economic Report of the President. January. 1947 (Washington, 
D. C.: Government Printing Office, 1947), pp. 1-40. 

5. Ibid., pp. 9-10 

6. Ibid., p. 21. 

7. Congressional Quarterly Service, Federal Economic Policy 
1945-1965. p. 28. 
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Price controls were still in effect in 1947, and President Truman 

asked Congress to extend them because of the continuing inflationary 

pressure. But the discontinuation of wartime controls was just as 

popular as tax cuts with this Congress. Thus, most of the President's 

O 
requests were rejected. 

In the attempt to gain the cooperation of Congress in his 

battle against inflation, President Truman called a special session 

of Congress for November 17, 1947. In his address to the Joint Session, 

the President tried to impress Congress with the urgency of the problem: 

Today inflation stands as an ominous threat to the 
prosperity we have achieved. We can no longer treat infla-
tion--with spiraling prices and living costs--as some 
vague condition we may encounter in the future. We already 
have an alarming degree of inflation. And, even more alarm
ing, it is getting worse.® 

President Truman recommended a ten-point program for Congress 

to consider in the Special Session. 

First: To restore consumer credit controls and to restrain 
the creation of inflationary bank credit. 

Second: To authorize the regulation of speculative trading 
on the commodity exchanges. 

Third: To extend and strengthen expert controls. 

Fourth: To extend authority to allocate transportation 
facilities and equipment. 

Fifth: To authorize measures which will induce the marketing 
of livestock and poultry at weights and grades that represent 
the most efficient utilization of grain. 

8. Ibid., p. 29. 

9. U.S., Congress, President Truman's Special Message to the 
Joint Session of Congress, 80th Cong., Special Sess., November 17, 
1947, Congressional Record, VIIC, Part 8, 10596. 



Sixth: To enable the Department of Agriculture to expand 
its program of encouraging conservation practices in this 
country, and to authorize measure designed to increase 
the production of foods in foreign countries. 

Seventh: To authorize allocation and inventory control of 
scarce commodities which basically affect the cost of living 
or industrial production. 

Eighth: To extend and strengthen rent control. 

Ninth: To authorize consumer rationing on products in 
short supply which basically affect the cost of living. 

Tenth: To authorize price ceilings on products in short 
supply which basically affect the cost of living or indus
trial production, and to authorize such wage ceilings as 
are essential to maintain the necessary price ceilings. 

The anti-inflation bill that President Truman signed into law 

December 28, 1947 included only three of his recommendations and not 

the more important ones. The three measures approved by both Houses 

were the regulation of speculative trading on the commodity exchanges, 

the allocation of transportation facilities and equipment, and the 

provision for allocation and inventory control of scarce commodities.*"*" 

The stalemate over economic policy continued into 1948 which saw 

President Truman still trying to control inflation while Congress 

continued to insist on tax reduction. Significantly for implementation 

of the Employment Act, the rationale for tax reduction had altered as 

a result of the changing behavior of the economy. 

At the beginning of 1948, President Truman again asked for his 

ten-point, anti-inflation program. 

10. Ibid.. 10597. 

11. Congressional Quarterly Service, Federal Economic Policy 
1945-1965. p. 30. 
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The first objective for 1948 must be to halt the 
inflationary trend. On November 17, I recommended to the 
Congress a ten-point program for this purpose. Every 
point in that program is essential. 

The nature of the inflation from which we are suffer
ing arises in part from the total excess of buying power 
over the available supply of goods and in part from rela
tive scarcities at strategic points in the economy which 
give impetus to particular price-wage spirals.*2 

Secretary of the Treasury John Snyder helped the Administration form a 

solid front against inflation in the early months of 1948. Mr. Snyder 

reported to the House Ways and Means Committee in January that they 

should reject the new tax reduction bill before them. He claimed that 

inflationary pressures, along with budgetary considerations and debt 

management problems, necessitated the current level of revenues.^ 

Secretary Snyder again opposed a tax reduction in March, but did not 

mention inflation as a reason. Rather, he cited financial integrity 

as a reason for maintaining revenues at the existing level.^ 

The silence in March, 1948 about inflation was perhaps the 

result of a growing concern that demand was slackening. Wilfred 

Lewis contends that several economic indicators were pointing to 

recession in the first quarter of 1948. Investment demand had weakened 

12. Economic Report of the President, January. 1948 (Washing
ton, D. C.: Government Printing Office, 1948), p. 5. 

13. U.S., Department of Treasury, Annual Report of the Secre
tary of the Treasury. Doc. No. 3157 (Washington, D. C.: Government 
Printing Office, 1948), p. 301. 

14. Ibid.. pp. 305-310. 
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and net exports were declining.The Senate Finance Committee, in 

hearings on the proposed tax cut, heard testimony predicting a recession 

in the near future. A. £. Holman noted that the Committee used the 

16 predicted recession as an argument for supporting the tax cut bill. 

During this same period, the Federal Reserve was still support

ing the Treasury's bond market. It reported in March that the System 

was "cooperating with the Treasury" in allowing interest rates to rise.l? 

This was an implied criticism of the necessity of supporting Treasury 

offerings and did not indicate the Federal Reserve's willingness to 

hold down interest rates if it were free to do so. Indeed, interest 

rates on government securities were quite low during the post-World 

War II years--a policy aimed at keeping the cost of the public debt low 

to the taxpayer.I® The Federal Reserve's obvious concern then was not 

with their ability to help implement the Employment Act prescriptions, 

but with the fact that they were relegated to a secondary or supporting 

role. At this time, therefore, the Federal Reserve System did not have 

a decisive part in dealing with inflation or recession. 

15. Wilfred Lewis, Jr., Federal Fiscal Policy in the Postwar 
Recessions (Washington, D. C,: Brookings Institution, 1962), p. 92. 

16. A. E. Holman, United States Fiscal Policy 1945-1947 
(London: Oxford University Press, 1961), pp. 91-92. 

17. Board of Governors of the Federal Reserve System, Federal 
Reserve Bulletin. March 1948, Vol. 34, No. 3 (Washington, D. C.: 
Government Printing Office, 1948), pp. 264-278. 

18. Clay J. Anderson, "Six Decades of Debt Management—Part 
III," Business Review. October, 1961 (Philadelphia: Department of 
Public Information, Federal Reserve Bank of Philadelphia, 1961), 
p. 5. 



The Administration was staunchly opposed to the Revenue Act of 

1948. Truman vetoed the Act as an inflationary measure. The House of 

Representatives for political and ideological reasons and the Senate, 

with some concern for a predicted recession, overrode the veto on 

April 2, 1948. The Revenue Act reduced individual income tax rates 

and raised personal exemptions from $500 to $600. Couples were allowed 

to split their incomes giving them a lower rate than single taxpayers. 

The loss in revenue to the federal government was estimated at $4.8 

billion.^ President Truman in his veto message to Congress argued 

that the nation's economy was extremely prosperous with evidence of the 

full employment of resources and labor. In such times he saw the duty 

of the federal government to produce a budget surplus and reduce the 

public debt rather than to reduce revenues and add to inflationary 

pressures.^® 

The case against lower taxes was not clear-cut, however. 

President Truman recommended an alternative reduction plan which he 

believed to be more equitable. Truman thus appeared as concerned with 

the kind of tax cut as with the cut itself. The President's plan did, 

however, have a recovery feature. He proposed a $40 per capita cost-

of-living tax credit as compensation to low income families for losses 

19. Congressional Quarterly Service, Congress and the Nation 
1945-1964 (Washington, D. C.: Congressional Quarterly Service, 
1965), p. 397. 

20. U.S., Congress, House, Veto Message of President Truman, 
80th Cong., 2d sess., Apr. 2, 1948, Congressional Record VIC. Part 3, 
4018-4019. 
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occasioned by inflation. This provision would add substantially to the 

inflation already feared by the Administration, but Truman's plan 

included an excess profits tax on corporations intended to recover the 

lost revenue. Cary Brown's analysis of this plan points out quite 

correctly that it would actually have an expansionary effect on the 

21 economy. * To add purchasing power at low income purchaser levels 

while taxing more from corporate earnings is in the spirit of Truman's 

well-known concern for the low-income wage earner, but it definitely is 

not neutral in its effect on demand. This is particularly true if, 

as the Administration argued, an excess profits tax would not reduce 

22 investment expenditures by the corporations. 

President Truman continued to fight inflation even as the 

economic slowdown in 1948 turned to recession. The January, 1949 

Economic Report of the President again stressed the "current problem of 

inflation," although claiming that inflation had been checked somewhat 

in 1948.23 One departure from the preoccupation with inflation can 

be noted. The President mentioned the need for long-term planning, and 

recognized the potential conflict between fighting inflation and 

recession: 

We should think and work with a reasonably long look ahead, 
not keeping our eyes just on the problems of the moment. 

21. E. Cary Brown, "Fiscal Policy in the Postwar Period," 
Postwar Economic Trends in the United States, ed. by Ralph E. Freeman 
(New York: Harper and Brothers, 1960), pp. 153-158. 

22. Ibid., p. 158. 

23. Economic Report of the President, January, 1949 (Washington, 
D. C.: Government Printing Office, 1949), pp. 1-9. 
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Our immediate tasks must be placed in the perspective of 
our long-range national objectives. While we must deal 
promptly with the problem of inflation, we must not 
unduly hold back undertakings that are needed to pre
serve and develop our employment opportunities and our 
productivity in later years. Policies needed to develop 
our resources and to prevent depression in the long-run must 
be reconciled with policies needed to curb inflation in the 
short-run. 

Yet the fight against inflation prevents us from under
taking these long-range programs with the speed and on a 
scale that would otherwise be desirable.^4 

President Truman's statements suggest two possibilities. First, 

his concern with future depression could mean that he felt that small 

slowdowns in the economy were not necessarily in conflict with the 

commitment of the Employment Act. This opinion would have been 

shared by many who believe that a certain amount of deflation was 

desirable, especially after a period of inflation. Indeed, the Chair

man of the C.E.A. expressed the idea that the economy might benefit 

25 from taking off some fat. It is also possible that Truman might 

have merely been trying to reconcile the conflict in the C.E.A.'s 

Annual Economic Review on which his message was based. The Council 

has said: 

Stabilization policy for the immediate future is 
still concerned mainly with restraining inflationary 
forces, breaking bottlenecks, and selectively adjusting 
the markets and prices of some commodities. Yet this 
report has designated some basic longer run maladjust
ments concealed under cover of the inflationary boom. 

24. Ibid., p. 8. 

25. Lewis, Federal Fiscal Policy in the Postwar Recessions, 
p. 107. 
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Since the war, increases in consumption have been limited 
by the very high demands of business for reconversion and 
modernization after the war, and by requirements for national 
defenses and foreign aid. Our analysis shows that over 
the ensuing years consumer income and expenditure should be 
increased both absolutely and relatively.26 

The C.E.A., in its economic analysis for the President, was 

apparently suggesting that the concern over inflation should be modified 

in favor of a regard for a growing base of effective demand. The 

significant factor to be recognized at this point is the hesitancy 

of the President and his economic advisors to perceive a recession 

although the nation's economy was well into one. Perception involves 

not only the economic problem of interpreting indicators predicting 

an oncoming recession, but also a political judgment of the effect 

of public acknowledgment by responsible public officials. If those 

who are supposed to examine the feedback from the economic system in 

order to respond with counter-cyclical fiscal policies refuse to admit 

that the Employment Act prescription is not being maintained, then 

there is little necessity for worry over the economic fine points of 

recession prediction. 

Although some hesitancy over the persistent government attack 

on inflation can be detected in the C.E.A. analysis, the President in 

his budget message to Congress was still firm in his resolution to 

carry on. In fact, Truman asked Congress to enact tax legislation which 

would raise federal revenues by $4 billion. This request was based 

26. Council of Economic Advisors, The Annual Economic Review. 
January. 1949. included in the Economic Report of the President. 
January. 1949. p. 74. 
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on the argument that the economy would continue at full employment while 

the government was operating under a deficit budget. It was his opinion 

that every attempt should be made to produce a budget surplus for 

fiscal 1950 in order to "provide a margin for contingencies to permit 

reduction of the public debt, to provide an adequate base for the 

future financing of our present commitments, and to reduce inflationary 

pressures. 

It is obvious that in 1949 the Secretary of the Treasury, 

John W. Snyder, did not understand the Treasury's role in achieving 

the Employment Act goals. In his testimony to the Joint Committee on 

the Economic Report in February, Secretary Snyder enunciated such pre-

Keynesian concepts as the virtue of a balanced budget, the necessity 

for debt reduction, the financial soundness of the federal government, 

28 and the importance of encouraging "thrift" among the citizenry. 

Snyder did indicate that his Department had a role to play in stabi

lizing the nation's economy, but nowhere did he say that stabilization 

should occur at the point of full employment. Instead he emphasized 

the soundness of the budget picture, particularly with regard to the 

"cash position of the Treasury, and the effect of our policy actions 

27. U.S., President, Budget Message, The Budget of the United 
States Government for the Fiscal Year Ending July 30, 1950 (Washington, 
D. C.: Government Printing Office, 1949), p. M5 

28. U.S., Congress, Joint Committee on the Economic Report, 
Hearings on the Economic Report of the President. 81st Cong., 1st Sess., 
pp. 145-175. (Hereafter referred to as Hearings, 1949.) 
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on the various classes of investors.His only reference to the 

effect of the Treasury's actions on the aggregate economy and employ

ment levels was that "economic stability at the present high levels 

of employment and production depends to a great degree on continued 

confidence in the Government's credit."30 

The major goal of the Treasury Department was to maintain the 

confidence of investors in government securities. 

The objective of sustaining the sound financial position 
of the United States Government has involved two separate 
lines of action. The first has been to develop a sound 
fiscal policy, which must be based on a revenue system 
that will not only meet the cost of prescribed Government 
functions, but which will also yield a surplus for a gradual 
retirement of the public debt. 

The second line of action has been to manage our public 
debt in such a way as not only to assure confidence in the 
Government's credit, but also to promote economic 
stability.31 

This policy may be good business but it has little relevance to the 

achievement and maintenance of full employment in the national economy. 

The President and his top economic advisors reflected an 

optimistic appraisal of the economy and employment long after the 1949 

recession had begun. The President and his advisors continued to 

stress control of the postwar inflation, fiscal responsibility, and 

the current need for an increase in taxes and ignored the signs point

ing to recession. It might be argued that the post-Keynesian and 

29. Ibid., p. 47. 

30. Ibid., p. 146. 

31* Idem 
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Employment Act implications for the role of the government during a 

recession were not well understood in 1949. The concepts were still 

quite new, and perhaps the principal decision-makers in the Adminis

tration should not be faulted for their lack of knowledge. After all, 

it was Keynes himself who, at the conclusion of the General Theory. 

foresaw a lag from theory to practice: 

...the ideas of economists and political philosophers, both 
when they are right and when they are wrong, are more power
ful than is commonly understood. Indeed the world is ruled 
by little else. Practical men, who believe themselves to 
be quite exempt from any intellectual influences, are 
usually the slaves of some defunct economist. Madmen in 
authority, who hear voices in the air, are distilling their 
frenzy from some academic scribbler of a few years back. 
1 am sure that the power of vested interests is vastly 
exaggerated compared with the gradual encroachment of ideas. 
Not, indeed, immediately, but after a certain inteval; 
for in the field of economic and political philosophy there 
are not many who are influenced by new theories after they 
are twenty-five or thirty years of age, so that the ideas 
which civil servants and politicians and even agitators 
apply to current events are not likely to be the newest. 
But, soon or late, it is ideas, not vested interests, which 
are dangerous for good or evil.32 

It is difficult actually to test the above proposition against 

the 1949 recession. Yet Keynes' statement would appear to be prophetic 

in this case and applicable to many others. Moreover, this may be one 

of the more difficult aspects of the appraisal process. When a major 

policy is enacted, those responsible for application and appraisal 

would not necessarily be standing on the same theoretical assumptions. 

If there were some agreement on descriptive theory of the system, it 

would probably reflect an earlier theory rather than the most contemporary. 

32. Keynes, The General Theory of Employment. Interest, and 
Money, pp. 383-384. 
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A similar argument might be applied to the behavior of Congress 

and the Joint Committee on the Economic Report in the early stages of 

the 1949 recession. The Joint Committee was quite willing to join the 

Administration in ignoring the recession signs. Perhaps "ignoring" 

is not quite accurate; rather the Joint Committee seemed determined, 

in its interpretation of the testimony that it heard, to be optimistic 

about the year 1949. The Committee reported: 

Careful consideration was given by various witnesses 
and by this Committee to all of the recent much-publicized 
declines in prices, and to various severe but localized 
soft spots. In no case were they regarded as symptomatic 
of depression.33 

It is true that the experts who had given testimony to the 

Committee were also cautiously optimistic. Generally they felt that 

the economy was experiencing a healthy readjustment. The Committee 

took courage from some of these expert appraisers and the unique 

interpretations for which prudent economists have become famous: 

The current price decline was accordingly picturesquely 
described by some of those who testified before the committee 
as a 'wiggle1 or an 'economic burp1, rather than an omen 
of depression or even of recession. In short, 1949 is 
probably going to be a boom year, perhaps not as high as 
1948 in dollar terms, but not lower than 1947.34 

An alternative to Keynes1 suggestion of a theory-practice lag 

was offered by one of the round table participants at the hearings. 

James G. Patton, President of the National Farmers Union and a principal 

33. U.S., Congress, Senate, Report of the Joint Committee on the 
Economic Report of the President, S. Rept. 88, 81st Cong., 1st Sess., 
1949, p. 6. 

