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DATE: December 21, 1971

INTERVIEWEE: WALTER HELLER

INTERVIEWER: DAVID McCOMB

PLACE: Dr. Heller's office, the University of Minnesota,

Minneapolis, Minnesota

Tape 1 of 3

M: To start off with sort of a problem about the mechanics of government.
Were you the originator, or were you in on the beginning of the so-
called Troika and the Quadriad?

H: Yes. Let me tell you a 1ittle about that. Again, I may not have the

exact dates, but these can be checked out from the memos in the
Kennedy period. We, fairly early in the Kennedy Administration in =
1961, developed a pretty good working relationship among the Treasury,
Budget Bureau and the Council of Economic Advisers. At first, it
wasn't at all apparent that these three were working on an equal
basis, because during the preceding administrations it is pretty clear
that the star of the council had fallen, especia]]y'after Arthur Burns
left. And one of the things I had to do during the early days of
the Kennedy Administration was to get the council re-established on a
parity with the other two agencies.

The council is a very different organization than the Budget
Bureau. An enormous amount of material has to pass through the
Budget Bureau on its way to the President and on its way back from

the President down to the agencies, but except for preparing an
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annual economic report, the Council of Economic Advisers per se has
by law nothing but a kind of cord suspending it from the President's
Oval Office, nothing flowing up through it to the President. There's
nothing that forces the President to use it other than having to
prepare the annual report.
Well, then your work in, say, the Troika was to give more prestige or
more influence to the CEA?
I had at first to establish the position of the council, along with
my fellow council members, Kermit Gordon and Jim Tobin. With people
like that working with me we had the horses, so to speak, to do it.
And after some months we got established, I think, reasonably on
parity, which didn't exist right away, with the Treasury and the Budget
Bureau. i
Then came the question of how would we regularize and systematize
those relationships? We decided that there ought to be a structure
that would give the President the joint product of our analyses, in
other words, the fiscal, economic and financial. These analyses
ought to be served up to the President in some coordinated form rather
than coming to him in scattered fashion from different parts of the
government. So Doug Dillon and Dave Bell and I decided to form.the
Troika. The name obviously came from the Soviet Troika, suggested
by the Treasury Department, as I recall.
So here was the Troika. VYou probably know the structure of it.
It was these three agencies. In addition, it had three layers: a

staff layer; a council-member and undersecretary layer; and then
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finally, at that time, the Bell-Dillon-Heller layer. This served both
as a kind of factual agent to give the President something like a
quarterly review--I don't know that we were quite that systematic

but that was the objective--of the economic and budget and financial
situation and as a policy advising group. Typically, when we gave him
the facts, we would also say, "These are the policy implications,"

and so forth.

Now there was obviously one element missing, and that was the
Federal Reserve Board. I foundthat Eisenhower used to have meetings
with the four men who headed these four organizations. And I also got
the impression that it was a rather sometime thing. It struck me
that both to give the President the four-ply coordination that was

. needed and to bring the Federal Reserve a little more into the act, CawE
because we were very queasy about what Bill Martin was going to do,
that we ought to not only continue whatever it was that Eisenhower
had, but we ought to put it into again a somewhat more systematic,
I don't want to say formal, type of mold.

So 1 suggested to the President that we do that, and he accepted
this suggestion. We began to have occasional meetings, usually at
my call. Now unlike the Eisenhower Administration, which tended
to put committee meetings on a rigid schedule, the Kennedy Admini-
stration groups, committees, et cetera would meet when there was a
reason for them to meet. Under the Eisenhower fixed-schedule approach,
I'm told that as far as the economic committee meetings are concerned,

there was a loss of interest and intensity. Often subordinates
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would go and the President would delegate authority to somebody else,
and so on.
My practice was to have the Quadriad meet, this group of four,
at such times as it seemed that it could serve a positive purpose.
The most frequent purpose was to nudge Bill Martin into line and to
get the Federal Reserve broadly to go along with the President's
policies. In those days we were having a hard time getting the Fed
to put money into the long-term bond market. We had what we called
the "monetary twist,” where we were trying to hold short-term interest
rates up, so that not too much money would flow overseas, and hold
long-term interest rates down, so that there would be a stimulus to
domestic investment activity. We sometimes found the Federal Reserve
rather re]uctanf on this. -
Now as to naming it. For some time when I'd write the President
a memo or call Ken 0'Donnell and say, "I think it's time the President
got this group together," I'd talk about "the economic-fiscal-financial
group." It got to be such an awkward handle that I one time decided
that if we had the Troika, which had already been named, the least
I could do was get a new handle for this group of four. So I looked
it up in the old Webster's Unabridged Dictionary that had been sitting
there ever since 1947 when the council was formed--I'm just putting
in a plug for how frugal we were. I Tooked up under "quad," "quartet,"
et cetera, and I finally came across this wonderful word, "quadriad,"
and the definition was "group of four--rare." I sent Kennedy a

memo, saying in effect "We've had this awkward handle for this thing,
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how about calling it the Quadriad?" I gave him the definition, "a
group of four--rare," and added, "Boy, that's us!" He was amused,
and from then on it became the Quadriad.

But just to show you how history goes, about a year'ago I read
a little item in the paper saying "President Nixon called a meeting
of the Quadriad which was formed and named during the Eisenhower
Administration.”
That brings up the point that under Johnson, these--I hate to call
them institutions--organizations, Troika, Quadriad, they continued
operating?
They not only continued, but I think he used them even more system-
atically than President Kennedy. That may be [an] overstatement.
I'm not sure that he met with them as often, but he recognized them
as structures that he should work with and through.
Your conflict with the Federal Reserve System would seem to indicate
that there's a greater need for coordination in fiscal and monetary
policy and the institutions that control that. Do you have any
reflections on that, since you had to work With that problem?
I'm very glad that you've given me a chance to say more about that,
because I don't want to give the impression that we didn't resolve
the conflicts pretty successfully. One of the characteristics of
both the Kennedy and the Johnson Administrations that I think is in
great contrast to the Nixon Administration is the way in which
conflicts, differences in point of view, sometimes even personal

contention, but not a great deal of that, among the economic policy
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formulating individuals and bodies in the government were resolved
without mayhem and without public displays of conflict and so forth.
Really, I'm convinced that there's a sharp difference between the
way things were resolved by the appropriate use of the Quadriad and
the Troika, and occaéionally other bodies Tike the Cabinet Committee
on Economic Growth--which the President had me head up in order to
reconcile the differing positions on the tax cut back in 1962--[and
the way they are resolved under Nixon].

We might start from rather different points on the compass, but
by the time it got to and through the President, and I'm talking
now about both Presidents, there was a coalition position which, as
far as the public was concerned, was the position of the entire govern-
ment. Historians will surely note that in looking at the public
comments about economic policy in those two administrations there
was very little appearance or fact of deep irreconcilable conflict.
It came about by a general problem of consensus, give and take. I
don't want to idealize it, but I believe this is an appropriate
description.

Whereas in the Nixon Administration, you had the feeling that
he had contending forces, maybe he'd have Shultz and Stein over here,
and he'd have the Treasury over there, and Mr. Burns perhaps in
between somewhere. Then he'd have to finally cut the Gordian knot,
gavel the group down, so to speak, and say "This is the way it's
going to be." Yet there were always dissidents; you always had the

feeling, so far, that there were always people who didn't really
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believe in the policy that was finally decided on. There were

winners and losers. Now, I'm not saying there weren't winners and
losers in the sense of emphasis in the Johnson Administration and in
the Kennedy Administration. But at least you came out to a coordinated
policy by, as I say, essentially a process of consensus. This was in
part because of the persona]itieé of the advisers and in part the
personalities of the Presidents..

Sure there were conflicts, don't misunderstand me. But there
might be an inclination to say, "The reason you weren't conscious of
that on the outside, or that there was not an impression of conflict
on the outside, is not because Kennedy and Johnson suppressed any
appearance of cohf]?ct, but because what was going on behind the
scenes was being done in a spirit of accommodation and a spirit of
trying to reach compromise positions rather than having the thing
bucked up to the President and the President forced to choose between
the groups." |

At times, of course, he had to. Especially on international
financial matters--balance-of-payment policies--the Treasury and
council saw the problem differently, and the President had to decide--
in Kennedy's case, more offen than not, in the Treasury's favor on
those international issues. VAnd thererwas friend]y contention with
Bill Martin. He Was always more concerned about inflation than abouf
unemployment. We learned that from the very beginning in 1961. At
the moment there was some recovery in the second quarter of 1961, he

began telling the President he better start worrying about inflation.
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As Kermit Gordon may have indicated in his interviews for this same
project, one of the reasons that we initially got going on fhe wage-
price guideposts was to assure President Kennedy that if there was

any danger of inflation in those days, when there was so mdch unemploy-
ment and so many unused Eesources in 1961 and 1962, that it surely
wasn't aggregate demand, or a demand-pull inflation. It was clearly

a cost-push. And if we're going to deal with cost-push, we ought to
have some kind of an incomes policy, some kind of a guidepost to

cope with it.

We had to tell Kennedy way back in June of 1961, "Don't get
agitated about Bill Martin's warnings about the imminence of infla-
tion. It just ain't imminent." He remembered that later, and told
us, in effect, "You're the fellows that first got me straight on
this."

Coming back to the Quadriad, as I say, it met at my call during
the four years that I was there.

M: Incidentally, did you serve as a spokesman for it?

H: Not really. Typically, I sent the President the necessary background
or briefing memo for the meeting often with specific suggestions or
questions to ask Bill Martin. But once we got with the President
we were all equals in his eyes. I would sometimes open the meeting
by saying, "We thought we ought to discuss this or that, Mr. President,”
but when I say "met at my call" what I mean is, if I were able to
persuade Ken 0'Donnell or--let's see, who would have been doing it

early in the Johnson Administration? Would it have been Busby?--
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someone close to the President was persuaded that we have a meeting.
But it met in that sense on my initiative, I guess would be a better
way to put it, than on my call. And [let me explain] just very quickly
what happened in 1961-62. The main occasion for calling the Quadriad
together would often be when the "New York desk" of the Fed, where
they do the open market operations, was lagging. The idea would be
for the President to get Martin to instruct them to buy more long-
term government securities and thus put more money into the long-
term money market in order to provide more stimulus to the economy.
At one time Jim Tobin charted the activity at the New York desk in
terms of when we held meetings. Every time we were about to hold a

meeting, the activity, those purchases at the New York desk of U.S.

il

bonds and so forth, to get money into the market, would rise. And
sometimes it would continue for a while after the meeting, and then
it would sag until we called another meeting. So Jim Tobin finally
evolved the general principle that you didn't actually have to hold
the meetings; you just had to call them to have the salutary effect
on the Fed.

But really, the meetings themselves were generally not too
strained. Bi1l Martin knew how to strike a balance between safe-
guarding his independence and yet being a team player, especially
when it was put to him in the right way. He felt he was having some
influence on other policies of the government, especially fiscal
policy, and we felt that we had a right to have some influence on

the Federal Reserve policies. The exception was that occasion,



LBJ Presidential Library ORAL HISTORY TRANSCRIPT More on LBJ Library oral histories:
http://www.lbjlibrary.org Lyndon B. Johnson Library Oral Histories [NAID 24617781] http://discoverlbj.org/exhibits/show/loh/oh

Heller -- II -- 10

which we can taik about later, when he got off the reservation late
in 1965, and the President was mighty sore about it. Except for that
kind of an occasion it was a very good working relationship. And I,
who went to Washington thinking we ought to end the independence of
the Federal Reserve, came out after working with the Fed under both
Presidents with the conviction that it isn't too bad an arrangement,
provided there is good will, competent people, and reasonably
systematic consultation and presidential participation.

M: In the Quadriad, was there the interchange with lTower staff people,
like there was in the Troika?

H: Yes, but not so systematized. You see, in the Troika it really was

systematic. The staff members would meet and start working on the

H

numbers, and then the next Tevel would meet, and finally the summit
of the Troika would meet. The Quadriad, I don't want to call it
quite "catch as catch can," but there, since we didn't have anything
1ike scheduled quarterly meetings or anything Tike that, it was a
good deal more flexible as to when we met, as to subject matter,

as to the way in which the instrument was used. There were con-
tacts, of course, among staff members, but they again were not on

a systematized basis.

We did, however, have exchanges, lunches, although I very seldom
was in a position to have the Federal Reserve people over to the
White House staff mess. But in the Kennedy Administration contin-
uing into the Johnson Administration, as Ackley and Okun I'm sure

will have indicated even more precisely, there was regularized and
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systematized sometime during the Ackley-Okun administrations of the
council. But we had been doing it ever since about 1961. We'd go
over to the Fed and meet with the Board of Governors, the three
council members, 1'd say on the average of every three weeks or
something like that. And then our staff people were, not on any
agreed basis but just in the natural course of events, in toucn with
each other.

M: One of the major themes while you were head of the council under
Johnson was this business of the tax cut.

H: Yes.

M: In the previous tape you mentioned some of the preliminaries of
this and some of the work under Kennedy, and your persuasion of
Kennedy that this was necessary. And you mentioned that Johnson was
receptive to the idea of a tax cut. What we need to get into are
some of the details of how that was worked out and the trade-offs
with Congress in regard to the budget cut that went along with it.

H: Well, you're talking now about the time after President Johnson
became president?

M: Right.

H: Let me just talk a bit about that and add to what I said in our
February 20, 1970 interview. I'm first of all going to speak a bit
from'the notes I wrote concerning my first meeting with President
Johnson the day after the assassination, after we'd come in from
that aborted trip to Japan the night before. Then the President

asked to see me, and I spent about forty to forty-five minutes with
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him Saturday evening, November 23, beginning at 7:40 p.m. I think
I went in between Ted Sorensen and Bill Wirtz, and as I mentioned
last year, Mr. Manchester apparently missed this meeting completely
in his account.

We covered a great deal of ground. Perhaps I should just read
a little bit into the record from this [Heller reads intermitfently
in the next few paragraphs]. He had just been with Ted Sorensen, and
he told me of fifteen domestic crises he was facing that had to be
resolved by the time of the messages, [he] had gone over the entire
domestic picture with Ted. Before Ted went in, he, Ted, told me that
he was going to hit particularly hard the theme that we had to have
a tax cut or else risk a slowdown and recession before the election.
He was going to hit hard also the theme that we had to keep expendi- .=
tures moving on up. Which reminds me, that af the door as I left,
the President showed the response to treatment by Freeman, Galbraith,
and Sorensen, by saying also, "I'm no budget slasher, I understand
that expendftures have to keep on rising tdAkeep pace with the popu-
lation and help the economy."

When Ted came out he said they had really only covered the list
of problems and not the solutions. Ted was only in a very few
minutes. As a matter of fact, I'm quoting from the draft of my memo
on this and not from the final version of it.

The first major subject in our discussion was the message. He
said he wanted to give mainly a general feeling in his message--to

be given before the two houses of Congress, but really aimed at the
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country--to make clear that the object and desire of the administration

is to get rid of this tragedy; to promote justice, equality, and

plenty; that we should not look back; that we are a growing nation

that must have a growing budget; that the tax bill is essential to

our continued economic health; that we must have a forward-looking

foreign policy, and so forth. Then I took up with him the attack

on poverty and that of course we covered earlier, so I won't try

to cover that at this particular point.