34. Ibid., p. 7. 
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during the formation of the Employment Act of 1946, appeared somewhat 

disgusted by the apparently cavalier treatment accorded to various 

aggregate economic data. Patton"s appraisal of the Employment Act 

goals was something less than optimistic. He reasoned that the 

optimism of some members of the Committee and of the experts they 

heard was exhibited for psychological reasons. He argued that they 

were afraid to recognize weaknesses in the economy because of the 

possible impact on economic decision-makers. In other words, to 

predict a recession is to cause one. Or in Patton1s colorful rhetoric: 

"I have learned a lot of things here. I learned that the psychosomatic 

medicine men of economics are sure our economy is going to pieces if 

somebody gets~~S"cared. "^5 

This idea, which was not mentioned in the Joint Committee's 

report, is highly tenable. Economists do consider the psychological 

variable important, particularly as it relates to investment decisions. 

This poses something of a problem for government officials charged 

with applying and appraising the effects of economic policy. If their 

analysis and decisions are viewed as input for the economic system, 

then reluctance to recognize a recession and to recommend suitable 

counter-cyclical policy would follow. 

Mr. Patton did not hesitate to instruct the Committee on how 

to resolve this sensitive appraisal problem. Ignoring a possible 

psychological impact and refusing to view unemployment as a "wiggle" 

35. Joint Committee on the Economic Report, Hearings. 1949. 
p. 630. 
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or a "burp," Patton attempted to redirect the Committee's attention to 

the social values of the Employment Act: 

...some of the adjustments might have been healthy, if 
you want to talk about it in the strict economic sense. 
But believe you me, when you are out of a job, or when the 
price goes down on your corn, or what you produce with 
your labor, or something else happens, or if you are a 
small-business man and the economy begins to go out from 
under you and you have to lose your business, or if you 
are a veteran who has borrowed money, you do not feel 
very healthy about it.36 

Despite Patton's efforts the Joint Committee saw the economy 

as essentially strong and undergoing a healthy readjustment in prices. 

The recommendation to Congress would be to balance the budget, and 

in fact, to create some surplus for the retirement of public debt. 

Recognizing two ways to accomplish this policy—raising taxes or 

reducing expenditures—the majority report indicated that some savings 

could be realized through greater "economy and efficiency" in the 

government as suggested in the Hoover Commission reports. However, 

they also agreed that given the increasing pressure on government for 

programs, not enough could be saved and an increase in tax revenues 

would be needed. Additional revenues, they believed, should come from 

the upper income brackets and corporate profits which had been 

expanding rapidly since 1946.^7 

Indicative of the complex of values embodied in the Employment 

Act permitting various interpretations of the best means of 

36. Ibid.. p. 632. 

37. Report of the Joint Committee on the Economic Report of 
the President. 1949, pp. 1-14. 
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implementation is the rather strong minority report submitted by an 

old enemy of the Act, Senator Taft. The Republican minority generally 

disagreed with the President's belief that inflation was still the 

great danger and they took issue with the Joint Committee majority 

report that called for increased taxes on corporate profits. The 

minority did agree that the economy was in a prosperous period but 

charged the President with turning the Economic Report into a political 

propaganda piece in order to argue for greater executive power at the 

expense of Congress. The majority was accused of wanting to tax cor

porations who could not afford to pay and to create bigger government 

at the expense of freedom and liberty. The minority preferred a closer 

look at social welfare spending programs and a reduction in the budget 

OQ 
to provide a surplus for debt reduction. 

The Republican minority of Congress extended Senator Taft's 

economy theme into the legislative budget sessions that were to follow. 

The issues, as discussed in the Senate and House, were the traditional 

budget issues--Presidential control of the budgetary process and the 

need for more economy in the administrative agencies. A strategy was 

adopted to establish a general legislative budget through a Joint 

Committee on the Legislative Budget. This first line of defense failed, 

however, as the Joint Committee failed to meet the deadline for sub

mission of its report to Congress. It might be noted at this point 

that Congress would be essentially ineffective in an attempt to legis

late fiscal policy along the lines suggested by the Employment Act, so 

38. Ibid., pp. 1-20. 
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long as it lacked aggregate budgetary control. The announced intention 

was short of this goal, however, as the total concern at this time was 

to redress the imbalance of budget power between Congress and President. 

Unable to gain control of the aggregate budget in this session, 

Republican leaders in Congress offered a series of amendments to 

appropriations bills which directed agencies to cut back their expendi

tures by five percent. This also failed in general, but they were 

successful in holding appropriations $1 billion below the administra

tion's request for fiscal 1950.^9 

During the traditional struggle over the budget, the national 

economy had moved into the depths of the recession. The failure to 

reduce expenditures substantially undoubtedly helped to keep the 1949 

recession a mild one. Falling tax revenues were allowed to operate 

as an automatic stabilizer producing a deficit of almost $2 billion 

in fiscal 1949 and over $3 billion for fiscal 1950. Congressional 

fiscal policy then was relatively neutral in the 1949 recession and 

the most that can be said for it is that the threatened cut in expendi

tures did not materialize. Of greater importance was the Congressional 

activity in monetary policy. In 1949 Congress had given the Federal 

Reserve Board the authority to extend controls over consumer install

ment credit and to increase the reserve requirement for member banks. 

If this authority were to extend beyond June 30, 1949, Congress would 

have had to act in the 1949 session. The Senate Banking Committee 

39. Congressional Quarterly Service, Federal Economic Policy 
1945-1965. pp. 33-34. 
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held hearings on extending the bill but failed to report any findings 

to Congress, allowing the restrictive authority to die in 1949.^ 

The Open Market Committee of the Federal Reserve Board took 

the lead in mid-1949 by directing its activities to the general 

economic situation rather than merely supporting the Treasury offerings. 

Monetary policies were generally made less restrictive in this same 

4 41 
period. 

Summary 

The Federal Reserve Board, anxious to be relieved of 

Congressional authority and continually having to support Treasury 

policy, did act to alleviate the tight money situation in the 1949 

recession although the action came late. 

Congress and the committee directly related to the implementa

tion of the Employment Act, the Joint Committee on the Economic Report, 

followed a confusing pattern during this first critical test of the 

Employment Act. It appeared early in 1949 that the Joint Committee 

might prove to be an effective agent of appraisal of the economy in 

relation to the Employment Act. Either from a lack of understanding 

of its role or because of a compelling desire to be optimistic or 

simply from the momentum of conventional wisdom and traditional budget 

politics, the Joint Committee and Congress generally failed to appraise 

40. Idem 

41. Board of Governors of the Federal Reserve System, Federal 
Reserve Bulletin. July, 1949, Vol. 35, No. 7 (Washington, D. C.: 
Government Printing Office, 1949), pp. 775-776. 
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the feedback from the system and ignored the mandate of the Employment 

Act. Ultimately the Committee and Congress split along party lines 

and the budget deliberations were of a traditional, pre-Employment 

Act nature. 

The President and Council of Economic Advisors were loathe 

to recognize or admit to the possibility of a recession. The most 

probable reason was the persistent belief that inflation would neces

sarily be the nation's postwar problem. President Truman seemed 

particularly obsessed with this notion. It could also be argued that 

the President was unaware of the requirements of the new economics as 

applied to government and the economic system. The confusing combi

nation of taxing proposals that he made to Congress during the period 

would support this view. 

In defense of the Administration and the Joint Committee on the 

Economic Report, measurement techniques and the resulting ability to 

predict economic cycles were not so sophisticated in 1949 as to make 

the exact application of the Employment Act an easy matter. Fragmen

tation of agencies and functions also made any systematic appraisal 

of the economy and unified implementation of economic policy an 

improbable task. The sheer number of agencies involved and the existence 

of their functions led to conflict over their new function of implement

ing the Employment Act. The Secretary of the Treasury viewed the 

Treasury's function as one of maintaining economy of government opera

tion, not one of maintaining a full employment economy. This led to 

conflict with the Federal Reserve as Treasury felt that the open 

market operations of the Federal Reserve should function to support 
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the Treasury'8 bond offerings. This would mean, and did in 1949, that 

the Federal Reserve would be keeping interest rates low in inflation 

and high in recession--the antithesis of its expected behavior in 

relation to full employment. The Board of Governors of the Federal 

Reserve System wished to produce salutory credit and interest conditions 

for the business community. 

Appraisal of the economy and implementation of the goal of 

full employment at relatively stable prices would require integrated 

control of taxing, spending, credit availability, interest rates, and 

debt management. Because these policy areas were divided between 

Congress, the President, and major agencies of the Administration-- each 

having differing and conflicting concepts of their functions--unified 

government action under the mandate of the Employment Act would seem 

improbable. 

Post Script to the 1949 Recession 

During the depths of the 1949 recession, President Truman 

issued a cautious recognition of an existing recession though the 

word "recession" was carefully avoided. Instead Truman referred to 

"a moderate downward trend, and an "abatement of postwar inflation

ary forces."^ The President did, however, recommend policies to 

42. Midyear F.genomic Report of the President. July« 1949 
(Washington, D. C.: Government Printing Office, 1949), p. 3. 

43. Ibid., p. 1. 
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Congress which were mildly counter-recessionary: expansion of 

unemployment benefits, a slight Increase In public works spending and 

planning, and farm Income supports.^ 

The general thesis of the President's report Is one of cautious 

response to an end of the postwar prosperity and the beginning of 

planning for projects that would have an expansionary effect on demand 

in case the economic situation should worsen. A similar appraisal 

issued from the Council of Economic Advisor's report from which Truman 

was making his report. The Council reminded the President of the 

Employment Act prescription for the national economy and proceeded to 

recommend the use of fiscal policy to supplement effective demand. 

It is important that Government agencies, both executive 
and legislative, re-examine and reshape policy in the light 
of the situations which have been developing during the 
first half of this year and are in broad outline forseeable 
as to the second half. We have learned through bitter 
experience that a little recession may lead into a big 
depression before we find the road to renewed prosperity 
and this experience dictates the timely and preventive 
use of public policy to supplement the efforts of private 
enterprise. 

It is apparent that the Administration in its appraisal of the 

economy at midyear 1949 was still not willing to admit to a dis

crepancy between the state of affairs prescribed in the Employment Act 

and what actually existed in July of 1949. And yet, President Truman 

did urge Congress to adopt policies that were in line with the 

44. Ibid., pp. 3-4. 

45. Council of Economic Advisors, The Economic Situation at 
Midyear. 1949, in the Midyear Economic Report of the President. July. 
1949. p. 11. 
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Implications of the Employment Act. Of singular importance to the 

function of appraisal was the support of a planned deficit budget by 

President Truman who normally expressed the desirability of balanced 

budgets. This support took the form of a defense of the deficit 

budget that the Administration had already asked for.^ It might be, 

therefore, that the President was more interested in defending some

thing that the Administration was on record as in support of, than 

in the necessity of deficit spending in recession periods. Public 

support of an unbalanced budget is an important step in appraisal of 

the economy and recognition of needed fiscal policy measures. 

46. President Truman in a radio address 
Federal Fiscal Policy in the Postwar Recessions. 

as cited in Lewis, 
p. 117. 



CHAPTER VII 

THE EARLY EISENHOWER YEARS 

The years 1952 to 1960 witnessed two periods of unemployment, 

the development of chronic inflation, and the appearance of a phenomenon 

which might be labeled "semistagnation." The continuing question 

is, how did the federal government respond to these aberrations in view 

of the goals enumerated in the Employment Act of 1946? 

The 1949 recession was largely ignored by those in government 

who might have fulfilled the function of appraisal. The inactivity 

of Congress coupled with the Administration's delayed recognition of 

the situation allowed the recession to run its course almost as if 

the Employment Act had not become law. The Joint Economic Committee 

and the Council of Economic Advisors had, however, expressed some 

concern over the performance of the economy in relation to stated 

goals. In retrospect, "the 1949 recession was relatively mild and 

attention was shifted to budgeting for the Korean War. The recovery 

was long and substantial, peaking finally in July 1953. 

A major event of this period should be noted before moving to 

a consideration of the events of 1952-1960. As mentioned before, the 

action of the Federal Reserve Board had been limited to facilitating 

the Treasury's task of borrowing money and funding the debt. This 

1. Hansen, The Postwar American Economy, p. 5. 

158 



159 

limitation was a major irritant to the Board of Governors who wished a 

free hand to carry out monetary policy. The Joint Economic Committee 

had for some time supported the Federal Reserve in its desire to 

abdicate its auxiliary role. The Joint Committee's position was that 

the Federal Reserve System was compeled to loosen credit and lower 

interest rates at just the wrong time in reference to the business 

cycle even though these actions did help the Treasury in funding the 

debt. 

In 1951, the Joint Committee appraised the performance of the 

economy and the role of monetary policy in stabilization during the 

postwar years, and concluded that the Federal Reserve Board had been 

prevented from implementing a needed anti-inflationary policy because 

of its commitment to help the Treasury in debt management. The Com

mittee was still assuming that the major problem in the period follow

ing the Employment Act was inflation and the Federal Reserve should 

have been free to use restrictive monetary controls. Although the 

concept was never voiced, it might be inferred from the Committee's 

report that in recession the Federal Reserve should be free to loosen 

its requirements. The Joint Committee recognized the dilemma inherent 

in combining the functions of funding the debt and setting monetary 

policy. After the 1951 hearings, however, they concluded along with 

a member of the Federal Reserve Board that: "The only way to stop 

2. U.S., Congress, Senate, Report of the Joint Committee on the 
Economic Report of the President. S. Rept. 210, 82d Cong., 1st Sess., 
1951, pp. 36-46. 
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access to Federal Reserve funds is by withdrawing Federal Reserve 

support from the Government securities market and penalizing borrow

ing by the" member banks from the Federal Reserve Banks."^ 

President Truman continued to support the Treasury in its 

insistence that the Federal Reserve's major function was to help peg 

bond prices for the Treasury. Truman recommended that Congress 

increase the power of the Federal Reserve Board in the area of reserve 

requirements but allowed the policy of Treasury support to remain 

unchanged. In 1951, Truman asked Congress to strengthen price con

trols under the aegis of the Office of Price Stabilization as a 

means to control inflation—the major problem as he saw it.^ The 

President was not willing to conceive of the Federal Reserve Board as 

a desirable agent for the implementation of the Employment Act goals. 

The President's Council of Economic Advisors provided the 

rationale for this position arguing that the Federal Reserve System 

should concern itself with facilitating the Treasury's job of debt 

management. The C.E.A. continued to argue that the Federal Reserve 

System could also lessen the pressures of inflation through increased 

reserve requirements and selective credit controls.John D. Clark, 

3. Ibid., p. 40. 

4. Economic Report of the President. January. 1952. (Washing
ton, D. C.: Government Printing Office, 1952), pp. 22-23. 

5. Council of Economic Advisors, The Annual Economic Review, 
January 1952. included in the Economic Report of the President. January. 
1952. pp. 141-142. 
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in his explanation of the Council's position, referred directly to the 

feud that had developed between the C.E.A. and Joint Economic Committee: 

Early in 1950, the Douglas Committee regretfully commented 
that 'Our monetary history gives little indication as to 
how effectively we can expect appropriate and vigorous 
monetary policies to promote stability, for we have never 
really tried them.1 This is not quite accurate. 

Clark reviewed periods when a vigorously restrictive monetary policy 

had resulted in disaster. The effect of a tight money policy, he 

argued, was to stop inflation by stopping prosperity.^ 

The conflict between the Congressional and Administrative 

agencies most directly related to the Employment Act now becomes 

clear. The Board of Governors wished to have the authority to manage 

and stabilize the supply of credit and interest rates. The Council 

of Economic Advisors would not resist expansionary monetary policy but 

were definitely opposed to a restrictive policy which could produce 

consequences detrimental to the level of economic activity. It is 

implicit in the arguments advanced that the Council feared that the 

Board of Governors was mainly interested in tight money. The Joint 

Economic Committee had a different concept. They wanted the Federal 

Reserve to be free to expand and contract credit in response to 

recession and inflation. 

The resolution of this conflict is manifest in the now famous 

Treasury-Federal Reserve accord of 1951. President Truman met with 

the Board of Governors of the Federal Reserve System early in 1951, 

6. Ibid., p. 142. 

7. Ibid., p. 143. 
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but no agreement was reached. His next step was to order both parties 

to reach some agreement as to the function of the Federal Reserve. On 

March 4, 1951, Treasury Secretary Snyder and Chairman McCabe announced 

that they had reached a full accord.** The details of the accord still 

left a final resolution in doubt but after this the Federal Reserve 

System no longer supported the Treasury's bond offerings. 

The independent Board of Governors of the Federal Reserve 

System, supported by Senator Paul Douglas and the Joint Economic 

Committee, had won a substantial victory. Much to the dismay of the 

President's Council of Economic Advisors, the Federal Reserve could now 

have an impact on the implementation of the Employment Act. Nor was 

this decision well received by a substantial portion of professional 

economists. Edward S. Shaw relates in a typical analysis of the 

event: 

The Board's fight for repossession of the monetary system 
was not won until 1951. The foot shackled since 1936-
1937 was freed and instinctively stepped on the monetary 
brakes again. The ensuing screech of complaint in the 
security markets, in the Spring of 1953, still echoes in 
our ears.9 

The members of the Council of Economic Advisors and other professional 

economists suspected, with considerable evidence, that the Board of 

Governors of the Federal Reserve System desired to be independent not 

8. Congressional Quarterly Service, Federal Economic Policy 
1945-1965. p. 38. 

9. Edward S. Shaw, "Money Supply and Stable Economic Growth," 
United States Monetary Policy: Its Contribution to Prosperity Without 
Inflation, ed. by Neil Jacoby for the American Assembly (New York: 
Columbia University Press, 1958), p. 38. 
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so much for monetary stabilization, but to bolster tight money and 

high interest rates regardless of the level of economic activity. The 

C.E.A. apparently thought that if the Federal Reserve was tied to 

the Treasury's debt management functions, it would not be in a position 

to slow economic growth by maintaining a tight money policy. 

The Transition Between Administrations 

It might be instructive to compare the attitudes of President 

Harry Truman and newly elected President Eisenhower towards the 

implementation of the Employment Act. 

In his last Economic Report to Congress, President Truman 

departed from his earlier behavior and included a frank appraisal of 

the national economy since 1946.*® His methodical appraisal of the 

state of the economy vis-a-vis the Employment Act is significant. If 

it appeared that Truman was somewhat confused about or did not take too 

seriously the major prescriptions of the Employment Act when his 

Administration was challenged by the 1949 recession, there was no 

hesitation in his last major economic statement to Congress. He was 

resolute in defining the purpose of the Act as a rejection of the idea 

that people must suffer the consequences of uncontrolled natural 

economic forces. As to the positive purposes which the federal 

government should provide, Truman listed: 

First, it is the purpose of the Act to achieve, within 
the Congress and the Executive Branch, and also between 

10. Economic Report of the President. January. 1953 (Washing
ton, D. C.: Government Printing Office, 1953), pp. 8-14. 
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private enterprise and all levels of government, better 
economic policy coordination. 

Second, it is the purpose of the Employment Act--the one most 
widely recognized at the time of its passage—to prevent 
depressions.. 

It was undoubtedly learned, after seven years of experience, that this 

final purpose was attainable through a vigorous prosecution of govern

ment policy. 

Third, the Employment Act had still another clear purpose 
even more profound and challenging than those of improv
ing economic policy coordination and preventing depressions. 
It is one which carried beyond the essentially negative and 
intermittent objective of counteracting slumps. It is 
the positive resolution of a great people, not simply to 
avoid pitfalls, but to maintain as a matter of continuing 
policy a full, bountiful, and growing economy, for them
selves, for their children, and as a standard and inspira
tion toward the freedom and welfare of all peoples—and 
to do this in full peace no less than in limited war. 2 

A lengthy appraisal of the performance of the economy and 

of government economic policy followed. And finally, he made a plea 

to the new Administration to profit by his experience with the 

Employment Act. 

None of us—regardless of party—should let the idea of 
full employment degenerate into a slogan bandied about for 
narrow political advantage. Like freedom, it needs to be 
guarded zealously and translated into action on a continuing 
basis. Moreover, if we fail in this, our very freedom may 
be placed in jeopardy.13 

11. Ibid.. pp. 9-10. 

12. Ibid., pp. 10-11. 

13. Ibid.. p. 15. 
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No longer forced to seek office or to placate Congress, 

President Truman could make clear the importance of the Employment 

Act and the continuing need for appraisal. 

The New Administration 

The new President announced his intentions in his first 

Economic Report to Congress: 

Our economic goal is an increasing national income, 
shared equitably among those who contribute to its growth, 
and realized in dollars of stable buying power.^ 

The emphasis on full employment and the rather lengthy recitation of 

experience under the Employment Act by Truman and his C.E.A. was 

intended to serve as a base of accumulated knowledge for the new 

Administration. Eisenhower and his economic advisors did not accept 

the advice. The new Administration in its first economic report was 

cautious and concerned with cutting government expenditures, balancing 

the budget, fostering savings, encouraging the free enterprise system, 

and maintaining price stability—all reminiscent of the first economic 

reports just after 1946.^ 

It should be noted that at the time of President Eisenhower's 

1954 economic message to Congress, the Korean Truce had been signed 

and a reduction in defense spending would be possible. Eisenhower and 

his Secretary of the Treasury saw this as an opportunity to bring the 

budget into balance. President Truman's budget for fiscal 1954 had 

14. Economic Report of the President. January. 1954 (Washing
ton, D. C.: Government Printing Office, 1954), p. 2. 

15. Ibid.. p. 8. 
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projected a deficit of $9.9 billion. Eisenhower announced that as the 

first order of business his Administration would reduce federal spend

ing and eliminate the deficit. Eisenhower revised the 1954 fiscal 

budget and was able to trim $8.5 billion. The Eighty-third Congress 

made additional cuts of $4.6 billion. There would be no immediate 

effect, however, so Eisenhower asked for an extension in the excess 

profits tax (due to expire June 30) and dropped his earlier plans for 

a reduction in individual income tax rates.^ Secretary Humphrey 

explained that taxes would be cut as expenditures were curtailed so 

that a balanced budget would be realized in the near future.^ 

Generally, then, in the first half of 1953, Eisenhower was 

keeping faith with his earlier campaign promises: the pursuit of 

economy and efficiency in government and the exercise of fiscal 

responsibility—meaning a balanced budget. These fiscal values were 

e xpounded without regard to the goal of full employment. 

In June of 1953, for the second time since the enactment of 

the Employment Act, the signs of a recession were unmistakable. The 

President and the C.E.A. in the January 1954 Economic Report exhibited 

surprise and concern in analyzing the economic data of the second half 

of 1953. They wanted to say that the anti-inflationary measures in 

the first half of 1953 were successful in slowing down the inflation. 

The Report emphasized that the President recommended and obtained 

16. Congressional Quarterly Service, Federal Economic Policy 
1945-1965. p. 40. 

17. Lewis, Federal Fiscal Policy in the Postwar Recessions, 
p. 137. 
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from Congress an extension of the excess-profits tax. In defending 

this policy, It was argued that: 

Although this tax was Injurious to enterprise and hurtful 
to new tLrms trying to grow, it seemed imprudent to cut 
taxes at a time when the Government was operating at a 
deficit and when there was still a latent danger of 
inflation. 

This would seem to indicate that the new Administration would opt 

to fight inflation, even when it was "latent," rather than follow 

a course which would further stimulate production and lessen declines 

in employment. 

Anxious to avoid any criticism which would suggest that the 

recession was brought on by the Administration's restrictive fiscal 

policy, the President and the C.E.A. pointed to the early 1953 

restrictive monetary policies of the Federal Reserve Board. 

The restrictive monetary and debt management policies pursued 

in the early months of the year had, however, a greater effect than 

was generally expected. This implicit umbrella of criticism covers 

the Treasury's function of debt management which, under Secretary 

Humphrey, was a program of lengthening the debt at higher interest 

rates. The early months of 1953 saw a new thirty-year Treasury issue 

at 33$, generally higher yields on government securities, and a rise 

in the maximum interest rates on FHA and VA mortgages to 4%%. The 

President's advisors asserted that: 

...all these developments, combined with neutrality on 
the part of the Federal Reserve authorities, were new 
and startling to many bankers, mortgage lenders, and 

18. Economic Report of the President. January. 1954. p. 50. 
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businessmen who, while gravely fearing inflation and 
wishing to see it curbed, apparently underestimated the 
practical adjustments that its containment would require. 

Statements such as this would seem to put the President and 

C.E.A. on record as favoring a slowdown or slight recession as a 

"practical adjustment" in the economy to remedy inflation. 

After admitting that these actions had played a part in 

creating the 1953-54 "adjustment," the Economic Report is laudatory 

of the Federal Reserve Board's quick reversal of policy in the middle 

of 1953. The Open Market Committee increased available bank reserves 

by buying government securities, and on June 24, the Board announced 

a reduction in reserve requirements to ease credit availability. 

The authors of the Economic Report were exceptionally im

pressed with the quickness of response on the part of the Federal 

Reserve System. The President and C.E.A. perceived their role 

vis-a-vis the Federal Reserve as one of interested observers of an 

independent agency. Apparently, it is accurate to view decision

making in the Reserve System at that time as truly independent of any 

other agency making economic policy. Indeed, President Eisenhower 

stated on numerous occasions that he was a strong defender of the 

independence of the Board of Governors.20 

While the C.E.A. was impressed with the flexibility of monetary 

policy, the Council was concerned about the ability of the government 

19. Idem 

20. Seymour E. Harris, The Economics of the Political Parties 
(New York: The Macmillan Co., 1962), pp. 106-113. 
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to use fiscal policy effectively as a counter-cyclical device. A 

crucial problem in the use of fiscal policy for Eisenhower's Adminis

tration is evident in the conflicting values held by individuals in 

the Administration. 

President Eisenhower made a number of statements and policy 

moves which make it difficult to identify where he stood in reference 

to the Employment Act goals. His reorganization of the Council of 

Economic Advisors, the establishment of an Advisory Board on Economic 

Growth and Stability, and the provision for an Auxiliary Staff Commit

tee to aid the Advisory Board are indications that he intended to 

bring about more coordination of economic policy within the Adminis-

tration. Although the recession was not officially recognized by the 

Administration, in September 1953 Eisenhower also established inter

agency task forces "for an intensive study of measures to promote the 

stability and growth of our economy and specific economic programs 

and policies to be pursued in the event of a general slowing down of 

economic activity.It might be argued that by the third quarter of 

1953 what was needed was action rather than more economic study groups. 

Still the establishment of "task forces" to study the possibility of 

a decline in the economy is some indication that Eisenhower would act 

to maintain full employment. A strong and conflicting value, as 

reported above, was the general desirability of reduced government 

expenditures and, eventually, the maintenance of a balanced budget. 

These two goals were becoming more incompatible as 1953 wore on. 

21. Economic Report of the President. January. 1954. p. 123. 
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Still, President Eisenhower continued to pursue the conflicting policies 

into 1954. The President's Economic Report in January 1954 reported 

with some pride the fact that expenditures had been reduced considerably: 

This curtailment of expenditures, combined with higher 
receipts, has brought the Federal Budget within sight of 
balance. The budget deficit, which reached the discon
certing magnitude of $9.4 billion in the fiscal year 1953, 
is now estimated at $3.3 billion for the fiscal year 1954. 
The effort to reduce the scale of governmental expenditure, 
and with it receipts from taxation, will be continued in the 
months and years ahead, through the precise rate of both the 
one and the other may need to be varied according to general 
economic conditions and the state of our international 
relations.22 

President Eisenhower's seeming indecision was, no doubt, 

deepened by the firmer, differing views of some of his major advisors. 

Secretary of the Treasury Humphrey was adamant concerning the necessity 

of reducing government expenditures, achieving a balanced budget, and 

strengthening private enterprise by lowering taxes for businesses 

and individuals. Secretary Humphrey's views on economic policy are 

probably better known than those of any other Presidential cabinet 

member since 1946. It is impossible to calculate exactly how influ

ential Humphrey was with Eisenhower relative to other advisors, but 

no 
the fact that he exerted considerable influence is indisputable." 

Humphrey's pressure on the Administration for smaller budgets, 

reduced taxes, and balanced budgets became public knowledge shortly 

after the 1953-54 recession. On one occasion he openly attacked the 

22. Ibid., p. 56. 

23. Harris, The Economics of the Political Parties, pp. 9-11. 
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executive budget which he must have had a hand in preparing originally. 

He announced that the government's tax revenue was high enough to 

produce a devasting depression.^ 

Secretary Humphrey also apparently had disputes over policy 

with William McChesney Martin, Chairman of the Board of the Federal 

Reserve System. In 1955 and 1956, the Federal Reserve had followed a 

policy of highly restrictive monetary policy in its open market opera

tions and discount rate adjustments. Secretary Humphrey was obviously 

not opposed to relatively high interest rates on long-term government 

bonds but did take issue with the Federal Reserve when it tightened 

credit on short-term notes. Dr. Arthur Burns also argued with Federal 

Reserve authorities concerning their tight money policy believing that 

they had gone far enough with their earlier restrictive measures. 

The conflict over monetary policy in the Administration was 

public knowledge in May and April of 1956. The New York Times 

reported a Presidential press conference which covered the dispute and 

the resolution by President Eisenhower that: 

The Federal Reserve Board is set up as a separate agency 
of Government. It is not under the authority of the Presi
dent, and I really personally believe it would be a mistake 
to make it definitely and directly responsible to the 
political head of state.25 

24. Ibid.. p. 111. 

25. The New York Times article of April 26, 1956 was reprinted 
in full in: U.S., Congress, Joint Economic Committee, Conflicting 
Official Views on Monetary Policy. Hearings before the Subcommittee 
on Economic Stabilization, 84th Cong., 2d Sess., 1956 (Washington, 
D. C.: Government Printing Office, 1956), p. 55. 
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The first Eisenhower Administration witnessed enormously 

debilitating conflict over both the substance and procedure of monetary 

policy. The most significant feature of the substantive conflict is 

the conclusion that the differing, conflicting values being urged were 

not necessarily related to the Employment Act. In fact, Chairman 

Martin and Secretary Humphrey held what might most accurately be 

described as conflicting pre-Keynesian, pre-Employment Act views. 

Chairman of the C.E.A. Arthur Burns might have been committed to the 

implementation of Employment Act goals, but he was obviously not as 

forceful or vocal as Martin and Humphrey. As shown above, Chairman 

Burns seemed concerned with the recession in spite of the more sanguine 

term "post-Korean War adjustment" used in the Economic Report. Where 

other advisors were firm in supporting their preferred policy alterna

tives, Burns normally counseled caution. 

The procedural conflict revolved around the automony of the 

Federal Reserve System. The Federal Reserve had enjoyed independence 

from the Administration since the accord in 1951 and missed few 

opportunities to remind members of the Administration and Congress of 

this fact. It is apparent, however, that Secretary Humphrey and Chair

man Burns wished to integrate Federal Reserve policy with that of the 

Administration. President Eisenhower, although not so certain on the 

substantive issues, did join Chairman of the Reserve Board Martin in 

supporting independence. 

There existed, therefore, a rather confusing pattern of 

positions. If monetary policy is to be used effectively in the 
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implementation of Employment Act goals, it would have to be integrated 

with the Administration's fiscal policies. The Secretary of the 

Treasury favored the Administration's control of monetary policy but 

not necessarily because of the Employment Act. Chairman Martin favored 

independence for the purpose of restraining inflation as a continuing 

policy. President Eisenhower upheld the policy of independence thus 

making the achievement of the multiple Employment Act goals awkward at 

best. C.E.A. Chairman Burns, with the task of advising the President 

on the attainment of full employment as well as stable prices, was 

somewhat concerned with the rise of unemployment in 1953 and 1954 and 

apparently opposed to complete independence for the Federal Reserve 

System. 

The J.E.C. and the 1953-54 Recession 

If it is accurate to view the new Administration's response 

to the 1953-54 recession as generally similar to the former Adminis

tration's response to the first recession after 1946, the same cannot 

be said of the Joint Economic Committee. 

Truman's reluctance to admit that the nation's economy was 

in fact in a recession was modified by Eisenhower in that he preferred 

to interpret it as a necessary adjustment in the economy. Both 

Administrations utilized their discretionary fiscal tools with uncer

tainty due largely to varied interpretations of the requirements of the 

Employment Act based, in turn, on differing values. In short, there 

was no continuity from Truman's to Eisenhower's Administration in the 
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appraisal and implementation of economic policy according to the 

Employment Act of 1946. 

The Joint Economic Committee's subcommittees and professional 

staff were in continuous operation as the 1953-54 recession approached. 

An impressive amount of economic intelligence was accumulated through 

- hearings and special staff studies for the purpose of better under

standing of the economy and better implementation of the Employment 

Act. 

One of the more significant of these studies was an appraisal 

of government policy from the 1949 recession through 1952.^ The Joint 

Committee instructed the professional staff to study the causes of and 

the recovery from the 1949 recession in relation to government policy 

so that future economic policy could better implement Employment Act 

prescriptions. Moreover, a staff study on the "Possible Economic 

Consequences of a Korean Truce" was prepared.^7 The idea was, quite 

logically, to forestall a potential recession resulting from reduced 

military expenditures. An understanding of the feedback from the 

economic system after the application or misapplication of government 

policy should allow for more effective action in the future. 

Even more significant for the function of appraisal was the 

Joint Committee's assigning the preparation of a projection of produc

tion and employment levels necessary "to carry out the 'maximum' 

26. U.S., Congress, House, Report of the Joint Committee on 
the Economic Report of the President with Supplemental Views. H. 
Rept. 1256, 83rd Cong., 2d Sess., 1954, pp. 78-93. 

27. Ibid.. pp. 94-96. 
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employment and production objectives of the Employment Act.u28 The 

failure of the President's report to include such projections incurred 

J.E.C. displeasure. 

The Committee's economic staff compiled an impressive amount 

of economic data, including numerous economic studies solicited by the 

J.E.C. in the February hearings, as well as their own study of the 1953 

economy. The sole concern of the Staff and Committee was the deter

mination of the most probable level of effective demand for the ensuing 

eighteen month period, assuming the government's contribution to be 

that recommended by the President's Economic Report. 

It was reported to the J.E.C. and reprinted in the Committee 

report to Congress that: 

...the projections indicate the possibility of inadequate 
total demand amounting to $2 billion in fiscal 1954 and 
$13 billion in fiscal 1955. If this interpretation of 
public and private programs is in the correct order of 
magnitude, for the first time in several years these 
programs add up to less demand than the economy can satisfy 
at 'maximum' levels of employment and production. ^ 

Then, to show that these deficiencies were conservative estimates 

they relied on an old friend of the congressional committee--the 

outside expert. Many of the most respected economists in the country 

who appeared before the J.E.C. in February produced testimony indi

cating a much larger demand deficiency than did the staff projections. 

Alvin Hansen, for instance, testified that effective demand in 1954 

would fall some $17 billion short for 1955 unless the government 

28. Ibid., pp. 43-60. 

29. Ibid., p. 59. 
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enacted policy to prevent it. When Hansen testified on February 18, 

1954 it was too late to do much about the current recession which was 

already several months old. He indicated in his testimony that: 

...it will not be easy to reach this goal, and I suggest 
that it takes a good deal more than is envisaged in the 
economic report. At best, we shall certainly not reach our 
goals each single year. That is just not possible. For 
1954, it is already too late. But we could make a sub
stantial recovery even now and then move on to our full 
potential in 1955.30 

To suggest that full production and employment cannot be 

reached each year is unnecessarily pessimistic. If the proper poli

cies are followed pursuant to the Employment Act, these goals are 

realistic: unless Hansen was implicitly referring to political 

difficulties in enacting the proper policies. The main point, however, 

is that counter-cyclical policy had not been utilized although the 

1953-54 recession was well advanced. It was obviously too late to do 

anything other than to provide for a good recovery. Gerhard Colm 

and Edwin Nourse substantially supported these points in the February 

"j-i 
hearings. 