We then talked about the Troika exercise and the fact that we

try to bring him a coordinated budget, revenue, and economic picture

every month or two, [and] that we thought it was high time right

now to get together with him on it--Dillon, Gordon, and Heller. He
ST immediately said we should set up a meeting for Monday, and as I.

wrote this memo I said, "We have a tentative meeting for around

four on Monday afternoon, but they will call us." That reminded

him that he had wanted to see Kermit, and he thought Kermit was

still coming in this evening. So it was now nearly 8:00 p.m. When he

found that Kermit had gone home he said not to disturb him, he would

see him on Monday.

He asked me about the stock market--do you want that here or

later?
M: You might go ahead while you're right there with it.
H: All right. He wanted to know how many points it had dropped; I told

him. I believe it was a 5 per cent drop. He was anxious to have

us follow it very closely. 1 told him that we were going back to
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the period of the Eisenhower heart attack to get some feel for what
had happened at that time. He asked whether there was anything he
should do about it. I indicated that no one really knows how to
understand the market or influence it. We would be reassuring in our
low-key discussions of it, but he probably should say nothing about
it for the time being.

I might just interpose here that when I think of what Mr. Nixon
said about the market last spring, I was agafn reassured in my thought
that presidents are better off not saying anything about the market.
Because it dropped right after Mr. Nixon said that he'd buy. I noted
that the stock market always reacted to crisis and uncertainty by
losing a lot of ground. He, in turn, said that the important thing
was to create a general sense of confidence and assurance that we
were going to move forward and not slide backward. He felt that
would do more for the stock market than anything else, and I agreed.
Then he told me that he had appreciated the memos that we had done
so quickly for him. We had stayed up most of the night Friday night
and worked virtually all day Saturday and gotten some things to him,
and he had already glanced at them.

I indicated that we wanted to set up efficient working relation-
ships with hfs office as soon as possible if he would designate whom
we should see when he himself was not available or should not be
disturbed with a problem as yet. He asked me how we did it with
President Kennedy. I described very quickly the relationship between

Ted Sorensen and CEA, and also the direct contacts with the President.
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He was obviously quite conscious of the latter, and he indicated to
me that I should get in touch with him whenever I had a problem that
I thought deserved his attention. He said I should not hesitate.

Now to the Troika meeting with President Johnson, Monday, November
25, 1963. These are notes by Gardner Ackley I'm going to quote a bit,
just to save time and to be more accurate, from the notes that Gardner
Ackley did at my suggestion and which I edited concerning the meeting
with President Johnson onbMonday, November 25, 1963, which was re-set
from the four o'clock time to eight forty-five. We got in at nine-
fifteen and the meeting lasted about an hour. Those present were
Dillon, Fowler, Gordon and Staats, Heller and Ackley. Moyers was in
at the beginning but was called out.

Let me refer just to the parts that dealt with the tax bill.
The President asked Dillon, "What about your tax bi11?" Almost
immediately the President himself answered his :own question by saying
that we don't have the votes to get it to the floor unless we tell
them that the budget will be about 100 billion dollars. There was
some discussion about various individuals votes, the President indi-
cating pretty clear knowledge of every vote, and he said he'd been
checking up on it. Not too directly, he noted, that would be beneath
the dignity of a president. And so he went on to say, "It is as
simple as this. If you want to get an 11 billion dollar tax bill,
you're going to have to give up a billion and a half dollars of
expenditures. Which would you rather have?" Heller said the question

was easy if that was really the choice, but you had to keep the
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support of the liberals, too, and be sure you had to go below 100
billion, Dillon thought a figure above 100, but not close enough to
round up to 101 would do it; say 100.6 or 100.7.

Now just Tet me interject here that this was such a charade,
because, of course, we were talking about the administrative budget
which was virtually meaningless except as a symbol. It had none of
the Social Security accounts in it, and especially as one looks back
at it, it is almost ludicrous to have been arguing about whether we
ought to hold that administrative budget down to below 100 or 101 or
something 1ike that. It had no substantive significance. Consequently,
as I look back at .it, I'm a little surprised that we held out as much
as we did for not cutting the budget, since it was simply such a
symbolic exercise. The part of it that was substantive was that we .
were afraid, obviously, that if you let the Harry Byrds of the Congress
dictate the terms, the danger was that badly needed expenditures would
go down the drain. We needed not only the expenditures for their
own sake, but for the expansionary force that those expenditures would
have.

So as a symbo], it's still very important?

So as a symbol it was still very importang, and I don't mean to say |
that it was at all useless. In the last analysis we felt it was so
important to get the tax cut in order to stimulate the economy and
provide a better economic setting for financing a more generous
program of federal expenditures, that we gave in, in a sense, to the

Treasury and I would have to say, LBJ position, that is, their
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position that in order to satisfy Senator Harry Byrd we'd better bow
Tow to the 100 billion dollar ceiling. Even though it went against

our short-run grain, we felt it would serve our long-run objectives

and priorities as far as expenditures were concerned.

Dillon had talked with McNamara, I'm reading again from my notes,
the Ack]ey-He11er notes, and making modifications as I go along, who
said that he probably could cut off another half billion. That, plus
Gordon's special techniques which the President knew about, would
about do it. Gordon did point out what it meant in terms of the cut-
backs, such as cutting down all new irrigation starts, cutting back
reclamation and REA and so forth. The President said he knew what

101.5 billion dollars meant. He'd been hearing about it from Freeman,

b

Wirtz, and company, and, he interpolated, "all of Heller's liberal
friends." Half-jokingly but pointedly he said, "Tell them to lay off,
Walter, tell them to quit ]obbying. I'm for them. I know they have
good programs and that the economy needs to have that money pumped
in. I want an expanding economy. The budget should be 108 billion.
They don't need to waste my time and theirs with their memorandums
and their phone calls." Later the President said that cabinet was
made up of nine salesmen and one credit manager! This is just abso-
lutely vintage LBJ humor.

Heller said that the President could defend a 101.5 billion
dollar budget, and handed over his eight points. Before looking at
it the President retorted, "I can defend 101.5; you take on Senator
Byrd." He had talked with Ike, with Bob Anderson, with Congress and
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then said, "Unless you get that budget down around 100 billion dollars
you won't pee one drop." That was what Evans and Novak picked up, by
the way. That's why I figured they must have seen this memo! Reading
my memo defending the 101.5 budget the President said, "This represents
my philosophy, but you're writing about what's desirable. Mr. Dillon
is writing about what's possible.” Then he read at length from
Dillon's memo, and Heller retorted, "I'm writing about what's defen-
sible." The President said he assumed that it wasn't only defensible
but desirable too, and Heller agreed.

Of course, LBJ continued, you could try to take it to the country.
FDR tried that with his tremendous majority and got licked. It
wouldn't work. You had to give something to buy off Byrd. VYet, if
his advisers all tell him that he should go in with 105 he would do Biae
it, but they should know what the price was and ought to be willing
to take the responsibility for paying it. Dillon agreed that you had
to pay the price to get the tax bill, but it was worth it. Then when
you have it you could do what you want, like Ike did, the President
said, "talked economy and then spent."

At the end I said to the President that if there were a real
choice between a tax bill right away and a one and a half billion
dollar expenditure cut, I would have to agree on economic grounds
that it was worth the price. And so the President éaid that he would
tell Congress that the budget should be 108, but he would cut it down
to 100. This might be too tight. He might be forced to come back

later for a half or three-quarters of a billion more, but he'd try it
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out. In the meantime we could spend at a rate of 101 billion, and
after the election, come in for a billion or so more in supplementals.
Gordon warned that Byrd wouldn't be satisfied with just the numbers,
he'd want to see the details. The committee knows how to spot the
gimmicks. Well, there's more in this memo, but I'm sure this memo
will surface elsewhere in the proceedings. I will be glad to make a
copy of it available.