Even after these rather gloomy predictions of the economy for 

1954 and 1955, the general recommendations of the J.E.C. were somewhat 

cautious. They did go beyond the proposals in Eisenhower's Economic 

Report, especially in the area of tax policy. The Committee suggested 

the use of accelerated depreciation for business as a flexible counter

cyclical device. In general, however, the final J.E.C. report called 

30. Ibid.. p. 60. 

31. Idem 
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for more studies of the economy and flexibility in public works 

planning and taxation. 

The fact that the J»E,C. recommended more anti-recession policy 

than the Administration but less than what the economy demanded 

represents a compromise between the widely differing views of two 

parties as represented on the committee. The Democratic minority 

members issued a long, scathing analysis of the President's Economic 

Report in several separate reports.-̂  They included a reminder of the 

goals of the Employment Act and the fact that the economy was in a 

serious recession. The main thesis of the reports was that the 

President and Congress should move quickly to prepare public works 

programs, review monetary policies, modernize the unemployment 

compensation program, and particularly to cut taxes: 

A. We advocate an immediate increase of mass purchasing 
power by increasing the personal income tax exemption from 
$600 (current) to $800. This suggestion, a modest one, 
would immediately release, on an annual basis, $4.5 billion 
of consumer purchasing power into the markets and help to 
restore employment and production. 

B. We advocate a drastic reduction of all excise taxes on 
necessities and semiluxuries to increase the purchasing 
power of the consumer's dollar.^ 

The party split"that developed in the J.E.C. was carried over 

to the floor of Congress. When Democratic Senator Paul Douglas brought 

his arguments supporting an immediate tax cut into the Senate, he and 

32. Ibid., pp. 18-34. 1 

33. Ibid., p. 20. 
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other Democrats who supported him were referred to as "prophets of doom 

and gloom." In an address to the nation on March 15, 1954, President 

Eisenhower announced that "economic conditions do not call for an 

emergency program that would justify larger federal deficits and further 

inflation through large additional tax reductions at this time."^ 

As it turned out, this statement by the President provided 

the rationale for Congressional inactivity in the face of the worsening 

1953-54 recession. Congress generally approved the Administration's 

trimming only $2.6 billion from the appropriations request of $57 

billion and cutting excise taxes by $1 billion.^5 

Economic policies as finally enacted by Congress and signed 

by the President had little relationship to the recession. Most of 

the significant alterations in spending and taxing occurred as a 

result of the Korean truce. The $11 billion reduction in federal 

spending was the result of cutbacks in the defense budget. The reduc

tion of individual income tax rates and the excess profits tax in 1954 

had been programmed at the beginning of Eisenhower's Administration 

when there was no hint of a recession. The tax cuts did, of course, 

soften the recession and, more definitely, aid in recovery but they 

came into effect after the reductions in spending—too late to alleviate 

falling demand. The total result of fiscal policy in 1954 was a 

34. Congressional Quarterly Service, Federal Economic Policy 
1945-1965. p. 42. 

35. Idem 
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smaller deficit than before the recession. This was, as Wilfred Lewis 

put it, "a dubious accomplishment, unique among postwar recessions. 

The experience of the 1949 recession seemed to make little 

difference in the government's response to the 1953-54 recession. 

President Eisenhower did not build on the accumulated experience 

offered by President Truman in his last Economic Report. The reason 

that appraisal and perfected policy were not continuous and cumulative 

is simple: Eisenhower and the people that he brought into the Adminis

tration in 1953 were working from different value assumptions. Truman 

and his Economic Advisors learned, over a period of years, that full 

employment was the intention of the Employment Act and that it could 

indeed be achieved through continual perfection of fiscal and monetary 

tools available to the government. 

These values could not be passed on to a new President and 

particularly to members of his Administration who were predisposed to 

think differently. Indeed, they had a popular mandate to think 

differently. 

Some continuity in the function of appraisal can be noted on 

the Congressional side. There was, of course, still an obsession with 

balanced budgets, economy, and efficiency in government to the exclusion 

of the Employment Act mandate. At the same time there also appeared 

to be a greater acceptance of what the Employment Act requires. This 

was particularly evident in the behavior of the Joint Economic Committee 

36. Lewis, Federal Fiscal Policy in the Postwar Recessions. 
p. 183. 



which was engaged in an impressive way in the continual appraisal of 

the economy and government policy as related to the Employment Act. 

Although the Committee divided along party lines as to how much should 

be done to alleviate the recession, there was a general agreement on 

the demands of the Employment Act and on the failure of the economy 

to meet them. By 1954, the Joint Economic Committee, through its 

professional staff particularly, had become an institution for the 

continual and professional appraisal of the nation's economy. Its 

unity of purpose and its ability to effectuate this function were still 

in question. 



CHAPTER VIII 

THE 1957-58 RECESSION 

. The Intervening Years 

The recovery from the 1953-54 recession was complete by the 

middle of 1955, as unemployment gradually decreased from the recession 

trough of 6"/» to 47. in 1955. However, the recovery never was really 

complete as unemployment remained around 47. until the 1957-58 recession. 

The Eisenhower Administration, satisfied with the recovery in 1955, 

turned its exclusive attention to the problem of inflation. In his 

1955, 1956, and 1957 Economic Reports to Congress, the President 

recommended the postponement of programmed reductions in income and 

excise taxes which had been enacted for the Korean War.^" The Federal 

Reserve authorities began to place a series of restrictions on the 

o 
money market in May 1955. 

The 1955 Economic Report of the President had further assumed 

that "maximum" employment would be achieved by the end of 1955 due to 

expansionary factors at work in the economy. The Joint Economic 

1. Economic Report of the President. January, 1955. p. 49; 
Economic Report of the President. January, 1956, p. 76; Economic Report 
of the President, January. 1957, p. 48 (Washington, D. C.: Government 
Printing Office, 1955, 1956, 1957). 

2. U.S., Congress, Senate, Joint Economic Committee, Federal 
Reserve Policy and Economic Stability 1951-1957. S. Rept. 2500, 85th 
Cong., 2d Sess., 1958, pp. 48-49. (Hereafter referred to as Federal 
Reserve Policy.) 
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Committee counseled that programs which would bolster consumption and 

investment should be considered by the Administration and Congress in 

the event that the recovery faltered later in the year. The Committee 

O 
had heard considerable testimony that this was a real possibility. 

The emphasis in monetary and fiscal policy in 1955 and 1956 

was on controlling inflation, cutting expenditures, and achieving a 

balanced budget. The Administration was finally successful in the 

last objective. The government's cash budget came into balance in 

June, 1956, and Eisenhower submitted surplus budgets for fiscal 1957 

and 1958. Expenditure reduction became everyone's favorite game in 

these years. Even President Eisenhower joined in the attack, launched 

by Secretary Humphrey, on his own fiscal 1958 budget. The President 

specified cuts amounting to $1.8 billion in a special letter to the 

House Appropriations Committee and stated that program levels would 

not be seriously damaged by the action. The Committee might have 

wondered why the $1.8 billion was included originally if it was not 

really needed. 

Various business groups joined the game. The National 

Association of Manufacturers called for an $8.2 billion cut and the 

Chamber of Commerce announced that they would be satisfied with a 

reduction of $5 billion. Caught up in this spirit, Congress 

3. U.S., Congress, Senate, Report of the Joint Economic Committee 
on the Economic Report of the President, S. Rept. 60, 84th Cong., 1st 
Sess., 1955, p. 93. 
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appropriated some $4.9 billion less than the original Administration 

request.^ 

The apparent purpose of this activity--apart from the 

maximization of the ideological values of fiscal responsibility, taking 

government out of business, etc.--was to reduce inflationary pressures. 

Prices, however, were not stable during these years. The consumer 

price index rose steadily during 1955, 1956, and 1957. Consumer price 

stability had been achieved from 1953 to 1955 but at the expense of 

the 1953-54 recession and a 6% unemployment rate 

The only goal of the Employment Act receiving official 

attention in the years between recessions was price stability. The 

active pursuit of this goal through restrictive monetary and fiscal 

policies cut short the recovery in 1954 and 1955; unemployment remained 

at 4% and the pace of economic growth slackened. 

The Second Eisenhower Administration Recession 

The 1957-58 recession was more severe than its two predecessors 

and produced the least amount of governmental remedial action. From 

July, 1957 to April, 1958, the pre-recession peak to the trough, the 

Gross National Product declined by $22.1 billion and the unemployment 

rate rose from 3.6% of the labor force to 7.5%.^ 

4. Congressional Quarterly Service, Federal Economic Policy 
1945-1965. p. 46. 

5. Department of Labor calculation reported in: Economic 
Report of the President. January. 1964 (Washington, D. C.: Government 
Printing Office, 1964), p. 258. 

6. Hansen, The Postwar American Economy, pp. 5-9. 



184 

The lack of recognition of the recession on the part of the 

Administration was again a factor in the failure to respond. The 

form which non-recognition took is an important factor in the under

standing of the Eisenhower Administration's appraisal and response 

to movements in the economy. 

In the 1958 Economic Report, the President and the C.E.A. did 

take cognizance of an economic contraction. They stressed, however, 

their complete confidence in the basic soundness of the national 

economy. Economic indicators of 1957 were reviewed, including unem

ployment which in December amounted to 5.2% of the civilian labor 

force.'' This was interpreted as a necessary and natural adjustment in 

the economy due to "the large additions to productive capacity made 

in the past few years."8 A case could be made for this analysis and 

the other similar analyses throughout the report. In any case, the 

implication that the government should not interfere with a natural 

and necessary readjustment of the nation's economy was made clear. 

This appraisal effectively ignored the very reason for the 

Employment Act of 1946--that the American public need not be subject 

to the effects of natural readjustments in the economic system. 

The Eisenhower Administration appeared more sure of itself in 

its second recession. The 1953-54 recession had proved to be a mild 

_____ 

7. Economic Report of the President, January, 1958 (Washing
ton, D. C.: Government Printing Office, 1958), p. iii. 

8. Ibid.. p. iv. 



one, at least according to the Administration's interpretation, and 

the decline in 1958 could well be viewed as a similar readjustment in 

the economy. Eisenhower and most of his economic advisors were pre

disposed to thinking that recessions were necessary to allow for 

relaxation in the economy with resultant basic price adjustments. This 

was clearly their analysis after the 1953-54 recession and it guided 

their decisions in 1958. It is not clear at what point in a recession 

they would be prepared to use counter-recession fiscal policy. In 

January of 1958, an employment rate of over 57. was obviously not 

considered serious enough to invoke such policy. The appraisal of 

the economy contained in the 1958 Economic Report continued to stress 

inflation as the important problem facing the nation. The level of 

unemployment that the Eisenhower Administration would require for a 

tax cut or expenditure increase must remain unknown. 

The specific legislative recommendations of the President in 

January, 1958 contined no hint of anti-recession policy. In fact, it 

was recommended that current income and excise tax rates--intended for 

automatic reduction on July 1, 1958—be extended for another year.^ 

This recommendation came at a time when a nvimber of economists and 

Democratic congressmen were demanding a decrease in taxation or increase 

in expenditures as a necessary stimulant to the flagging economy.^ 

The recently appointed Secretary of the Treasury, Robert Anderson, 

9. Ibid., p. 57. 

10. Congressional Quarterly Service, Federal Economic Policy 
1945-1965. p. 47. 
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revealed his support for outgoing Secretary Humphrey's commitment to 

balanced budgets by arguing against a tax cut. His view was that in 

a time of falling tax receipts (due to the recession), the government's 

function was to strive for a balanced budget. 

The President's recommendations concerning spending in 1958 

were also unrelated to the recession and the demands of the Employment 

Act; the one exception was the provision of an Area Assistance Adminis

tration to stimulate economic development in areas of persistent 

unemployment.*-̂  This could have been an important step in appraisal 

and further implementation of the Employment Act. Congress reacted 

to this proposal by passing a depressed areas bill—the first major 

attack on unemployment by area and industry. Programs to stimulate 

areas that continue to have a high level of unemployment regardless 

of the general level of economic activity (along with fiscal and 

monetary policies at the aggregate level designed to produce full 

employment) would have the effect of raising the floor under full 

employment to permanently higher levels. The Area Redevelopment Act, 

as finally accepted by both Houses of Congress, provided for $200 

million in redevelopment loans and $75 million in construction grants 

to areas qualifying. 

This would have been a modest but important new approach to the 

problem of unemployment. President Eisenhower on September 6, 1958, 

with 7/o of the labor force unemployed, rejected the bill in a 

11. Idem 
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pocket veto message saying that it provided for too little local 

responsibility.^ 

The only other proposal which would have the effect of 

increased spending in 1958 was related to a crisis other than the 

recession. The Soviet Union launched its first orbiting space vehicle 

in 1957. An immediate concern over a possible scientific and tech

nological lag in the United States ensued. The President responded 

in the 1958 Economic Report with a proposal for federal grants to the 

1 ̂ states to augment education in science and mathematics. J 

In summary, the posture of the Eisenhower Administration in 

early 1958 revealed recognition of the recession and acceptance of it 

as a necessary economic adjustment. The Administration announced that 

the "economic decline" would not be severe or prolonged because of 

the basic strength of the free enterprise system and the automatic 

stabilizers--unemployment compensation, the income tax, and social 

14 security. 

Federal Reserve Policy 

Considerable controversy surrounded the independent Federal 

Reserve Board and its influence on interest rates and credit availa

bility in the 1957-58 recession. The controversy was not unlike that 

which erupted during the 1953-54 recession in which committees of 

12. Congressional Quarterly Service, Congress and the Nation 
1945-1964. pp. 369-370. 

13. Ibid., p. 62 

14. Ibid., p. 52. 
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Congress, the Administration, and most economists awarded the Federal 

Reserve Board the dubious achievement of having contributed to the 

cause of the recession. 

The 1957-58 recession was unique among the three postwar 

recessions in that the consumer price index continued to inflate at 

about the same rate through the pre-recession and recession years. 

Federal Reserve authorities this time were joined by the Administration 

in a perplexed concern over the steadily rising prices. As late as 

September, 1957, President Eisenhower scheduled regular meetings with 

Chairman Martin of the Federal Reserve Board, C.E.A. Chairman Saulnier, 

Treasury Secretary Anderson, and White House Assistant Gabriel Hauge 

to begin discussions on the problem of inflation.^ 

The major adversaries of the Federal Reserve Board and its 

tight money policy were Congressional committees. Senator Fulbright's 

Committee on Banking and Currency held extensive hearings in 1957 and 

1958 for the purpose of reviewing Federal Reserve policy from 1951-57. 

The final report to the Senate was, on balance, critical of Federal 

Reserve policy for the period. It was particularly critical of the 

1957 policy actions, concluding that: 

The contrast between the record of deliberations of the 
Open Market Committee, which stressed the sidewise move
ment of the economy during most of the year, and which 
expressed considerable uncertainty as to the business 
outlook, and the public statements and actions of the 
Federal Reserve, which emphasized that the central problem 
during the first 10 months was inflation, requires explana
tion. Similarly, the relatively sharp rise in the 

15. Lewis, Federal Fiscal Policy in the Postwar Recessions, 
pp. 195-196. 
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discount rate in August when business expansion was grinding 
to a halt is also in need of a more satisfactory explana
tion than has thus been advanced by the monetary authorities. 
It is safe to predict that, long after the events of 1957 
have passed, economists will seek the answer to these two 
questions.*® 

The above statement represents one of the most sharply critical 

appraisals of Federal Reserve policy in the perpetual feud between 

elements of Congress and Chairman Martin of the Board of Governors. 

From the evidence disclosed by the Committee, it is apparent that the 

Board was aware that the economy was slowing down early in 1957, but 

chose to hold this appraisal privately. The official statements by 

the Federal Reserve System continued to stress the problem of inflation 

until October of 1957 when the Open Market Committee announced their 

change in policy by increased purchases of government bonds.^ Even 

more difficult to understand is the Federal Reserve Board's decision 

to raise the discount rate in August, 1957, when the fact of recession 

had become obvious. Senator Douglas, in earlier subcommittee hearings, 

questioned Chairman Martin of the Federal Reserve Board at some length 

for an explanation of the decision. Chairman Martin would only say 

that it was "necessary for technical reasons."*-® 

Federal Reserve policy faced a severe test of its effectiveness 

against inflation in the years before the 1957-58 recession. More 

16. Federal Reserve Policy, p. 73. 

17. Testimony of the Chairman of the Board of Governors of 
the Federal Reserve System before the Joint Economic Committee, cited 
in: Lewis, Federal Fiscal Policy in the Postwar Recessions, p. 196. 

18. Federal Reserve Policy, p. 74. 
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importantly, the Reserve Board authorities were faced with choosing 

between price stability and full employment as policy goals. From 

Chairman Martin's testimony, as well as the evidence disclosed by the 

J.E.C. hearings, it is apparent that the Federal Reserve System would 

continue to press the fight against inflation even though a recession 

was well under way. Monetary ease was not initiated until it was 

obvious that unemployment was going to be quite serious--something 

over 5%. 

Ironically, the restrictive pressure that was placed on the 

monetary system throughout 1955, 1956, and 1957 was not having the 

desired effect on the general price level. The feedback from the 

economic system in this period would seem to indicate that a restric

tive monetary policy could make a recession worse but would not slow 

a general price rise. 

The Joint Economic Committee 

The Joint Economic Committee in special studies and in its 

regular review of the President's Economic Report of 1958, was 

beginning to detect evidence of this phenomenon in its appraisal of 

economic policy. In a timely and impressive study, The Relationship 

of Prices to Economic Stability and Growth, the Committee received 

19 special reports from forty-seven economists. * 

19. U.S., Congress, Joint Economic Committee, The Relation
ship of Price to Economic Stability and Growth. Compendium of papers 
submitted by panelists before the Joint Economic Committee, 85th 
Cong., 2d Sess., 1958 (Washington, D. C.: Government Printing Office, 
1958). 
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Although two Presidential Administrations, the Board of 

Governors of the Federal Reserve, and Congress for the most part had 

obviously considered inflation the major economic problem since the 

enactment of the Employment Act of 1946, this was not assumed by the 

Joint Economic Committee in this study. Rather, the panelists were 

asked to determine the objectives of the Employment Act to discover if 

price stability should be included. 

In his introduction to the final report of the compendium, 

Chairman of the Joint Economic Committee Wright Patman was implicitly 

establishing a preference order for the Employment Act goals: 

The Employment Act of 1946 grew out of legislative 
debate of public and private policies which would promote 
'full* or 'maximum' employment of the Nation's productive 
resources--human and material. Economic stability and 
growth were mainly thought of in terms of minimizing fluc
tuations in employment and of maximizing the growth of real 
output of goods and services. From its initial organiza
tion, the Joint Economic Committee, however, has been 
concerned also with problems of promoting stability of the 
general price level and the need for avoiding inflation.20 

Clearly, Chairman Patman was intending to establish the 

priority of full employment over price stability. Price stability 

and the avoidance of inflation would be accepted as a goal of the 

Employment Act as long as it did not interfere with the explicit and 

primary goal of full employment. An almost humorous interpretation 

presents itself at this point, i.e., the major concern of those 

responsible for fiscal and monetary policy since the adoption of the 

20. Ibid.. p. xi. 



192 

Employment Act employed these tools to maximize a value that was 

never legislated. 

Reports submitted to the Committee by economists who had been 

asked to report on the goals of the Employment Act substantiate this 

point. A former Chairman of the Council of Economic Advisors, Edwin 

G. Nourse, reviewed legislation subsequent to the Employment Act and 

concluded that the goal of price stability had never been officially 

recognized by Congress. Further, he cited an amendment to the Employ

ment Act which was offered in the 1957 session of Congress which stated 

that the Employment Act objectives: 

...must be attained, if they are to be meaningful, in an 
economy in which the cost of living is relatively stable. 
To this end, the agencies and instrumentalities of the 
Federal Government must utilize all practical and available 
means to combat inflationary pressures as they develop 
within the economy. 

Congress was never given the opportunity to vote on this amendment, 

as it died in committee. 

It should be stressed that although Congress never explicitly 

added the goal of price stability to that of full employment, respon

sible government officials acted as if it had. As pointed out in 

numerous cases above, most officials apparently believed it to be the 

most preferred of the two alternatives. 

In fact, the Joint Economic Committee also assumed price 

stability to be a legitimate goal of the Employment Act, but second 

in priority, as their studies indicate. The majority of studies in 

21. Ibid., p. 14. 
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the Compendium focused on the achievement of both full employment and 

price stability at a time when recession and inflation were present 

simultaneously. 

What prompted the Joint Economic Committee to an examination 

of the nature of the inflation was the conflict of pursuing both anti-

inflationary and anti-recessionary policies. The J.E.C. had clearly 

established a preference for maintaining full employment, but the 

attention of monetary authorities and the Administration was fixed on 

the inflation problem. Most of the studies presented in the Compendium 

pointed to a basic difference between the current inflation and prior 

assumptions about inflation. The Committee learned about administered 

prices, cost-push, supply or sellers' inflation for the first time. If 

excessive demand were not creating the inflation (and it could not in 

March, 1958), then monetary policy designed to reduce effective demand 

could not be the answer. 

The yearly Joint Economic Report for 1958,22 submitted to 

Congress a month before the above mentioned Compendium, was somewhat 

more traditional in its appraisal of the recession and the inflation. 

Still, as had become customary, the Joint Economic Committee was more 

alarmed at the discrepancies between the economy and the objectives 

of the Employment Act, especially in regard to full employment. While 

the President's January Economic Report to Congress counseled that the 

22. U.S., Congress, Senate, Report of the Joint Economic 
Committee on the Economic Report of the President. S. Rept. 93, 85th 
Cong., 2d Sess., 1958. 
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recession was a necessary, rolling readjustment in the economy and that 

no particular anti-recessionary policy was needed, the Joint Economic 

Committee instructed Congress: 

While some of us may differ as to the exact causes under
lying the decline and the economic trends for the coming 
months, we are agreed that public policies should contribute 
to halting the decline, to setting in motion forces for 
renewed and vigorous economic growth, and to producing the 
revenues needed to discharge our national responsibilities.^ 

The report did not mention that traditional monetary policy 

might not be effective in holding down the new inflation. It was 

argued that the monetary authorities should be following a policy of 

monetary ease during the current recession. Congressman Patman's 

Committee found the same objection to tight money policies as had 

Senator Fulbright's Currency and Banking Committee mentioned above. 

The Committee report states: "From the testimony presented at the 

hearings, we find no reason why the monetary authorities should, under 

today's conditions, hold back on supplying additional reserves to the 

monetary system. And, showing some sophistication in the tradi

tional field of monetary policy: "It is well recognized that such 

monetary action may not succeed in reversing the present economic 

downtrend but the absence of such further action might perpetuate 

monetary stringency and lack of liquidity for consumers, business and 

Government. 

23. Ibid., p. 1. 

24. Ibid., pp. 1-2. 

25. Ibid., p. 2. 
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Beyond the monetary policy recommendation, the Joint Economic 

Committee suggested increased federal spending as the most appropriate 

way to stimulate economic activity, but agreed with the Administration 

that tax cuts were not necessary at the current stage of the recession. 

"If monetary action, expenditure measures, and other actions, public or 

private, fall short in stemming recession and promoting recovery, tax 

reduction will be in order, but such action is not now recommended."26 

The above recommendations represent a compromise between the 

members of the Joint Economic Committee. All of the committee members 

were critical of the Federal Reserve's tight money policies in 1957. 

Representative Curtis and Senator Flanders, in supplemental views 

appended to the report, indicated that their position was between that 

of the Administration's and the Joint Economic Committee Report. They 

were hesitant to indicate a need for increased federal spending, 

although they would agree that an acceleration of spending in certain 

programs could prove beneficial.^ 

Senator Paul Douglas, on the other end of the laissez-faire--

activism continuum, argued separately that few officials were taking a 

realistic view of the recession and of what must be done immediately. 

In order to contrast the recommendations of the Administration and the 

Joint Economic Committee with the body of economic intelligence, a 

number of Senator Douglas1 analytical comments and recommendations will 

be briefly noted. 

26. Idem 

27. Ibid.. pp. 9-10. 
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On unemployment statistics: 

The latest figures--which are now 6 weeks old—show 
that in January some 4.5 million, or 6.7% of the civilian 
labor force were fully unemployed. Many millions more 
worked only part time. The equivalent full-time unemploy
ment of these part-time workers is equal to 1.2 million, 
or 1.8%. Thus, the total full-time equivalent unemploy
ment for January was 5.7 million or 8.5% of the entire 
civilian labor force. 

Even these figures underestimate the seriousness of 
the situation, for included in the 67 million civilian 
labor force are over 10 million people who are self-
employed or who work in family businesses and who conse
quently could never qualify as 'unemployed.'28 

On a proposed tax cut: 

I would propose that we either raise the personal 
exemption from $600 to $700, or tax the first $1,800 of 
taxable income at 15 percent rather than 20 percent. 
Either of these proposals could be in effect immediately 
and could be made retroactive to January 1, 1958.29 

Senator Douglas also proposed a repeal of the World War II excise tax 

on consumer durables and a 50% reduction in the excise tax on auto

mobiles. The two tax reduction plans would have reduced government 

revenues by $4.4 billion. The additional buying power would be in 

the hands of individuals most likely to spend it and, moreover, would 

soon be available. He was in favor of additional spending for public 

works, but with certain reservations. 

While I am certainly not opposed to the expansion of 
needed public works in periods of economic recessions, I 
do not have the same faith as my colleagues in their 
ability to help matters quickly, nor would I give them the 
priority over tax cuts which my colleagues do. 

28. Ibid.. p. 11. 

29. Ibid., p. 12. 
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There are three principal reasons for this. First, 
public works are too slow. 

Second, even those projects which can begin early will 
not necessarily be in the localities where the major portion 
of the unemployment exists. 1 can say without stretching 
the truth in the least that public works are popular in part 
because many see in them an opportunity finally to get a 
new post office-or a new dam for a given congressional 
district. By the nature of the legislative process and the 
composition of the Congress, and in particular the Senate, 
this public works money goes in major proportion to those 
areas of the country which are scantily populated but over-
represented. These areas have many Senators but relatively 
few people. 

Third, even if taken off the shelf quickly, and even 
if built in the right localities, public works generally do 
not directly employ those who have lost industrial jobs.30 

And finally, Senator Douglas joined many others in his 

astonishment over the tight money policies followed by the Federal 

Reserve in the middle of 1957. He also recognized that a new kind of 

inflation had become apparent in the recession: 

...monetary policy cannot have any decisive effect over these 
prices for they are largely the administered prices of 
monopolies and oligopolies. How else can one account for 
the fact that steel prices remain basically as high as they 
were many months ago while production has dropped to 53 
percent of capacity and that automobile prices have risen 
while production has dropped by at least 25 percent? 

Using monetary policy in a period of a recession to 
fight inflation in the administered prices of the giant 
monopolies is to outdo Don Quixote in tilting at windmills.^ 

The rather extensive selections quoted from Senator Douglas 

outline a program which would, more closely than any other suggested 

30. Ibid., pp. 13-14. 

31. Ibid.. pp.,14-15. 
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program, satisfy the preferred state of affairs announced in the 

Employment Act of 1946. This program amounts to a concise summary of 

the volumes of expert testimony being received by the Joint Economic 

Committee and other congressional committees concerned with economic 

policy in the months prior to and during the 1957-58 recession. 

The 1957-58 recession saw the development of an agent capable 

of performing the function of appraisal under the Employment Act. The 

techniques required to bring expert analysis to bear on the constantly 

changing feedback from the economic system were developed. A profes

sional staff, working with current economic data, could point to areas 

where particular policies were producing consequences not in line with 

the announced policy goals. The Joint Economic Committee or a sub

committee could, on rather short notice, collect testimony from 

responsible government officials and disinterested economic experts 

on the behavior of the system, its distance from the ideal, and then 

formulate new policies to reduce the gap. 

It should not be inferred from the above that this development 

of a systematic appraisal of the economy was universally accepted. 

It does indicate that some members of the Joint Economic Committee 

perceived a rather complete process of appraisal and the role of the 

Committee in fulfilling this function. To realize fully the beneficial 

results of appraisal, the resulting policy implications would have to 

be recognized by several legislative committees and by at least a 

majority of Congress. 
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Final Congressional Actions 

The implication of the above is that there is little reason to 

expect the final decisions of Congress to coincide with recommendations 

of the Joint Economic Committee, let alone with those of just one of 

its members, Senator Douglas. Indeed, the early 1958 activities of 

Congress tend to support this. However, as the recession became worse 

through February and March, the few in Congress like Senator Douglas 

who wanted tax reductions or increased expenditures were joined by 

others who, perhaps, saw some gain in embarrassing the Administration. 

Sufficient support for a tax cut never developed in 1958. 

Although, as Senator Douglas indicated, a tax cut held the best hope 

of bringing about a quick recovery, all tax cut proposals except for a 

3% reduction on freight transportation were easily defeated.^2 Income 

tax revenues were, however, automatically falling as incomes declined. 

This had some beneficial-consequences for the economy. One other 

consequence of declining revenue was to stiffen the resistance of the 

President, Budget Director, and the Secretary for the Treasury (all 

of whom feared a large deficit in fiscal 1959) to further tax reductions. 

Through emergency legislation, Congress was finally successful 

in increasing federal spending slightly and in taking the intiative 

in proposing anti-recession policies. A federal aid to highways bill, 

which would increase spending by $262 million in fiscal 1959 and $241 

million in fiscal 1960, was passed in April. A housing bill, also 

32. Congressional Quarterly Service, Federal Economic Policy 
1945-1965. p. 47. 
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passed in April, authorized a reduction in the minimum down payment on 

FHA. mortgages insured by the Federal National Mortgage Association. 

In June, a bill was passed to extend unemployment compensation for half 

again as long as the state government had authorized.33 President 

Eisenhower indicated some displeasure at the emergency housing and 

highway measures but signed them into law. Other bills were passed 

by Congress in the same period, but were vetoed by the President who 

saw them as pump priming schemes which should not be under federal 

direction. These bills would have frozen farm price supports and 

authorized several rivers and harbors programs.^ 

Although Congress did take the initiative in countering the 

recession, the amounts authorized for expenditure were far too small 

to have an appreciable effect on the depressed economy. More important, 

by the time these amounts could be expended the recession would have 

run its normal course controlled only by the automatic stabilizers. 

33. Lewis, Federal Fiscal Policy in the Postwar Recessions, 
pp. 225-226. 

34. Congressional Quarterly Service, Federal Economic Policy 
1945-1965. p. 47. 



CHAPTER IX 

THE 1960-61 RECESSION 

The fourth of the post-Employment Act recessions ran its course 

during two Presidential Administrations. The last half of 1960 saw a 

gradual increase in unemployment from about 57® to nearly TU in December.^-

The trough of the recession occurred in February of 1961 and the 

recovery phase began under President Kennedy's Democratic Administra

tion. The 1960-61 recession was not particularly sharp or deep, but 

it started from the incomplete and exceptionally short recovery follow

ing the 1957-58 recession. It was, therefore, actually a dip in a 

period of economic stagnation.^ 

The last years of the Eisenhower Administration--a period of 

slow economic growth and high levels of unemployment--produced severe 

controversy between the President and the Joint Economic Committee of 

Congress. President Eisenhower's 1960 Economic Report continued to 

stress the basic strength of the economy, the need for restraint on 

the part of the federal government, and the constant danger of inflation. 

In his words: 

1. Economic Report of the President. January. 1962 (Wash
ington, D. C.: Government Printing Office, 1962), p. 231. 

2. Hansen, The Postwar American Economy, p. 12. 
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...the Federal Government could make its greatest contri
bution to inflation--free economic growth through financial 
policies that help create an environment favorable to the 
exercise of maximum private initiative. The major step in 
creating such an environment would be the achievement of the 
recommended budget surplus for the debt retirement in the 
fiscal year 1961. 

With unemployment at over 5% at the time of the Economic Report, 

Eisenhower also recommended that Congress remove the existing 4%% 

ceiling on the interest rate for government securities with a maturity 

of more than five years. Also, in line with the creation of a budget 

surplus, he asked that a number of taxes due to expire be extended for 

4 
another year and that a number of new taxes be enacted. 

Eisenhower further asked that Congress amend the Employment Act 

to legitimatize his overriding concern with inflation: 

To enhance public awareness of the damage that could be 
done by inflation and to support Government's efforts to 
restrain inflationary forces, the Congress should amend the 
Employment Act of 1946 to make reasonable price stability 
an explicit goal of national economic policy. Although this 
goal may already be implied in the declared objectives of 
the Act, such an amendment would express more firmly our 
national determination to curb inflation.5 

President Eisenhower's conviction that a balanced budget and 

stable prices were the major national economic goals continued through 

the decline of the 1960-61 recession. The recession was acknowledged 

but the appraisal of it was the same as that of the 1957-58 recession. 

3. Economic Report of the President. January. 1960 (Washing
ton, D. C.: Government Printing Office, 1960), p. 70. 

4. Ibid., p. 55. 

5. Ibid., p. 71. 
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It was not in conflict with the Employment Act but was a "readjustment" 

which "has helped to prepare a solid foundation for a resumption of 

sustainable growth. 

With the unemployment rate near 7%, the 1961 legislative 

recommendations were essentially the same as those called for in the 

1960 Economic Report.^ President Eisenhower's concern for a surplus 

budget, debt reduction, and price stability were unaffected by the state 

of the economy as measured against the goals of full employment. 

Seymour Harris summarized the Administration's actions leading 

to the recession in a particularly uncharitable way: 

The administration not only failed to assume leadership 
through a tax cut and an adequate spending program, but 
the President vetoed the Area Redevelopment Act, opposed 
the Omnibus Housing Act, approved with strong objections the 
Emergency Housing Bill on April 16, 1958, restrained 
educational legislation with the result that the major 
educational programs, despite Sputnik, provided less than 
$900,000,000 in four years. Long before recovery had been 
achieved, the Federal Reserve had introduced a restrictive 
monetary policy.® 

Congress and the Recession 

If President Eisenhower seemed uncommitted to a compensatory 

fiscal-monetary policy, a similar statement could be made of Congress 

where traditional determinants of taxation and appropriations decisions 

were still in rule. 

6. Economic Report of the President, January, 1961 (Washing
ton, D. C.: Government Printing Office, 1961), p. 4. 

7. Ibid., pp. 64-67. 

8. Harris, The Economics of the Political Parties, p. 209. 
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The recession produced a $12.9 billion deficit in fiscal 1959. 

The reaction to the deficit and concern over inflation produced the 

highest rate of prolonged unemployment and the slowest rate of economic 

growth of the post-Employment Act period.9 These consequences of the 

recession divided Congress on economic policy. One side of the nearly 

even division in Congress approved of the Administration's strong desire 

to balance the budget regardless of the high unemployment. This group 

also tended to side with the Federal Reserve Board in its use of 

restrictive monetary policy. The position of the other side was 

essentially that of the majority members of the Joint Economic Committee 

whose concern was the slow rate of economic growth and unemployment. 

They were also quite critical of the tight money policy being followed 

in 1959 and again at the end of 1961. 