Now we should take it from there, however, to one of the incidents
that I thought was both significant of itself in the tax cut under-
taking and a rather interesting commentary on how decisions are some-
times made, and how you sometimes get the situation where an economic
goal is satisfied side-by-side with a political goal. This has to do
with what may seem a rather technical decision, but it was a very -
important one. We had wanted to get the income tax withholding rate
cut as much as possible the moment the tax cut went into effect
because the economy needed the stimulus. We were running well below
full employment, and this is now in January 1964, when it looked as
though the tax cut would be enacted at a point where it was uncertain
whether the "correct" withholding rate--in terms of collecting the
correct 1iability for the year--should be 14 per cent or 15 per cent.

We wanted i1t to be 14 per cent, because one percentage point less
withholding on the entire taxable wage and salary bill in the country
is a considerable stimulus to consumer spending. But we weren't
really getting anywhere with it. The Treasury wanted it held at the

more conservative position at 15 per cent. Then one day the President
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called me over to his office and said, "Walter, to cut the deficit
in fiscal 1965, I need a billion dollars more revenue in that fiscal
1965 budget." This is now January of 1964. I gulped, and said, "Mr.
President, where am I supposed to find it?" And he said, "I don't
care where you find it. Just find it and report back in an hour."

By the way, we had just exactly this kind of a give and take
working relationship, one that, as I indicated previously, was
different from, but in a sense even closer than, the working relation-
ship with Kennedy. I don't want to suggest that the working relation-
ship with Kennedy wasn't close anq highly satisfactory. Naturally
every adviser has his misgivings about relations with a new president.
But we found that the working relationships with President Johnson
were superb.

A1l right, now here we are. I've gotto find a billion dollars
in one hour. I don't normally produce a billion dollars an hour!

And he wasn't really kidding. So suddenly I remembered that Charlie
Schultze had told me that moving the 15 per cent withholding rate to
14 per cent would shift the revenues enough to produce eight hundred
million dollars more of revenues in the fiscal 1965 budget. Now
why? Well, it would somewhat undercollect, that is, the final
1iabilities would be somewhat undercollected in April, May, June,
that is, in fiscal 1964--ending June 30, 1964. People would be
paying somewhat too little in fiscal 1964, and the consequence was
that in setting up their final liability in April of 1965, which was

still in the fiscal year 1965, they'd have to pay more.
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So this was a way of shifting about 800 million of revenues out
of fiscal 1964 into fiscal 1965, which was fine with him, he was not
worried about the 1964 deficit. He was worried about his commitments
for 1965, which was his budget; 1964 was still Kennedy's budget. So
that gave me eight hundred million dollars of his billion that he had
asked for. Then I called Kermit Gordon and said, "Kermit, I've got
eight hundred million that the President asked for, but I need two
hundred million more." And Kermit said, "You know, isn't that funny.
I was just looking at the estimate of misce]]anéous receipts and had
just been on the verge of deciding that those estimates were two
hundred million dollars too Tow!"

I'm sure you know Kermit, with his marvelous sense of humor, was
putting me on. He knew it and I knew it, so we had the billion do]]ar§&\
Within an hour I went back to the President and said, "Mr. President,
I've got your billion dollars. Now I suppose we'd better check this
out." I told him, "Kermit Gordon was in on it and agrees, and now
we ought to check it out with Doug Dillon." His reply to that was,
“Doug Dillon is down vacationing on Hobe Sound, and if he wants to
have his rest or his leisure on Hobe Sound he can have it, we're
going ahead." And that was that._ Now this was a case, you see, where
a political need was satisfied with an eﬁonomic good. I call that
happfness for an economist. And we did, we implemented it, and it
meant more stimulus for the economy and it meant more revenue in
fiscal 1965.

M: In this whole process, did you have to deal with Congress?
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H:v Yes, some. But not a great deal. [ had friends in Congress going
way back. I'd known Wilbur Mills, for example, since 1942 when he was
still, I think, a freshman congressman. I was working in the Treasury
on the wartime tax program and got to know him back in those days. 1
would occasionally--this started in the summer of 1962--have lunch
or a session with Mills, trying to persuade him that the tax cut was
badly needed and that the faster we got it the better it'd be for the
economy. He was a very reluctant dragon. He was very, very chary.

And this, then, also occurred later on in the surtax battle to

get the President ten per cent surtax, a battle that started in 1967
and ran, as you know, through half of 1968. [Mi1ls was] very chary
of economic forecasts. It's really only in the last year, in the
period when Mills has thought of himself as a presidential candidate, .
that he's gotten more modern in his economics. I'm not saying that
he wasn't highly intelligent, or that I don't respect his thinking.
He really was extremely difficult to persuade on the broad economic

sweep of taxation and on economic forecasts.

M: Did you have to deal with Harry Byrd?
H: No, I never dealt personally that I can remember with Harry Byrd.
M: Now once the budget cut was passed, it went through Congress and

it's in effect. Did you have a responsibility of follow-up on that,
or keep your eye on it?
H: Do you mean tax cut? You said budget cut.

M: I meant tax cut.
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H: Well, yes, and I have noticed as I've flipped through the memos I
wrote to the President that he was extremely interested in the economic
impact of the tax cut. 1 suppose there are two or three things worth
saying there. The first two or three months after the tax cut was
enacted, we, I must confess, were a little nervous because there was
no quick reflection of the tax cut in increased retail sales. Before
I get any further, I want to say that as Arthur Okun has shown in his
analysis of the tax cut, it worked out as well as any major economic
measure in history in terms of delivering the goods, delivering what
it was supposed to deliver.

But those first two or three months were a period of some
misgivings. We didn't really let them get to us, but after all, the
twelve billion dollar tax cut had been almost exactly what 1 had o
recommended to President Kennedy in terms of total amount. We had
persuaded the Treasury that elevenor twelve billion was far better
than their two or three biilion. What I'm really saying adds up to
the proposition that the heads of economists were on the chopping
block as never before in American history. So we were a little
nervous.

And for the first two or three months, nothing. Retaijl sales
absoiute]y dead in the water. And one day Johnny Lewis, who was
then a member of the council--which he was only briefly and then he
went on to India as head of the AID;—brought in a clipping from
McClean's column in the Daily News in Washington which said, "Waiters

are reporting an enormous increase in tips since the tax cut." Lewis
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wrote underneath, "Now I know what's wrong. They haven't been
spending it, they haven't been saving it, they've been giving it
away!" That kind of broke the tension. Well, you know, the thing
of course started rolling.

The other incident I should mention is when I went in in April
1964 to tell the President that I would have to leave. I think it
was one of the earliest, maybe even the first "walk around the oval
drive" there, behind the White House. That was when he said, "Now,
Walter, you know I'm kind of an old-fashioned economist," and went on--
as I noted in our earlier interview--to say that I had sold him on it
and he would hold me directly responsible for it.

Well I breathed such a sigh of relief a year later--when I was
back in Minnesota--when actually the first half of calendar 1965 we -=
were running a}three billion dollar surplus in the budget, unemploy-
ment was coming down each month, and "inflation" was running at only
1 1/2 per cent per year. It did deliver precisely what we had wanted.
But it was interesting that the President said that he was not entirely
yet reconciled intellectually, in terms of his previous moorings in
economic matters, to the tax cut. This is a month after it was
enacted. And just saying, "It just better deliver." Well, thank
heaven, it did deliver.

That would indicate that he had great faith in you.
Well, I'd like to think that. Of course, also, I have said before
and I think should say again in this context, that the tax cut

illustrated a difference between the Kennedy and the Johnson approach.