The conflict was resolved on the side of the Administration 

and "fiscal responsibility." Herbert Stein, Director of Research for 

the Committee for Economic Development, explained the effects of the 

1959-60 budget policy to the Joint Economic Committee. Stein's data 

revealed that a small deficit, less than $2 billion, did develop in 

1959. In 1960, even as the economy started to decline, the national 

income accounts showed a $5.2 billion surplus in the first half of the 

year and a $1.2 billion surplus in the second half. 

9. Congressional Quarterly Service, Federal Economic Policy 
1945-1965, p. 49; and Hansen, The Postwar American Economy, p. 9. 

10. U.S., Congress, House, Report of the Joint Economic 
Committee on the January 1961 Economic Report of the President with 
Minority and Other Views. H. R. 328, 87th Cong., 1st Sess., 1961, 
pp. 211-213. 
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To indicate the relative impact of the 1959-60 fiscal policy 

on employment, Stein compared this period to the 1955-59 period. For 

the 1955-59 period, the federal budget was balanced when unemployment 

was 5.2%. He further explained: "This relationship gave a surplus of 

about $6 billion for each 17* by which unemployment was under 5.27., or 

a deficit of $6 billion for each 17. by which unemployment exceeded 

5.2%"^ With this relationship established statistically, Stein 

revealed the impact of the budget on the 1960 recession: 

In the first half of 1960 we moved to a surplus far 
greater than would have been yielded by this 1955-59 
relationship. With 5.27. unemployed, we had a surplus at an 
annual rate of $5.2 billion, instead of an even balance as 
the previous relationship would have given. 

in the second half of 1960 we remained far above the 
previous relationship getting a surplus of $1.2 billion with 
6.17. unemployed.^ 

And in what must be the understatement of the 1960-61 recession, Stein 

concluded: "I believe that the weight of the 1960 relationship between 

surplus and unemployment contributed to stopping the recovery that 

was under way in 1959."^ 

Even this dramatic explanation of fiscal policy deficiency in 

1960 is deflated relative to desired goals. Stein was using the 

statistical average of 5.27. unemployment as the point of budget balance. 

If a more acceptable level of unemployment were used, the necessary 

deficit would be considerably larger. 

11. Ibid., p. 213. 

12. Idem 

13. Idem 
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Discussion of the fiscal 1961 budget still revealed little 

concern over the effect of the surplus budget on the economy. The 

President's projected $4.2 billion budget surplus for fiscal 1961 was 

based on requested expenditures of $79.8 billion and estimated receipts 

of $84 billion. Congress looked with favor on the President's proposed 

tax increases but unlike the year before was not as agreeable to the 

surplus. The estimated $84 billion in revenue for fiscal 1961 was 

almost entirely appropriated for a projected balanced budget.^ There 

is no evidence which suggests that the recession, well under way by 

the Summer of 1960, was an important factor in Congress' adding $4 

billion to the President's appropriations request. In fact, bills 

which were submitted for the purpose of alleviating the effects of 

high unemployment were defeated. 

It is probable that the summer political conventions, selection 

of new candidates for both parties, and upcoming general elections had 

appreciable effects on Congressional budgetary politics. The three 

welfare measures that were defeated had been sponsored by Senators 

Kennedy and Johnson after their nomination as the Presidential and Vice-

15 Presidential candidates for the Democratic Party. The debate over the 

budget in August was actually the beginning of the 1960 Presidential 

campaign. 

14. Congressional Quarterly Service, Federal Economic Policy 
1945-1965. p. 52. 

15. Idem 
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The Joint Economic Committee 

The acceptance of a commitment to the Employment Act goals and 

the job of appraising economic behavior in light of those goals was 

successfully avoided in 1960 by the President, his Administration, and 

a majority of Congress. The Joint Economic Committee of Congress, on 

the other hand, was continuing its work in the accumulation of knowledge 

about the behavior of the economy and the effectiveness of the govern

ment's fiscal-monetary policies. 

In January of 1960, the Joint Economic Committee completed an 

exhaustive study entitled Employment, Growth, and Price Levels which 

ultimately consisted of twenty-three separately published studies. 

Most of these were extremely thorough analyses of the nature of the 

contemporary economy in relation to the government's fiscal-monetary 

policies. The I960 Joint Economic Committee's report was based to a 

large extent on this investigation. After comparing the results of 

this investigation with the President's report, the Committee stated: 

The programs outlined in the President's budget and Economic 
Report will not achieve the objectives of the Employment 
Act in 1960, Moreover, they do not call for the actions 
which, as a result of its studies, this committee believes 
are necessary to raise the rate of economic growth while 
achieving a high and steady rate of employment and a stable 
price level. The public responsibilities for schools, slum 
clearance, resource development, the elimination of 
depressed areas, and other functions which are among the 
major keys to economic growth are either starved for funds 
or their programs are limited in scope. 

16. U.S., Congress, Senate, Report of the Joint Economic 
Committee on the January 1960 Economic Report of the President. S. 
Rept. 1043, 86th Cong., 2d Sess., I960, p. 2. 
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The Joint Economic Committee Report reflected an unusual 

amount of confidence as it moved to a point by point criticism of the 

President's 1960 Economic Report: 

We do not see in the budget for fiscal 1961 and the 
President's Economic Report for 1960 any fundamental changes 
in the directions which we think are necessary. 

The Economic Report does not recognize the basic changes 
which must be made in our antitrust program if the sources 
of market power are to be dealt with. 

Monetary policy for the current and coming years is not 
discussed in any constructive way. 

There is no reordering of the priorities in this budget 
over past ones.... 

The major tax loopholes are not mentioned... 

The public policies required for economic stability in 
1960 are not adequately dealt with. 

The Economic Report does contain a large number of 
proposals which, while appropriate subjects for consideration 
by the legislative committees of the Congress, are not of 
sufficient importance in the context of the broad purposes 
of the Employment Act to warrant filling the pages of the 
Economic Report year in and year out with their detailed 
enumeration.17 

It is true that President Eisenhower's Economic Reports were 

remarkably similar-from year to year, regardless of changing economic 

conditions. As was indicated above, the major problem mentioned was 

inflation; no concern was shown over the level of unemployment. The 

same legislative recommendations were made with few alterations, and 

the admonition to balance the budget and create a surplus for debt 

17. Ibid.. pp. 3-4. 
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reduction was constantly present, again, without regard to economic 

conditions. 

The Joint Economic Committee's first recommendation was focused 

on the problem of slow economic growth that had been experienced since 

the 1957-58 recession. The responsibility for a slow growth rate was 

placed on the government's and Federal Reserve authorities' inadequate 

use of fiscal and monetary policies: 

The slow rate of growth in the economy in the recent 
past has been caused in large part by public policies which 
created instability in the economy and brought too frequent 
recessions. 

To most this problem there must be both fiscal and 
monetary reforms. The Government must act more quickly and 
more promptly to offset declines, especially through tax 
policy. The automatic fiscal stabilizers must be improved, 
especially unemployment compensation.18 

The Committee further argued that stimulation of economic 

growth would require emphasizing fiscal rather than monetary policies. 

More specifically, it was suggested that the Administration should not 

continue to rest on the assumption that the Federal Reserve was and 

should be independent of public control. Rather than allowing the 

Federal Reserve to pursue its fight against inflation, which had 

resulted in slow growth and high levels of unemployment, the Admin

istration was urged to use its influence to persuade the Federal Reserve 

Board to follow an easy money policy: "Preventing inflation does not 

depend on tight money. In fact, we will do a much better job of 

preventing inflation with an easier monetary policy and a vigorous and 

18. Ibid., p. 2. 
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alert fiscal policy. At the same time, such a policy combination will 

do a much better job of promoting economic growth."19 

Much of the Joint Economic Committee's earlier investigation 

concentrated on the market structure and the consequences of applying 

restrictive monetary policy when there are large concentrations of 

market power in basic industries. Monopolistic pricing practices were 

held as a major reason for price inflation: 

In its study of employment, growth, and price levels, 
the committee noted that serious deficiencies of market 
structure frequently impede the prompt change in resource 
use essential in a dynamic economy and that these impedi
ments contribute to persistent upward price pressures. 
Inflationary tendencies and inefficient resource use are 
the price paid for not mounting a much more vigorous attack 
on these structural weaknesses.̂ 0 

The Joint Economic Committee requested more knowledge of regulatory 

practices in regard to competition and a substantial strengthening of 

the Antitrust Division of the Justice Department. 

The above recounting of the 1960 Joint Economic Committee 

Report, although rather lengthy, does not do justice to the report 

nor to the study on which it was based. If the function of continuing 

appraisal is necessary for the realization of the goals of the policy, 

and it is, the Joint Economic Committee was certainly doing the job in 

1959 and 1960. Apparently more difficult than performing the function 

of appraisal is gaining acceptance of the appraisal by the agencies 

whose direct responsibility it is to implement the policy. In 1960, 

the Administration, Federal Reserve Board, and the majority of Congress 

19. Ibid., p. 16. 

20. Ibid., p. 18. 
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continued to act on suppositions other than the appraisal provided by 

the Joint Economic Committee. 

Kennedy and the 1960-61 Recession 

The trough of the 1960-61 recession (February of 1961) found 

a new President in office. The previous eight years had witnessed 

three recessions and a gradually stagnating economy. A major cause for 

this condition was the ineffective use of fiscal policy, especially 

during the recession years. The Administration's policy throughout the 

period was to allow a recession to run its course, relying on the auto

matic stabilizers to keep the recession from becoming too serious. 

The basic rationale for not using tax cuts or increasing expenditures 

was the intrinsic value of a balanced budget and the problem of infla

tion. Inflation was the rule during most of the period, especially 

apparent in the retail price index, but fiscal policy designed to lessen 

inflation had little apparent effect on the rising prices. It only 

produced recessions. 

Restrictive monetary policies were also generally followed 

from 1952-1960 except for'short periods when the economy was obviously 

in a recession. Monetary policies and fiscal policy must share equal 

responsibility for the relatively slow rate of growth for the period. 

The new President, John F. Kennedy, had campaigned on the 

21 promise to "get this country moving again." Kennedy made the slow 

21. Congressional Quarterly Service, Federal Economic Policy 
1945-1965. p. 52. 
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growth rate and the 1960-61 recession a major campaign issue. The 

Congressional Quarterly Service stated flatly that the recession and 

Kennedy's promise to do something about it were major factors in his 

22 victory. Seymour Harris compared unemployment rates with Presidential 

voting in specific areas. 

This (the 1960-61 recession) was an important matter 
in the election of 1960 for at least eight states with 151 
electoral votes, or 56% of the votes required to win. In 
two--Illinois and New Jersey--the amount of unemployment 
was twenty-two and eight times as high as the plurality 
received by the Democrats (32,000 plurality for the two 
states). Is there any doubt that an adequate high employ
ment policy would have turned these two states, and hence 
the election, over to the Republicans? It is not surprising, 
then, that Vice-President Nixon apparently pressed the 
Federal Reserve in early 1960 to expand monetary supplies 
as a means of stimulating employment—though in the campaign 
he was most critical of easy money policies of the 
Democrats.^3 

The point here is not to join the fascinating game of specula

tion over why Kennedy won the election. What is important is that the 

slow rate of growth in the 1950's and the 1960-61 recession was an 

issue in the campaign. The winning candidate had taken the position 

that fiscal and monetary policies should be used vigorously to prevent 

recessions and provide for an accelerated rate of economic growth. 

Beyond this, the new Administration was free of the onus of defending 

its past policies. New administrations, particularly when there is also 

a change in party, have available to them considerably more politically 

feasible policy alternatives than does the administration with a record. 

22. Idem 

23. Harris, The Economics of the Political Parties, p. xix. 
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Apparently accepting the mandate, President-elect Kennedy 

appointed a task force headed by economist Paul Samuelson to make 

recommendations for economic recovery and growth. According to the 

Congressional Quarterly Service, the central theme of the report 

stressed: 

...heavy reliance upon compensatory spending to stimulate 
demand, inaugurate desirable 'public investment* programs, 
and overcome a 'gap in output' resulting from a slow rate 
of growth. The extra $3 billion to $5 billion recommended 
in fiscal 1962 federal expenditures would not be inflation
ary, the report had argued, because of the existing slack 
in the economy.24 

In his State of the Union Message on January 30, President 

Kennedy publicly recognized the recession:_ "We take office in the 

wake of seven months of recession, three and one-half years of slack, 

seven years of diminished economic growth, and nine years of falling 

farm income."25 The fact that the President publicly recognized the 

recession is not particularly significant since his Administration could 

not be held responsible for it. He was, however, committing his 

Administration to the task of recovery and, more significantly, to the 

job of accelerating long-term growth. 

President Kennedy moved rather rapidly to alleviate some of 

the suffering caused by the recession and to stimulate effective demand. 

Since the budget for fiscal 1962 had been submitted by his predecessor, 

Kennedy would have had to ask Congress for supplemental appropriations 

24. Congressional Quarterly Service, Federal Economic Policy 

1945-1965. p. 53. 

25. Idem 
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for any additional programs he wished to propose. However, an 

investigation by Kennedy's advisors of the use of the Executive Order 

revealed it could be a very useful Presidential tool. President 

Kennedy announced on February 1st that he had set up five pilot projects 

for foodstamp distribution in areas of maximum chronic unemployment. 

The Veterans Administration was ordered to speed up the payment of over 

$250 million in National Insurance dividends. In order to stimulate 

construction, the President ordered the Federal Housing Administration 

and Community Facilities Administration to reduce interest rates, and 

he instructed the Housing and Home Finance Agency to expedite con-

26 
struction starts of approved projects. Kennedy also indicated that 

unemployment compensation was inadequate in the face of chronic unem

ployment and asked Congress to grant emergency aid to the states for 

27 extension of benefits from twenty-six to thirty-nine weeks. 

In addition to the extension of unemployment benefits (which 

Congress passed March 22), several other anti-recession measures were 

requested on February 2nd. One of the most important was a $4.88 

billion omnibus housing bill which ultimately was approved. The Area 

Redevelopment Act, vetoed twice by President Eisenhower, was reintro

duced. It was enacted in essentially the form of the Douglas bill of 

1955, and was signed into law on May 1st by President Kennedy. Three 

measures intended to alleviate the effects of unemployment were 

26. Harold W. Chase and Allen H. Lerman, eds., Kennedy and 
the Press (New York: Thomas Y. Crowell Co., 1965), p. 11. 

27. Ibid.. pp. 10, 14. 
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suggested to Congress by the President and passed with little trouble 

in April, May and June. A bill to aid dependent children of unemployed 

parents was proposed. Benefits were not limited to those children 

whose fathers had died, deserted, or were disabled. The President 

also asked for, and received, an increase in social security retire

ment and survivor benefits totalling $800 million. A third Adminis

tration bill approved by Congress provided an increase in the minimum 

wage to $1.25 per hour and an expansion of wage-hour law coverage. 

The Kennedy Administration was not so successful in its 

requests for a tax reform bill, a four-year program of retraining for 

the unemployed, and an extension of federal aid to public elementary 

and secondary schools. These measures were blocked by the House of 

28 
Representatives. 

The New Council of Economic Advisors 

President Kennedy's Council of Economic Advisors, with Walter 

Heller as Chairman and James Tobin and Kermit Gordon as members, 

appeared before the Joint Economic Committee during its hearings on 

the President's 1961 Economic Report. There were a number of signifi

cant precedents established by the Joint Economic Committee and Council 

of Economic Advisors during this first meeting in 1961. 

A major change was the personal appearance of the Council before 

the Joint Economic Committee. President Eisenhower had preferred that 

28. Congressional Quarterly Service, Federal Economic Policy 
1945-1965. p. 54. 
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his Council of Economic Advisors be heard through him only and, therefore, 

the members never made personal appearances before committees of 

Congress. Nor did the Council of Economic Advisors file a separate 

report to Congress along with the regular Presidential report which was 

the practice under President Truman. Eisenhower's concept of the 

Presidency was that once a decision was reached within the Adminis

tration, it should be announced as a unified decision by the President. 

President Kennedy and his Council announced to the Joint 

Economic Committee that the relationship of the Council of Economic 

Advisors to Congress would be considerably different in the future: 

The Council has a responsibility to explain to the 
Congress and to the public the general economic strategy of 
the President's program, especially as it relates to the 
objectives of the Employment Act. This is the same kind 
of responsibility that other executive agencies assume in 
regard to programs in their jurisdictions. 

...members of the Council are glad to discuss, to the best 
of their knowledge and ability as professional economists, 
the economic situation and problems of the country, and the 
possible alternative means of achieving the goals of the 
Employment Act and other commonly held economic objectives.^9 

In order to assure the Joint Economic Conmittee further that their 

continuing and thorough appraisal of the economy would be put to 

practical use, Chairman Heller stated: 

...we have looked forward with genuine pleasure to the 
first appearance before the Joint Economic Committee. The 
Committee's studies and reports are among the references most 
frequently used by the Council--and indeed by the economics 

29. The Economic Report of the President and the Economic 
Situation and Outlook. Hearings before the Joint Economic Committee, 
1961, p. 291. 
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profession and by business--as a source of economic 
information, analysis, and wisdom.^0 

This can be taken as something more than an idle compliment to a 

Congressional committee, given the stature it had achieved with profes

sional economists like Heller, Gordon, and Tobin. Heller seemed to be 

trying to establish an alliance with the Joint Economic Committee and 

to centralize the task of appraisal and implementation of the Employment 

Act. He referred to phrases from President Kennedy's recent economic 

messages urging the "return to the spirit as well as the letter of 

the Employment Act of 1946." We should not "treat the economy in 

narrow terms, but in terms appropriate to the optimum development of 

the human and natural resources of this country, of our productive 

Ol 
capacity, and that of the free world." 

The substance of the report that followed these introductory 

remarks did prove to be closely aligned with recent Joint Economic 

Committee analyses and recommendations. C.E.A. Chairman Heller stressed 

the need for fiscal policies which would attack the problem of slow 

growth and generally inadequate demand and reviewed the measures already 

taken by the Administration and their effects: 

...the President's program would generate an established flow 
of at least $3 billion to consumers and business during the 
first 12 months after enactment. This estimate includes 
only programs for which costs have already been made public: 
temporary unemployment compensation, aid to dependent 

30. Ibid., p. 292. 

31. Idem 



children, OASKI changes, area redevelopment, aid to 
education, and several smaller programs. 

A further program for economic recovery might consider 
a speed-up in Government construction and related pro
jects, an expansion of housing programs, and tax 
reductions.32 
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This last statement implies that the Administration realized that this 

might not be enough for satisfactory growth. 

The first Economic Report of the Council of Economic Advisors 

and the President reflected a continuation of the change in the 

attitude which had prevailed in the 1950's. Where President Eisenhower 

stressed the goal of price stability over all others, President Kennedy 

began his first report by stating: 

A full employment economy provides opportunities for useful 
and satisfying work. It rewards enterprise with profit. 
It generates saving for the future and transforms it into 
productive investment. It opens doors for the unskilled 
and underpriveleged and closes them against want and 
frustration. The conquest of unemployment is not the sole 
end of economic policy, but it is surely an indispensable 
beginning.33 

This commitment of a realization of full employment as the first 

requirement of the Employment Act was, perhaps, the fundamental change 

introduced by the Kennedy Administration. The fiscal policies adopted 

by tm.4dministration are logical extensions of this basic commitment. 

President Kennedy was able to announce in the report that the 

1960-61 recession was in the recovery phase. He reminded Congress 

32. Ibid., p. 359. 

33. Economic Report of the President, January, 1962, p. 3. 
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that his "realistic aims for 1961 are to reverse the downtrend in our 

economy, to narrow the gap of unused potential, to abate the waste and 

misery of unemployment, and at the same time to maintain reasonable 

stability of the price level."34- To these goals he added that of 

reducing the deficit in international payments, a problem that had 

become noticeable in 1960. 

In January, 1962, President Kennedy was able to claim that 

these goals had been achieved. Unemployment during 1961 dropped from 

6.8% to 6.17o. Interestingly enough, although price stability was a 

secondary goal of the Kennedy Administration, prices were relatively 

stable through the year despite an expansionary government policy. 

The consumer price index rose one-half of one percent, but this was 

not considered a sign that the government should switch to restrictive 

policies as was the practice of the previous Administration. Rather, 

Kennedy stated that the economy had moved only part of the way to the 

Employment Act goals. His setting a temporary, working goal of 4% 

unemployment by 1963 was of signal importance.36 This was the first 

time that a President had stated the major Employment Act goal in 

quantitative terms. 

The Council of Economic Advisors explained that the goal of 

4% unemployment was simply a working target for aggregate, compensatory 

fiscal policy: 

34. Ibid., p. 5. 

35. Idem 

36. Ibid., p. 8. 
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In the existing economic circumstances, an unemployment 
rate of about 4 percent is a reasonable and prudent full 
employment target for stabilization policy. If we move 
firmly to reduce the impact of structural unemployment, we 
will be able to move the unemployment target steadily from 
4 percent to successively lower rates.^7 

To answer in advance criticism from those who always interpret expan

sionary economic policy as being inflationary: 

The recent history of the U.S. economy' contains no 
evidence that labor and commodity markets are in general 
excessively 'tight' at 4 percent unemployment; neither 
does it suggest that stabilization policy alone could 
press unemployment significantly below 4 percent without 
creating substantial upward pressure on prices.-*8 

The Council went on to argue that policies to reduce structural and 

aggregate unemployment should be undertaken simultaneously, since they 

are mutually reinforcing. Other than the reports and recommendations 

of the Joint Economic Committee, this was the first total attack on 

unemployment by a responsible government agency. 

Other new and significant advances can be noted in the Kennedy 

Administration. One major innovation deals with the problem of the 

time lag in initiating anti-recession fiscal policy. As is often 

pointed out, a major difficulty in using tax reductions and increased 

expenditures to combat recession is the amount of time required to 

design the policy, to gain Congressional action, to apply it, and 

finally, for the economy to feel its consequences. President Kennedy 

37. The Annual Report of the Council of Economic Advisors, 
included in the Economic Report of the President. January. 1962. 
p. 46. 

38. Idem 
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asked Congress to pass legislation giving the President stand-by 

authority to reduce individual income tax rates by as much as 5 

percentage points lower than the permanent level and to initiate 

spending for capital improvements up to $2 billion. Before invoking 

the authority, the President would be required to show that the 

Employment Act objectives required such action. Congress would be 

permitted to veto these Presidential actions by a joint resolution 

of Congress.^9 The passage of such legislation would make compensatory 

fiscal policy a timely and effective device in the hands of an 

administration, assuming the work of appraisal was reasonably current 

and accurate. 

Two other recommendations deserve comment. One would make the 

term of the Chairman of the Board of Governors of the Federal Reserve 

System coincide with the President's, permitting him to nominate a 

chairman of his choice.^ If approved, the Federal Reserve's monetary 

policy would no longer be independent of the Administration's fiscal 

policies. President Kennedy's immediate problem was that William 

McChesney Martin was not compelled, in 1962, to cooperate with the 

policy to stimulate economic growth to the full employment level. 

In line with the idea that both structural and general 

unemployment must be attacked simultaneously, it was recommended that 

a Manpower Development and Training Act be passed to upgrade the skills 

39. Economic Report of the President. January. 1962» 
pp. 18-20. 

40. Ibid.. p. 22. 
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of American labor to keep pace with technological changes. In 

addition, the President asked for a Youth Employment Opportunities 

Act and the establishment of Youth Corps Conservation Camps to help 

reduce unemployment among young men and women. 

The Response of Congress and the Joint Economic Committee 

The Joint Economic Committee was, for the first time, highly 

laudatory of the President's 1962 Economic Report and especially 

appreciative of the separate report filed by the Council of Economic 

Advisors. After making this point, the Joint Economic Committee 

Report stated: 

The Council presents a lucid summary of the record of 
recovery achieved during 1961 and sets forth clearly the 
unfinished business before us--full recovery without 
inflation, reduced unemployment, strengthened defenses 
against future recessions, more rapid economic growth, and 
balance-of-payments equilibrium.42 

The Committee might well feel that it had finally found a friend, since 

these goals and most of the techniques of implementation mentioned in 

the President's report had been recommended in many previous Joint 

Economic Committee studies. It could be expected, therefore, that the 

Committee would endorse the Administration's economic policies and 

recommend them to Congress. This was the case as all of the President's 

41. Ibid., p. 25. 

42. U.S., Congress, House, Report of the Joint Economic 
Committee on the Economic Report of the President. H. R. 1410, 87th 
Cong., 2d Sess., 1962, p. 2. 
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major proposals were endorsed by the Committee. Where there was 

disagreement, it was only a matter of degree.^ 

Predictably, the one area of the Administration's report which 

disappointed the Committee concerned monetary policy and the Federal 

Reserve System. The Joint Economic Committee Report approved of the 

proposal to make the term of office for the Chairman of the Board of 

the Federal Reserve coincide with the President's, but took issue with 

the lack of criticism of substantive monetary policy. As the Joint 

Economic Committee accurately perceived, "the Council of Economic 

Advisors has not been so bold as to suggest that money policies should 

be eased, but they have ventured the hope that they will not be 

tightened as the expected recovery proceeds."^ 

It is true that in the regular Economic Report of the President 

the Administration avoided the issue of independence of the Board of 

Governors and the tight money policies they traditionally favored. 

The proposed procedural change in the Chairman's term of office was 

designed to make the Federal Reserve authorities responsible to the 

President for the purpose of coordination. The Administration's 

preference for low interest rates and the effort to exert some pressure 

on Federal Reserve decision-making became quite clear a few months 

later. C.E.A. Chairman Heller was questioned about the increasingly 

restrictive monetary policies in midyear 1962 during special hearings 

43. Ibid., pp. 91-103. 

44. Ibid., p. 31. 
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before the Joint Economic Committee. In his testimony, Heller was 

obviously trying not to offend the Federal Reserve authorities, but 

the Administration's concern over tight monetary policies emerged under 

the close questioning of committee members. At one point this exchange 

took place: 

Representative Reuss. I want to discuss with you the 
monetary policy which appears to be in effect today. In 
the last 8 weeks, at a time when there has been justifiable 
concern about the economy, the Federal Reserve Board has 
markedly decreased the free reserves in the banking system, 
and this has resulted in an increase in both short-term 
and long-term interest rates, has it not? 

Dr. Heller. Yes, it has. 

Representative Reuss. If it were not for so-called balance 
of payments considerations, it would be indefensible, would 
it not, to tighten the supply and increase the cost of money 
at this time? 

Dr. Heller. In the light of economic conditions today and 
economic prospects, yes.^ 

A little later, Heller argues that while the Federal Reserve's anxiety 

about deficit in the balance-of-payments account was real, a forced 

rise in interest rates resulting in slow economic growth and employ

ment was too high a price to pay. The approach favored by Heller was 

to differentiate between long-term and short-term interest rates. 

Short-term rates, kept at a relative high level, would have a favorable 

effect on the balance-of-payments problem. Long-term rates, however, 

should be allowed to decrease in order to stimulate investment and 

general economic growth. Indicating that the Administration had tried 

45. State of the Economy and Policies for Full Employment, 
Hearings before the Joint Economic Committee, 1962, p. 129. 
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tried to convince the Federal Reserve authorities to follow this 

policy, Heller stated, "These concerns of ours have been expressed 

in our discussions within the administration and with the Federal 

46 
Reserve Board." 

Some reference should be made to the general nature of these 

J.E.C. Hearings in August of 1962. Several of the Committee members 

had exchanged letters in July in which they noted that the recovery 

from the 1960-61 recession had apparently slowed somewhat.^ Unem

ployment was still about 5% but was approaching the temporary full 

employment target of 4% at a slower pace. Several members had been 

following monetary policies quite closely and wanted to question 

Chairman Martin about the tightening of credit which had been authorized 

in the first half of 1962. The discussion which ensued resulted in 

irate charges against the Federal Reserve Board for its direct respon

sibility in retarding the recovery. Congressman Reuss had gone so far 

as to make a speech on the floor of the House of Representatives in 

which he reviewed the tight money policies of the Federal Reserve in 

the past and concluded with the title of his speech, "How to Choke 

Off Recovery: The Federal Reserve Does It Again. 

One other event led the J.E.C. to believe that the Administration 

was extremely worried about the 1962 economy. On June 7, President 

46. Ibid., p. 129. 

47. Ibid., pp. 2-6. 

48. Ibid., pp. 216-219. 
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Kennedy announced a program of tax reform and tax reduction in order 

to stimulate the economy to a growth rate which would hasten the 

decline of the unemployment rate.^ in his testimony, Chairman Heller 

feared that the 1962 slowdown could be the advanced indicator of another 

recession.^ It is significant that the Administration's early and 

open recognition of the possibility of a recession occurred simul

taneously with its proposal of a fiscal program designed to forestall 

that possibility. 

President Kennedy had announced his proposed tax cut during a 

public address at Yale University, in this speech, he admitted a 

consequent budget imbalance but he asserted that a deficit might be 

good for the economy. This statement was undoubtedly a conscious test 

of public and Congressional reaction. In a press conference following 

the speech, Kennedy continued to try to explain the advantages of 

intentional deficit for a slack economy: 

Now we have to realize that we had a recession in 1958 and 
a recession in 1960. ...we do not want to run into periods 
of recurrent recession. One of the ways that has been 
considered to avoid this is by following a budget policy 
which is related to what 1 called rather formal traditional 
positions which may not be applicable to the present time.^l 

The attempt to explain Keynesian theory and compensatory fiscal 

policy to the public was admirable. Previous administrations had all 

49. Ibid., p. 131. 

50. Idem 

51. Chase and Lerman, eds., Kennedy and the Press, p. 268. 
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preferred public commitment to the safer conventional wisdom of the 

balanced budget. When it became clear that the budget would be 

unbalanced in fiscal 1963 with or without a tax cut, it was also obvious 

that a majority of Congressmen would oppose any tax cut. Kennedy 

ended the debate in August by announcing that the Administration would 

C O  
not press for its enactment at that time. Most of the other major 

programs were also turned down by Congress in 1962. As the Congressional 

Quarterly Service summarized it: 

...no action was taken to give him standby authority to 
cut taxes, while in place of his standby public works 
proposal Congress authorized a $900 million acceleration of 
capital construction in labor surplus areas, then appro
priated only $400 million for the program. Other conspicuous 
casualties in 1962 included every aid-to-education proposal; 
permanent improvements in unemployment benefits as well as 
an extension of the temporary program enacted in 1961; the 
proposed 'Youth Conservation Corps'; and a new mass transit 
program. 

The Manpower Development and Training Act was the only major economic 

proposal of Kennedy's which Congress passed in 1962. 

The Slow Recovery in 1963 and 1964 

The years 1963 and 1964 were ones of continued but slow recovery, 

with unemployment dropping to 5.7% in 1963 and 5 . 2 %  in 1964.While 

the first two years of the Kennedy Administration witnessed a virtual 

52. Congressional Quarterly Service, Federal Economic Policy 
1945-1965. p. 58. 

53. Ibid.. p. 56. 

54. Economic Report of the President. January. 1965 (Washing
ton, D. C.: Government Printing Office, 1965), p. 214. 
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revolution in economic policy, the last year of his Administration 

and the first year of Johnson's were marked by efforts to gain acceptance 

for the "new" ideas in Congress. 

President Kennedy's last economic program for Congress was 

incorporated into his 1963 Economic Report. (It contained nothing 

that was new beyond the programs announced in 1962.) The same problems 

were apparent and essentially the same policies were requested. Only 

the emphasis was changed. The Council of Economic Advisors summarized 

the situation: 

Our review shows that progress is not likely to be inter
rupted in the near future by a recession of the type 
experienced in 1949, 1953, 1957, and 1960. Thus we do not 
now face a cyclical emergency compelling immediate action. 
But the record does disclose that, for more than 5 years, 
the U.S. economy has lacked the buoyancy and vigor which 
spell full employment and rapid growth." 

The policy approach offered to Congress continued to call for 

the dual attack on unemployment: policies to stimulate aggregate 

demand, and programs to alleviate the effects of structural unemploy

ment. In 1963, the emphasis would be placed on a program to generate 

general economic growth and increase the aggregate demand for labor. 

Little could be gained by attacking the various pockets of chronic 

unemployment if the overall demand were not present. The technique 

advanced by the C.E.A. and President Kennedy was again, as it had been 

55. Annual Report of the Council of Economic Advisors. 
included in the Economic Report of the President. January. 1963 
(Washington, D. C.: Government Printing Office, 1963), p. 37. 
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briefly in mid-1962, the tax cut. Most of the economic messages 

focused on the tax cut, explaining its execution and rationalizing the 

resultant deficit as predictive of a full employment economy and a 

potential budget surplus in the future. 

One might suspect that the mention of an intentional deficit 

in 1962 was merely a "trial balloon" for the Administration. In this 

way, they could measure public and Congressional reaction, and determine 

the amount of pressure that would have to be utilized later to gain 

the objective in Congress. 

There is no doubt that the Administration was serious about 

the tax cut in 1963. President Kennedy included careful explanations 

of the planned deficit in his Economic Report: 

Our choice is not the oversimplified one sometimes posed, 
between tax reduction and a deficit on one hand and a budget 
easily balanced by prudent management on the other. If the 
projected 1964 Federal cash deficit of $10.3 billion did 
not allow for a $2.7 billion loss in receipts owing to the 
new tax program, the projected deficit would be $7.6 billion. 
We have been sliding into one deficit after another through 
repeated recessions and persistent slack in our economy.5° 

The idea that a planned deficit for fiscal 1964 would produce balanced 

budgets later--in fiscal 1967 according to Secretary of the Treasury 

Dillon--was also explained in detail in the President's Budget 

Message.57 

Seeking support for the bill in Congress, the President made 

it the main subject of speeches to special groups in January, February, 

56. Economic Report of the President. January. 1963, p. xiv. 

57. Congressional Quarterly Service, Federal Economic Policy 
1945-1965. p. 59. 
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and March of 1963, and the subject came up repeatedly in news 

conferences. In each case, he carefully explained the substance of 

the bill and its expected consequences: 

We have a tax system that was written, in a sense, during 
wartime to restrain growth. Now if you continue it, this 
country will inevitably move into a downturn, and I would 
think our experience of 1958 and 1960 indicates that some
thing has to be done.^8 

And referring to the opposition to his tax plan that was building up in 

Congress, Kennedy instructed: 

Now those who are opposed to the tax program should consider 
what the alternative is. And I think it's a restricted 
economic growth and higher unemployment. If we fail to 
do something about unemployment and begin to move into a 
downturn, there'll be increased pressures for a thirty-five 
hour week as a method of increasing employment, and I think 
it would be far more costly in the long run to the Govern
ment and to the economy to defeat our bill.59 

Even as Kennedy argued through these months, Congressional 

resistance mounted. The House of Representatives finally passed a tax 

bill which included the recommended reductions, but in the Senate the 

Finance Committee had still not reported it on the day of adjournment. 

Major bills designed to stimulate economic recovery in areas of chronic 

unemployment received similar treatment.^ 

President Kennedy never saw the final disposition of his 

program to raise economic growth rates permanently and to reduce 

58. Chase and Leeman, eds., Kennedy and the Press, p. 384. 

59. Idem 

60. Congressional Quarterly Service, Federal Economic Policy 
1945-1965. p. 59. 
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unemployment to the temporary full employment goal of 4%. The new 

President, Lyndon Johnson, made his first Economic Report in January, 

1964. It is obvious that President Johnson intended to continue the 

programs initiated by the Kennedy Administration and to add a new 

dimension which he called "The War on Poverty. 