LBJ Presidential Library ORAL HISTORY TRANSCRIPT More on LBJ Library oral histories:
http://www.lbjlibrary.org Lyndon B. Johnson Library Oral Histories [NAID 24617781] http://discoverlbj.org/exhibits/show/loh/oh

Heller -- II -- 25

Kennedy felt that the way to get the tax cut was to educate the Congress
and the country and persuade them to go for it. I'm not passing
any judgment on this, but, you know, clarion calls, TV programs, et
cetera. Johnson's jdea was, "Let's get the damned thing passed and
demonstrate to the country what it can do." That as it happened, was
probably an ideal combination, where Kennedy had done much of the
educational work, and then Johnson used his incomparable technique
to get the thing through. Then the country's opinion-makers were
persuaded that modern economics worked, because of course there had
been this strong prejudice against having a tax cut on top of a deficit
budget in an economy that was already expanding.

This reflected a new approach to national economic policy, saying

it's the gap between where we are and where the economy could be at

4

full employment that should govern economic policy, and not the old
anti-cyclical approach, which says, "Always lean against the wind."
If the economy is going up, you lean down, and if the economy is
going down, you try to push it up. Here we had gotten across,
starting with Kennedy and really confirmed by Johnson, that the
criterion was whether the economy was living up to its expanding
full employment potential. That has now become a bipartisan test of
policy.

M: That»brings up a question I should ask you. Where did this idea start,
where's the genesis of it? I know it's back in the Kennedy Admini-
stration, but whose idea is this about a tax cut and the effect it

will have on the economy?
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H: This I suppose was as clearly a Heller idea as any purely economic

measure in the Kennedy and Johnson Administrations.

M: How do you get this idea? What goes into your mind that brings this
up?
H: Let me te]] you how this developed, very quickly. It goes back even

before the Kennedy Administration started. There was the Samuelson
Task Force. The task force said there ought to be an anti-recession
program, and if necessary a tax cut. I discussed this with Kennedy
early on, and he in effect said, "With my calling for sacrifice, how
can I go to a country that doesn't understand why you would want to
cut taxes under these circumstances with a big budget deficit? How

can I tell them that? I'm not going to hand you a tax cut on a silver

B

- platter!" So he said, "It's out." And indeed it was.

By the end of 1961 we had begun, I thought, to get Kennedy
fairly well educated on modern economics. And so, at least within
the Council of Economic Advisers, we were, in December-January,
wondering whether we should still try to get the President to have an
anti-recession tax cut. It was at that point that there was a big
surge of gross national product, a big surge of activity in the last
quarter of 1961. My partners on the council, who felt that we might
make it to full employment even with what I regarded as an over-
burden of taxes, I must say, pkevailed upon me. And we had a unani-
mous report saying it looked as though the economy could make it.

We just goofed on the economic forecést for 1962. We were too

optimistic; not quite as bad as Mr. Nixon's forecast, because
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they never believed it. We beljeved it. We thought that we could

*

make $570 billion in 1962, but GNP came in at only about $555 billion.
And this is important to the genesis of the tax cut idea.

M: Let me push you back a 1ittle bit further. I realize you brought
this idea and implemented it in government to the conclusion that it
becomes in effect a law, that it's passed through legislation. What
I would 1ike to know is, where do you get this idea? Now I know you
implement it, and so ferth, but does this come out of research that

you've done? Does it come out of a task force? Where does the idea

come from?:
H: Fundamentally it comes ocut of modern Keynesian economic theory and
policy.
CM: It builds on that? S E
H: Right. The fundamental analysis on the basis of which the tax cut

of 1964 was finally enacted really stems from Keynes' General Theory

back in 1936. Now it took a long time before that was translated

into the specifics of economic policy. Let me modify that. In World
War II we applied a Tot of Keynesian economics. As a means of
restraining purchasing power, we put in as many tax boosts as we could
get through the Congress. That was Keynesian, but under the pressure
of the war. Then in the post-war period, already in the 1945-1950
period, you can find statements of economists, and one joint statement

about stabilization and full employment policy in which leading

* Revisions since then have brought it to $564 billion.
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economists agreed--that tax cuts and tax increases should be used
for stabilization purposes: tax cuts in recession, tax increases to
try to fight inflation. That's the basic theoretical analysis ‘and
research relating past tax actions to what then happened in the
economy, and so forth, all done back in the forties. Then in the
fifties there began to be some acceptance of this.

By the way, Herbert Stein in his interesting book on the fiscal
revolution attributes more acceptance of demand—ménagement econohics
in national policy in the fifties and less of a policy revolution in
the sixties than is actually the case. As I view it, that doesn't
begin to give the credit to Kennedy and Johnson for providing the
absolute essential of a national policy revolution, namely, the

conversion of the President of the United States--and the conversion

iR

of leading thinkers, "men of affairs," opinion makers--to these concepts.
That revolution did not take place until the sixties, and nothing
that Mr. Stein adduces in his well documented and apparently careful
historical work can establish, for me, the proposition that the
country had accepted the philosophy that lay behind the great tax cut
of 1964. I'm referring to the philosophy and analysis of conscious
use of budget expenditures and tax policy for economic stabilization,
for full employment and related policies.

M: Okay, would you use that phrase that you just gave as a definition
of the "new economics"?

H: The "new economics,”" as the press called it, of the Kennedy-dJohnson

days? Yes, in considerable part. The conscious and active use of
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tax and expenditure policy, that is tax cuts and tax increases,
expenditure speed-ups and slow-downs, for purposes of trying to
develop a full employment, reasonably non-inflationary economy. That's
part of it. But you see, another thing happened during the sixties
that had never really been part of the economies of the fifties. It
was not only the kind of approach thét was at long last adopted by
presidents, and consciously so. It was also the language of the 1962
and subsequent presidential economic messages that finds no parallel

in earlier economic reports.

I remember saying to President Kennedy the first time I had
drafted language in which he openly espoused the use of deficit
financing under certain circumstances, "You are aware that no president
has ever said this before." Economists had been talking about it for. .
twenty-five years, but there's a vast gulf between economists being
able to do that and a president being able to do it and not get
penalized for it. That's what I mean when I say that our "new
economics” really took hold in the White House only in the 1960s.
Eisenhower in his final speeches was still talking about the public
debt imposing burdens ‘on our grandchildren.

Nowadays it's standard procedure to accept deficits. President
Nixon's approach was, "Oh, don't worfy about twenty-six to thirty
billion dollar actual deficits, because we're going to have a
balanced budget at full employment." We introduced the balanced-
budget-at-full-employment concept into White House rhetoric and

thinking in 1961.



LBJ Presidential Library ORAL HISTORY TRANSCRIPT More on LBJ Library oral histories:
http://www.lbjlibrary.org Lyndon B. Johnson Library Oral Histories [NAID 24617781] http://discoverlbj.org/exhibits/show/loh/oh

Heller -- II ~- 30

Now, it wasn't just the approach and the language that changed.
We also translated the "new economics" into specific numerical goals.
It was done under Keyserling and Truman, but only fleetingly and never
fully accepted by Truman. But Presidents Kennedy and Johnson accepted
4 per cent unemp1oyment as an explicit goal; they accepted 4 to 4 1/2
per cent growth rates as a goal. They pitched their economics, on
our advice, to the growing full employment potential of the economy
instead of worrying about every wiggle in the economy and trying to
flatten out the curves of the business cycle. And this is a quite
different orientation, a growth, expansion-type of orientation that had
never been accepted before. As I say, no matter how careful the
documentation of Herbert Stein's book, you cannot prove to me that
there wasn't a major advance on the atmosphere and presidential e
acceptance of modern economic analysis and instruments of policy in

the 1960s over anything that had gone before.

Tape 2 of 3
M: A1l right.
H: We've gone back to the philosophy and economic underpinnings of the

tax cut idea. Then let me return to the translation and implemen-
tation part of it. As I say, a first phase was our hope that we could
convihce Kennedy to make a tax cut part of hié anti-recession program.
The council put together that anti-recession program in the first ten
days of the Kennedy Administration, working until three, four, five

every morning. We were sort of in the command post, but we couldn't



LBJ Presidential Library ORAL HISTORY TRANSCRIPT More on LBJ Library oral histories:
http://www.lbjlibrary.org Lyndon B. Johnson Library Oral Histories [NAID 24617781] http://discoverlbj.org/exhibits/show/loh/oh

Heller -- II -- 31

get the President on board because of the point I mentioned earlier
about the sacrifice approach. We couldn't get him to sign on.

We talked about the possibility later in the spring, and then the
economy turned up and that's when the President got somewhat less
interested in the economy, when it seemed like a little less of a
crisis. That's true, of course, with presidents. That's when they
had the Bay of Pigs. Maybe if he had kept his mind on the

economy. . . . Who knows?

Then in the summer of 1961 we began to get some of this philos-
ophy applied when the council built a backfire against the proposal
that there be a three billion dollar tax increase to finance a three
billion dollar emergency Berlin mobilization, increase in defense

-, expenditures. We were a lone voice in the wilderness against the S
tax increase until in a dramatic incident one weekend we prevailed.
And President Johnson was somewhat involved in that as vice president.
I referred in our earlier interview to the meeting I had with Kennedy

and Johnson in the Mansion. Would you like to have me expand on

this?
M: Go ahead, yes.
H: I had started the backfire from Dallas, where I was speaking at SMU

on a Friday in July of 1961, trying to get the President to reverse
his tentative decision to ask for a three billion dollar tax increase
to finance the Berlin build-up. His cabinet was unanimously for it,
both because they felt they wanted people to feel a sense of partici-

pation through the taxes, and because they were in considerable part
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more or less traditional budget balancers in that they felt, "If
you're going to spend three billion more, you better finance it by
tax increases."

Jim Tobin called me and said, "We just can't let this happen with
so much slack in the economy." And I said, "I know. Ted Sorensen
is representing our point of view in these matters.” He said, "Well,
we'd better try to get more directly to the President." To make a
long story short, I got in touch with President Kennedy the moment I
got back to Washington on Saturday morning, and I got Paul Samuelson
to go over to see him at Hyannis Port. Paul then flew down to
Washington with him. I had a couple of conversations with the
President, and we sent up some memos, and the President held an
emergency meeting of the relevant cabinet officers and so forth. 1 - .=
felt that by the end of that meeting we had him persuaded to cancel
the idea of a tax increase to finance the Berlin expenditures. But
I wasn't sure, and he was not giving me a final answer until he had
conferred with the Vice President because he wanted to talk to him
about the political implications of it. At least this is the way I
perceived that incident.

Before I left for that OECD session in Paris, I wanted to get the
final word on Kennedy's decision so that I would know what to tell
our partners in the OECD the next morning. And here I hadn't gotten
the final okay from the President. He said, "Well, I have to discuss
it with Lyndon Johnson." Then I finally told Ted Sorensen, "Ted,

I'm kind of desperate because this makes a significant difference in
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terms of our sophisticated economic partners in Paris, in terms of
what I can tell them as io what our government is doing about financing
the Berlin crisis expenditures."

So Ted said, "Okay, I'11 arrange for you to go over and see the
President." I went over, and there he and Lyndon Johnson were sitting
together alone. The three of us discussed very briefly the politics
and economics of not having the tax increase that had been tentatively
decided upon, and when I left for Paris, unfortunately I still didn't
have a final answer. LBJ was saying that, as I recall it, he could
understand the reasons for not increasing taxes, and I got every
indication that it was not going to be done. But I didn't actually
know -until I got to Paris that the President had then decided not to
do it. Well, so much for this footnote. e

Now, in the first three months of 1962 the economy was just not
responding to treatment the way-it should have. Oh, by the way,
the President--this is Kennedy now, in the summer of 1961--made a
very costly pledge at the time that he decided not to have a tax
increase. He pledged that he would present a fully balanced budget
in January of 1962, and some people think that that caused us to
raise the GNP estimate so he could get more revenue. I don't know
that that subconsciously or psychologically might have entered, but
it certainly didn't enter as a direct booster of the GNP forecast.

I don't mean to say we were holier than thou about it. The range of
forecasts we were talking about ran from 565 to 570, and we probably
put it at the upper end of the range under this sort of psychological

influence.
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M: But still a legitimate forecast?

H: Oh yes. When Dillon was asked, "Do you think it is realistic? Or do
you think it is optimistic?" he said, "I think I'd call it optimistic
realistic." And this represented, I'd say, a fair characterization
of it. But then it became apparent that it was too high. By March I
was convinced that I had been right after all in late 1961 in my
initial feeling that we couldn't struggle to full employment under
this heavy overburden of taxes. At the same time, we were failing to
get economic stimulus by the expenditure route. The White House was
butting its head up against a brick wall as far as spending programs
were concerned.

This is something I underscore because some amateur historians
say we just folded under and decided to give in to the conservative
forces in the country and forego the expenditure route. Nothing could
be further from the truth. The expenditure route had been tried again
and again. Kennedy said, "Look, I'm not against spending money. If
you fellows can figure out a way for me to get the programs out of
Congress, let's go to it." But a) we were unable to do it that way;
b) it became apparent that we urgently needed some additional stimulus
to the economy; c¢) it was true that with income tax rates still
running up to 91 per cent at the top and with rates at the bottom
starting at 20 per cent, the tax structure needed correcting. In
other words it finally came out fourteen to seventy instead of twenty
to ninety, which is certainly a more viable tax structure. There were

a number of loopholes that needed closing. We didn't get much
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of that done in the 1964 act of course, because essentially the tax
reform part of it got jettisoned fairly early in the game, except for
a few remnants.

Finally, we had to sell modern fiscal policy to an unbelieving
and highly suspicious public. One way to sell it--and this I quess
was a fringé benefit of going the tax route--was to get business on
board to help sell modern economics through a tax cut, which was dear
to their hearts. They'd always previously said, "You can't have a
tax cut until you've got a surplus in the budget.” Here we sold them
deficit financing through a tax cut, and they in turn helped sell it
to the country. It took a long time to cover this, but I have to go
into this because of the fact that there has been so much controversy

e about whether it was wise or unwise, in the long-term perspective,
to have had that twelve billion dollar tax cut in 1964, rather than
boosting expenditures. |

I am completely persuaded that anybody who loocks at the unsuc-
cessful efforts to get expenditure increases out of Congress in that
period has to conclude that if we forswore tax cuts we were simply
condemning the economy to a long period of sluggishness, and that
full employment would have been a very distant objective. 1 had to
say to Ken Galbraith one time, "The way to get to your objective of
more expenditures most rapidly is through the tax cut route. This
is one case where the long way around is the short way home." And
Lyndon Johnson's Great Society programs in 1964, and especially the

1965 expenditure expansion for domestic programs, were based
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essentially on the expansion accelerated by the tax cut. So that I
feel that economic history has rendered its verdict on our side. But
there are some observers--Galbraith, Lekachman, Keyserling and others--
who have not yet accepted that. That's one reason I underscore it in |
this context.

Okay, now back to the specifics. The economy was falling well
below its potential and well below the path that we had laid out.
So in March of 1962, I did a memo [appended] to get the ball rolling
in the CEA and then in May of 1962 I wrote the opening gun memo to
the President, saying, in effect, "What I feared would happen and
hoped wouldn't, is happening. The economy is falling well below
its potential path of growth. It's falling well below our forecasts.
We aren't getting anywhere with expenditure increase proposals .
except for some military increases. It's high time that we took
the tax route."

At that time I wasn't sure that I had fully persuaded my
colleagues, Tobin and Gordon, but we always worked by consensus in
both the Johnson and the Kennedy Administrations, and they were
soon on board. There was never any conflict or problem. So we
started plugging for a ten billion dollar tax cut by May and June
of 1962. The President made his first commitment--in language
that I worked out with Ted Sorensen--to a permanent net tax cut
in a press conference of June 6 or so.