To define his commitment to the Employment Act and to the 

Kennedy proposals for implementation of that Act, Johnson referred to 

a speech he had given six years previously: 

I regard achievement of the full potential of our resources--
physical, human, and otherwise--to be the highest purpose 
of governmental policies next to the protection of those 
rights we regard as inalienable. 

The road to that full potential is still a long one. 
But we have moved steadily and impressively forward in the 
past three years. 

And the tax cut will speed our climb toward our goals of 
full employment, faster growth, equal opportunity, balance 
in our external payments, and price stability.^ 

President Johnson left little doubt that the new Administration would 

continue the struggle for full implementation of the Employment Act of 

1946. 

61. Economic Report of the President. January. 1964 (Washing
ton, D. C.: Government Printing Office, 1964), pp. 3-15. 

62. Ibid.. p. 3. 



CHAPTER X 

CONCLUSIONS 

In 1946 when the Employment Act was adopted, there was no 

clear conception of the public's preferred state of affairs relative 

to employment and unemployment. It is probably accurate to say, 

however, that there was a general understanding of what the public 

did not want. The articulation of the problem by members of Congress 

indicated that the public did not want the return of a depression 

economy after World War II. Because of general agreement on this 

"negative" preferred state of affairs of the public, the Employment 

Act passed both Houses of Congress with large majorities. 

It is more difficult to gain general agreement on a positively 

stated public goal. Evidence of this is that the original Full Employ

ment Bill was rejected in favor of a bill which stated that "maximum" 

employment was the state of affairs to which the federal government 

would be committed. 

It may be true that most major policies suffer this same fate. 

That is, once the original prescription is modified to the point that 

at least a majority in Congress find it acceptable, the final prescrip

tion is so vague that Congressional intention is not really known. 

What is "maximum" is, certainly, a matter of interpretation. Although 

the Joint Economic Committee assumed rather early that full employment 

was prescribed in the law, the Presidential Administrations of Truman 
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and Eisenhower did not clearly accept that interpretation. It was 

not until the Kennedy Administration that there appeared to be an 

agreement that a prescription of full employment had been adopted. 

The Problem of Measurement 

Appraisal of a policy is not meaningful unless an operational 

goal is recognized against which actual behavior can be measured. 

This requires something more than agreement that the goal is full 

employment. Full employment is still left to varying interpretations, 

since it cannot mean 100% employment. There will be a certain amount 

of frictional unemployment which cannot be reduced in the short run. 

The question then becomes, what percentage of frictional unemployment 

should be expected in order to consider the labor force fully employed? 

Again, it was not until the Kennedy Administration that a quantitative 

goal was announced. President Kennedy and his Council of Economic 

Advisors established 4% unemployment as a temporary working goal for 

federal economic policy. 

It is not particularly important that the figure 4% was mentioned. 

Of real significance to the function of public policy appraisal is 

that a measurable goal is announced by the responsible public officials. 

Furthermore, the goal should not be conceived of as terminal. As 

more intelligence is developed about the system under regulation and 

as the policies that are applied to it are refined, it should be 

possible to shift the temporary goal in the direction of an optimal 

preferred state of affairs and to reduce the costs of achieving it. 

In addition, the techniques of scientific measurement are in need of 
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continual refinement in order that the appraiser can know, with 

increasing exactness, how far removed behavior is from the ideal. 

The function of measurement explains to some degree the 

difference in Truman's response to the 1949 recession and Kennedy's to 

the 1961 recession. President Truman did not have the economic data— 

in quantity, sophistication, or as current—as had Kennedy in 1961. 

The Bureau of Labor Statistics has continually revised its methods to 

produce more and better information. In addition, the Joint Economic 

Committee developed an impressive amount of economic data in its 

appraisal of the economic system. 

More specifically, these agencies have expanded their research 

since 1946 to the extent that unemployment is no longer a vague, 

undefinable concept. Statistical techniques, perfected by the Bureau 

of Labor Statistics, provide policy-makers with monthly data on 

employment and unemployment. The Department of Labor, the Joint 

Economic Committee, and special committees of Congress have also 

recognized the need for further classifications of. employment to better 

define the reality of unemployment. The concepts of underemployment 

and involuntary part-time employment are now a part of the unemployment 

picture as a result of these efforts. 

The relationship of measurement to a more effective appraisal 

of policy is an important one. If measurement techniques are held in 

question by the appraiser, inaction can be expected. On the other 

hand, it seems apparent that increasing confidence in measurement 

leads to a more determined use of policies to reach the announced goal. 
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The Problem of Recognition 

The continuous, professional examination of feedback from the 

economic system in relation to Employment Act goals is necessary, but 

obviously not sufficient to the establishment and realization of a 

measurable public goal. In the case of the Employment Act, the refined 

technique of measuring employment and unemployment enables the appraiser 

to know how far employment behavior is removed from full employment. 

It is then necessary that the appraiser accept a quantified full 

employment target, and recognize the disparity between performance 

and goal, if it in fact exists. 

The foregoing chapters provide considerable evidence that 

recognition is one of the more important problems concerning the 

function of appraisal. If the major decision-makers are loathe to 

admit that economic performance falls short of desired behavior, they 

cannot very well apply fiscal or monetary policies designed to improve 

performance. If, subsequently, they do use policies to improve 

economic performance, they must rationalize their use on other grounds. 

To some degree, this occurred from 1946 to 1960. Presidents Truman 

and Eisenhower successfully avoided recognizing the recessions of 1948, 

1954, 1958, and 1960 although the collection and publication of 

economic data were sufficiently current to allow the effective use of 

counter-cyclical fiscal and monetary policy. 

Truman's response to recession differed from Eisenhower's 

sufficiently to warrant some comment. President Truman was reluctant 

to admit publicly that a recession was under way until the economy was 
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at its lowest point in mid-1949. There is a defense for Truman, 

however; inflation had been a persistent problem in the years imme

diately following World War 11. Truman appeared determined to hold 

down the inflationary pressures. In fact, he seemed to be obsessed 

with fighting inflation. It wasn't easy to switch to the problem of 

recession. More important to Truman's defense was the conflicting 

intelligence about the economy which came from his economic advisors 

well into 1949. The Council of Economic Advisors and the Joint 

Economic Committee were new and relatively unsure of their organization, 

structures, and functions. The major effort in these early years was 

directed toward the determination of what the Employment Act required 

of these organizations. The C.E.A. and the President had to develop 

a working relationship before the substantive job of appraisal and 

reformulation of policy could be attempted. The J.E.C. was in a 

particularly difficult position in reference to its functions. It 

was several years before the Committee developed a working staff of 

experts and a program of continuing appraisal of the economy in terms 

of Employment Act goals. 

President Eisenhower's reaction to economic movements away from 

Employment Act goals differed significantly from those of Truman. 

Truman finally did recognize the 1949 recession and even argued that 

the unintentionally produced budget deficit should be tolerated as 

necessary under recession conditions. The apparent policy during the 

Eisenhower years was to avoid the mention of recession (two recessions 

ran their course in this period and a third began). The methods of 
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not recognizing that performance was removed from prescribed goals 

during this period are significant for the appraisal of public policy. 

The Administration's approach was to substitute price stability for 

full employment as the most preferred state of affairs prescribed by 

the Employment Act. Periods of increasing unemployment then became 

necessary periods of economic adjustment, helpful to the maintenance 

of price stability. There is no empirical referent which would indicate 

how much unemployment the Eisenhower Administration would have toler

ated in the quest for price stability. The record during those 

years reflects regular cycles of recession, generally increasing levels 

of unemployment resulting from a slow rate of economic growth ("eco

nomic stagnation"), increasingly large deficits which were unsought 

but which naturally developed from the effect of automatic stabilizers, 

and ironically enough, a slow but steady increase in the general level 

of prices. 

The reason for this rather dismal performance of the economic 

system in comparison to the Employment Act mandate would seem to be 

value based. The Employment Act offers a choice of goals--maximum 

employment, price stability, and the maintenance of a competitive 

economic system. With the phenomenon of recession and inflation occur

ring simultaneously during the 1950's, a choice of goals was possible 

given a conventional, Keynesian understanding of the economy and the 

use of fiscal-monetary policies. Eisenhower and his Administration 

selected inflation as the more important public problem. 
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During the same period, the Joint Economic Committee was 

coming to the conclusion that the Employment Act intended that unemploy

ment was the greater of the economic evils and, moreover, that full 

employment was the preferred public goal. Further, the J.E.C. was 

accumulating evidence that relative price stability, a secondary goal, 

could be achieved if fiscal-monetary policies were applied consistent 

with the most contemporary economic intelligence. The analysis of 

feedback from the economic system by the J.E.C. staff and economists 

appearing at hearings revealed that inflation during the 1950's must 

result from something other than excessive demand. Therefore, defla

tionary fiscal or monetary measures would have the effect of creating 

more unemployment and slowing growth while, in all probability, not 

producing stable prices. The phenomenon of an administered price 

inflation became generally well known to the J.E.C. and economists. 

Administered pricing (price-setting by the dominant business institu

tions) would obviously not be responsive to policies designed to change 

the level of effective demand. The J.E.C. learned that if the govern

ment intended to be effective against this kind of inflation, it would 

have to reduce the power of large companies having the ability to set 

prices for an industry. The methods available to the government are 

direct regulation of pricing, enforcement of anti-trust laws, and, 

possibly, moral suasion by political leaders. 

There is no indication that the Eisenhower Administration 

utilized the intelligence accumulated by the J.E.C. In fact, the J.E.C. 

reports on Eisenhower's annual Economic Reports reflect a broadening 

rift between them throughout the 1950's. 
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The Kennedy Administration recognized the 1960-61 recession in 

frank terms. President Kennedy spoke openly of the recession, as did 

his Council of Economic Advisors. Of course, this was a unique situa

tion in that Kennedy assumed office after the recession had begun. 

Public recognition of the recession, therefore, did not carry the polit

ical stigma of admitting that he had allowed it to begin. Still, the 

Kennedy Administration did not speak of "optimism" as long as the 

economic system failed to measure up to the announced guidelines of 

growth and full employment. 

The Joint Economic Committee and Council of Economic Advisors 

The Joint Economic Committee officially functions as an advisor 

to Congress. In fulfilling this function, the J.E.C. gradually devel

oped into a highly proficient appraiser of the economic system and 

the application of fiscal-monetary policies. The J.E.Co was able 

to develop its appraisal capability because of the autonomy it was 

allowed by Congress. With a relative lack of direction from the out

side, the Committee members were volunteers for their positions and 

were selected on the basis of their interest in the Employment Act 

experiment. They were relatively free to build the committee structure 

and develop functions which they felt would satisfy the Employment Act 

mandate. 

This degree of autonomy was permitted since the Committee did 

not have a direct legislative function and would not, therefore, be 

considered an "important" committee of Congress. This might be con

sidered the dilemma of the Joint Economic Committee and, for that 
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matter, other committees with similar roles. If a committee is allowed 

to pass on legislation as a regular part of the legislative process, 

members will be appointed to it in the traditional way. The values 

that must be satisfied are related to power relationships within the 

legislative body rather than commitment to and interest in a particular 

policy area. If, on the other hand, committee membership is based on 

interest and ability, and it becomes a fine instrument of appraisal 

and policy reformulation, the committee has no direct role in the 

legislative process. 

The J.E.C., therefore, could not directly affect the budget-

making process in Congress with the intention of realizing the goals 

of the Employment Act. It probably did have some influence on Congress 

as an educational agency, but this would be difficult to measure. And 

even if the J.E.C. could persuade Congress to consider the total budget 

and its consequences for the level of aggregate demand and employment, 

the budgetary process in Congress is so fragmented among committees 

that a total approach is impossible. A special but formal budgetary 

role for the J.E.C. would be helpful. The J.E.C. could perform a 

function similar to that of the Bureau of the Budget. Tax and 

Appropriations Committees could make their recommendations to the J.E.C. 

in order that there might be one stage in the legislative process 

where the total budget and its economic consequences are reviewed in 

light of Employment Act goals. This is not likely to occur. The 

budgetary process as it is currently divided between so many committees 

and sub-committees is not without political design. Individual members 
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of the House and Senate would no doubt oppose any attempt to shift any 

of the budget-making responsibility (especially appropriations) to 

one committee. 

For the present, if the J.E.C.'s work of appraisal is to be 

effective in a continuing policy process, it falls to the Administration 

and the Council of Economic Advisors to assimilate this knowledge in 

the formulation of the administration budget. The Administration does 

develop a total budget for presentation to Congress. Assuming a commit

ment to the Employment Act objectives by the President and his Adminis

tration, the continuing analysis of feedback from the economic system 

by the J.E.C. would be a valuable aid. An administration can utilize 

this intelligence source if it chooses or ignore it completely. If 

the Committee majority and the President are of different political 

parties, the chance of cooperation between them is slight. This is 

one possible explanation why the- Eisenhower Administration chose not 

to heed the appraisal information being offered by the J.E.C. When a 

Democrat was elected President in 1960, a new policy of following the 

J.E.C. analyses of the economy was practiced. 

It is through the Administration that the J.E.C. must work if 

it is to be effective in policy-making. The President's Council of 

Economic Advisors could act as a coordinator between the J.E.C. and 

administration agencies—Treasury, Bureau of the Budget, and, hopefully, 

the Federal Reserve Board. The Joint Economic Committee could continue 

to generate intelligence about the contemporary economy and know that 

it would be used in policy formulation by the Administration. The 
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C.E.A.'s function would be to focus the attention of the Administration's 

economic agencies on the expanding body of knowledge provided by the 

J.E.C. as well as on the requirements of the Employment Act. Within 

the Administration, the C.E.A.'s function would be to coordinate 

total spending, taxing, debt management, and monetary policy in order 

to maximize employment and price stability. The lack of coordination 

of these policies in the past has made the appraisal and further 

realization of Employment Act goals quite difficult. 

The above suggestions require that the President assume the 

leading role in his Administration. The C.E.A. could not coordinate 

the various agencies under the Employment Act without active Presidential 

support. 

The Special Case of the Federal Reserve System 

As mentioned above, the coordination of all the major economic 

agencies of the government is required for a unified appraisal and 

policy implementation. Even if a president is predisposed to the 

coordinationof the major economic policy agencies through the Council 

of Economic Advisors, the Federal Reserve Board is independent of 

President and Congress and need not coordinate its functions with 

others. In fact, it is obvious that the F.R.B. does not consider the 

Employment Act of 1946 as one of the primary controllers of its 

behavior. 

The F.R.B.'s function in the economic system has been announced 

consistently in Congressional committee hearings by the Chairman of the 
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Board of Governors. Chairman Martin never fails to stress the Board's 

independence from Congress and administrative agencies. As to the 

major function of the Federal Reserve System, it is clear that Chairman 

Martin believes that it is to maintain price stability as the most 

preferred state of affairs. This is supported by the generally tight 

money policies pursued by the System. It appears that the Board views 

the money supply and interest rates in isolation from the general 

economy and level of employment. Neither the Keynesian revolution in 

economic thought nor the results of appraisal of the system by Congres

sional committees and private economists have had any significant impact 

on Federal Reserve System behavior. The Federal Reserve Board's 

constituency is the banking and business community and the conventional 

monetary policy is merely a manifestation of this fact. 

Gaining a coordinated appraisal and application of fiscal policy 

by Congress, Congressional committees, and administrative agencies 

would be difficult but possible as Congress and Administration come 

to agree on the priorities of the Employment Act. But this alone 

will not produce more favorable consequences under the Act. The 

monetary policies of the Federal Reserve System must be coordinated 

with the fiscal activities of Congress and the Administration. There 

is at present, however, no way to gain the cooperation of the Board 

without changing its structure. Since the problem is that the Board 

is responsible to the banking community rather than the public, the 

term of office of the Chairman of the Board should be reduced from 

fourteen years to four, coincident with the President's. This would 
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allow the Council of Economic Advisors to gain the cooperation of 

the .Chairman through the influence of the President. 

It would also be useful if the traditional functions of the 

Federal Reserve System announced in the Act of 1913 were amended to 

include responsibilities under the Employment Act of 1946. The 

problem of integrating monetary policy with fiscal policy and debt 

management should be lessened in degree if Congress prescribed full 

employment as a policy goal of the Federal Reserve System. 

The Function of Appraisal 

The portion of the policy process that occurs after the 

formation and application of a policy should, it seems clear, receive 

considerably more attention from students of public policy than it 

has previously. There has been a propensity to think in the relatively 

static terms of politics and administration as the totality of the 

policy process. If one conceives of administration as the implementa

tion of the politically determined policy prescription, the implication 

is that the administrative function is simply the faithful execution 

of public law. 

The case of the Employment Act of 1946 demonstrates that this 

approach to the understanding of policy is not inclusive of the total 

process. The complex of conflicting values evident during the formation 

of the policy are present long after the formation and application of 

the policy. Those who opposed the values of the policy during its 

formation do not automatically agree with the prescription once it 

becomes law. They can and do maintain their opposition for years and 
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may find official recognition of their views in one or more of the 

agencies related in some way to the policy. 

Appraisal of the effects of an applied prescription will 

reflect this conflict. The early life of the Employment Act of 1946 

was beset with difficulty to a large degree because many lawmakers 

and administrators simply did not accept the state of affairs announced 

in the law. Stated differently, the majority does not necessarily win 

and the minority lose, even after the initial compromise which is 

reflected in the law. From the experience of the Employment Act, a 

tenable hypothesis might be that a generation of public officials or 

approximately twenty years of time is required for the process of 

integration of values to occur. 

When a law prescribing a change in behavior is applied in the 

system, the process of achieving the public's preferred state of affairs 

has actually just begun. What follows is the process of appraisal. 

If the political system is performing for the benefit of the public, 

a continuing examination of the feedback from the system should, over 

time, cause the system to behave in the way the affected public 

prefers. 
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