Then we had a big battle about whether we should have am immediate
tax cut because of the near-recession of 1962. I brought in people

1like Solow and Samuelson and others. We had a good go-around, and
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the President finally decided not to try the quickie first install-
ment of a permanent tax cut, which I had been urging, but did decide
to go for the tax cut in 1963. He pledged himself on August 13, 1962,
to a major tax cut in 1963. In other words, that was the first real
major commitment of a United States president to a truly modern fiscal
policy, involving as I say a tax cut in the face of deficit financing,
a rising budget and a rising economy.

We had, as 1 say, a running battle with the Treasury, not over
the idea of a tax cut but over its size. The Treasury only wanted
two or three billion dollars of tax cut to lubricate tax reform.
Tax reform was their main interest, getting the individual income tax
base restored. Our approach was, "Goodness, we hate to pass up any
opportunity for tax reform, but the important thing here is to get a
big tax cut for economic stimulative purposes." We were always a
little apprehensive about the excess baggage of the tax reform. Our
heart was in it, but not our head--in terms of the urgency of the tax
cut to get the economy moving again. And eventually, interestingly
enough, the Treasury shifted from the position that it wanted just
enough tax cut to lubricate tax reform to the position--I remember
vividly the way it was put--that tax reform would help lubricate the
tax cut. Well, that was a reversal which we didn't mind, because our
objective was to get that tax cut. But I have no doubt that the
tax reform part of thepackage slowed it down.

We ideally would have liked to have had--and I once made this

proposal to Kennedy--about eight billion dollars of tax cut fast.
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Save the other four billion to couple it with tax reform because we
felt that we couldn't really get tough tax reform, increasing some
people's tax 1iabilities, without coupling it with an overall tax cut.
But what finally happened was, for all practical purposes, and to the
dismay of the Treasury and Mr. Mills, at a meeting with the Committee
for Economic Development--CED--only a few months in 1963, Kennedy all
but jettisoned the tax reform part of the program when he in essence
said, "This part is not the key part; it's the tax cut." Well, I
know that's more than you really need for background, but on the other
hand it is important in the sense that one ought to understand where
that tax cut stood as of the time of the assassination.

M: To what do you attribute Johnson's quick acceptance of this? Now I

- know you mentioned on the other tape that you passed memos to him, C R
and apparently you were one of the few people in the Executive Office
at that time that was doing that. Now is that part of the education.
process?

H: I think it is. And another part was the press briefing breakfasts
before President Kennedy's news conferences. I was just looking at
my schedule of meetings a while back and noticing how regularly the
seven or eight of us would meet in the President's Tittle private
dining room in the Mansion for breakfast. As I mentioned in last
year's interview, the standard group that would meet for breakfast
before the President's press conferences consisted of Lyndon Johnson,

Rusk, Sorensen, Bundy, Salinger, Heller, Feldman. This group would
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meet at 8:45 and go until about 10:00 a.m., and we would review all
the subjects that we thought might come up at the press cqnference.
Three quarters of the time we spent on foreign policy and about
a quarter of the time on domestic policy. 1[I would always bring in a
set of questions and answers for the President, or would have sent
them over the night before. And Lyndon Johnson would always expect
me to hand him a copy. That was a regular part of the ritual, and I
always sat next to him. Kennedy sat on one side of the table and
Johnson right across from him, and I always sat at Johnson's left.
You know how these things tend to develop. There aren't any place
cards, but you tend to get into fairly regular patterns. At those
meetings we often would have a chance to exchange a little intelligence
on taxes, but in addition he was sitting in and listening to the Hht
discussion that went on at those sessions.
To leap forward into the Johnson period. Once you got through
successfully a tax cut, and it was seeming to work, why not further
tax cuts?
As a matter of fact, of course, there were further tax cuts. These
were the excise tax cuts. Let's carry that story a little bit
further. The tax cut, as I say, did deliver superbly both in terms
of speeding economic expansion and in terms of thereby helping to
generate a three billion dollar budget surplus* in the first half of

calendar 1965, a surplus calculated on the national income and product

*At an earlier point, I said "cash surplus,” but it should have read "NIA--
national income accounts--surplus".



LBJ Presidential Library ORAL HISTORY TRANSCRIPT More on LBJ Library oral histories:
http://www.lbjlibrary.org Lyndon B. Johnson Library Oral Histories [NAID 24617781] http://discoverlbj.org/exhibits/show/loh/oh

Heller -- II -- 40

accounts basis, which is the one that economists go by rather than
administrative or unified or cash budget or what have you.

By the middle of 1965 the record will show, and I happen to have
gone over some of the materials two or three days ago, in which the
record does show that there began to be concern about a new recession.
This is generally forgotten in the annals that I have examined. 1
should say, by the way, I'm getting a little bit ahead of my story
because one has to weave in the 1965 excise tax cut. That excise tax
cut was designed to sweep away all these myriad miscellaneous excise
taxes that had been, for the most part, enacted in 1933 as temporary
excises taxes, and here it was 1965! This is an antecedent to another
point I'm going to make in a few minutes. And so we were strong for
getting rid of them. The economy was still not at full employment.
You have to remember that at the beginning of 1965, unemployment was
only then coming below 5 per cent. Now it had tended to come down
about a tenth of a point for mostof 1965 every month, so that it
dropped to four by the end of 1965.

In other words, we were moving under the more or less gentle
zephyrs of the 1964 tax cut. We were moving so nicely towards full
employment, and with very little price inflation. What there was,
and again I was looking at some of Gardner Ackley's analyses a couple
of nights ago, was almost all in farm prices, which is not a function
of over-all aggregate demand. Farm prices have a certain life of
their own, so that there was no real inflation. This is what I

regard, frankly, as one of the economic tragedies of Vietnam; the
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great experiment in economics was rudely interrupted. I don't mean

to say that we would have gotten to full employment without any
inflationary pressures. No modern industrial economy ever has. But
instead of having 6 and 7 per cent inflation at the peak, we probably
could have held it to around 3 per cent, 3 1/2, just half as much.

The Vietnam escalation just knocked things into a cocked hat because
it superimposed about twenty-five billion dollars of expenditures that
no one had factured into the economic plan on a program that was
essentially a full-employment program to begin with.

The full-employment program coupled the big tax cut of 1964 with
this excise tax cut of 1965, sweeping away, as I say, the real cobwebs
of ridiculous excise taxes. And then, even so, there were signs of

- weakness in the economy in June of 1965. The President and we, that —:=
is, my successors at CEA, began to discuss whether we shouldn't have
some sort of a little income tax cut at the bottom of the scale for
the lower income people if these quivers in the economy turned into a
softness, and again, a growing gap and so forth. This is significant
because it's really one month before decisions on escalation on
Vietnam.

At that pointwe have to shift to the Vietnam setting of the
economy. If you want me to go on with it I can talk about the
President's consideration of fiscal and monetary policy in December
of 1965 when I went down to the Ranch.

M: Might just as well.

H: Because it does continue the tax theme essentially.
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Yes, go ahead.
Well, during the fall of 1965 we were all of course operating under
at least a partial misapprehension. We had no concrete idea how much
Vietnam was going to cost. First, I think fundamentally it was being
underestimated.to begin with. And, second, some of the estimates were
somehow or another not getting across the Potomac from the Pentagon
to the Executive Office Building, at least not to the council's part
of the Executive Office Building. Anyway, the council was operating
partially in the dark. But one could feel that the economy was getting
a very considerable stimulus. Towards the end of 1965, after esca-
Tation of Vietnam began, one began to see the price indices moving up
somewhat. It was at:that point that Mr. Martin broke the traces and
raised the discount rate without the acquiescence of the White House, - -+
and the President was sore.

Bill Moyers called me here in this office on Friday afternoon
in December of 1965 and said, "The Boss would like you to come down
to the Ranch tonight." This was early afternoon. I said, "There's
no way, Bill, I can't get there." He said, "Oh, yes, there is, he's
diverted a Jetstar and it's on its way up to Wold Chamberlain Field
in Minneapolis. He expecfs you to be there." I said, "Okay, so I'll
be there." And I was. This Air Force Jetstar flew me down to the
landing strip.  There was President Johnson and Judge Moursund on the
little electric cart to pick me up, and we went into just a marathon

discussion of economic policy. I was there for twenty-two hours,
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spent about thirteen of those twenty-two with the President in this
sort of typical, fascinating, all-encompassing way of his.

You know, when he has something on his mind, you discuss things
with him while he's having his massage, while he goes to the bathroom,
while he's driving Lynda Bird and George Hamilton over Lynda's back
two thousand for deer hunting. The two of them in the back seat with
rifles, the President and Heller in the front seat discussing economic
policy, in that white Continental convertible. It's quite a scene.
And it's actually during that trip to Lynda's two thousand to go deer
hunting from a white Continental convertible and back again that we
were discussing the‘question of whether he should reverse himself on
the excise taxes.

I said, "Mr. President, how do you propose to reverse yourself,
it's law?" Well, he said, "Call a special session, bring Congress
back, rescind the excise tax cuts." At that stage of the game, in
mid-December of 1965, it's hard for me to conceive that he really was
seriously contemplating that, but at Teast he was testing me, and
also showing his understanding of the fiscal needs of the situation.
I said, "Mr. Preéident, those excise tax things we just got rid of
were such miserable and illogical taxes. It's such good riddance
of taxes that had been called temporary in 1933 by FDR that no, by
no means should you do that!"™ 1 said, "Oh, you might want to rescind
a couple of big ones, gasoline and telephone." And he did later on.

He did that retroactively, with the help of Congress.
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But I said, "What we really need is a surtax on the individual
income tax." And indeed, I thought we had sold him on it. Bob
McNamara, who was very active in economic policy and a very great ally,
to my way of thinking, to sound modern economic policy as espoused
by the Council of Economic Advisers, called me one day in Minnesota
and said, "I think we've got him sold. I think we'll have the pro-
posal for a 5 per cent surtax on the individual income tax." This is
December of 1965. So I was quite disappointed when he was not sold.
0f course the President himself has said many times since, "My
economic advisers were unanimous in advocating a tax increase, but I
tested it on both sides of the aisle and in both houses of Congress,

and I didn't have more than a handful of votes. I just wasn't going

it

to go up there and get slapped down."

I personally think that one has to reckon also with a little
thing called Vietnam; that the President would have had to fight the
Vietnam battle on the backs of the tax increase; that it would have
aired some of the fiscal implications of Vietnam in a way in which
the President was perhaps: .not ready to air them at that time. So
that it was not a pure economic decision, nor was it a pure vote
decision. I think there was a basic Vietnam problem injected into
the President's decision.

M: The surtax that finally came, did you play a role in that?
H: Oh yes. I strongly urged it. I kept urging the President.

M: You'd write him memos?
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H: I'd write him memos, yes. He had me come into the White House several
times. The most notable case being in September of 1967. Throughout
1966 he resisted any move to have a tax increase. Then, of course,
as 1967 heaved into sight, the economy was slowing down some because
the Federal Reserve had had to step in and tromped hard on the brakes.
I think they deserve credit for that rather than the criticism that was
heaped on their heads by the monetarists, by Milton Friedman and
others. The Fed was very courageous.

We had to step so hard on the monetary brakes because we hadn't
stepped on the tax brakes. As a result, housing was frightfully hard-
hit. After all, monetary policy has very uneven impacts, and because
we didn't have an evenhanded tax and monetary policy working hand-in-
hand we had a very serious monetary crunch. Housing was hard-hit, andyz
it was perfectly apparent that the economy waé going to slow down some
in the first halfof1967. So what we urged, I urged privately, and
then also publicly, was that the President not try to implement the
tax increase in the first half of 1967 but rather in the second half,
when we were quite sure that the economy would be moving up again,
and that inflation would then really be in danger'of breaking out.
That proved to be an absolutely on-target analysis.

“As it happened, in December 1966, I came out for such a tax cut
in my National City Bank--of Minneapolis--forecast letter. I had not
consorted in any way with the President's advisers in Washington and
had no knowledge that he was going to do this. I came out and said

that the logical thing to do was to propose a tax increase now, but
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not try to put it through Congress until summer. And that's precisely
what the President then did in his budget message. I don't know
whether he suspected that there had been some leakage, but there
wasn't. The reason I'm underscoring this is that it was such a
logical thing to do in political economy terms.

Actually, we would have been much better off if we could have
started the tax increase through the Congress early in 1967. But
in an environment where the economy was softening and inflation was
temporarily abating it wasn't politically realistic to do it. So
then the President did launch it at the end of July or beginning of
August. He and I had had a conversation during a luncheon for Ludwig
Erhard, the West German chancellor. 1'd been invited to come in. And
I sat with the President and Erhard, and the President asked me to e
discuss the tax increase in Erhard's presence. I mention this
because there are so many different ways, so many different oppor-
tunities that you've got to exploit in trying to influence the
President, and this happened to be a marvelous vehicle. I did it
through the things I was telling Erhard, you know, because in the
process I was trying to get across to Mr. Johhson.
Was this all translated in German? Did Erhard speak English?
Erhard understood English well enough; he couldn't speak it very
well. I could speak both German and English, so I may have served
as a bit of a translator in this kind of an instance. But, no, he
had his transliator there. This is just a bit of a detail, but, I

remember her very well, I think she was translating in situations
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where it was important to understand precisely what was being said.
She sat right behind him and whispered into his ear, so to speak.

Then things were cobviously going nowhere on the Johnson proposal.
He called me in for a couple of days to the White House Tater in 1967
to help in several ways. One, to help on another message itself--or
was it a sﬁeech?-—a]so, to meet with the Democratic liberals. I did
that for LBJ several times on the tax increase, that is, meet with
the Democratic Study Group in the House. In the 1967-68 context I'm
talking about the proposed surtax. And [finally] to test out the
tax increase, for example, with the members of the Federal Reserve
Board, as I mentioned to you earlier before we were on tape.

The President said, "Now I want you to check this out with your
four appointees to the Federal Reserve Board." What he was refer- -
ring to was the fact that I had sold Mr. Kennedy on the appointment
of George Mitchell and had p]ayed a role in the appointment by
President Johnson of Andy Brimmer, and the reappointment of Robertson
and the appointment of Sherman Maisel from California, who's about
to retire. So I did play that role in trying to help him sell the
tax boost, especially to the liberals in Congress. I also talked
with Wilbur Mills, but Wilbur was quite intransigent.

I don't know whether any other interviewees in this project
have brought it out, but it's an important part of economic history,
that part of the opposition to the tax increase and to LBJ and his
economists on this issue were the chief economic editorialists at

that time of the New York Times and the Washington Post. There was
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a constant drumfire kept up by Murray Rossant of the New York Times,

who, by the way, had pretty consistently clobbered us on tax and
economic policies ever since 1961. That was pretty hard to take,

believe me, to have the New York Times editorialist in economics

[against us]. One man makes a difference in these things.

The Washington Post editorialist in economic matters, Harvey

Segal, not only had been converted to the monetarist point of view,
and not only was writing editorials bitterly critical of Johnson and
the Economic Advisers, but believe it or not as late as January of
1968, was saying there was little or no evidence of inflation in the
economy. I thought it was a disgrace for the Post even to print
such an editorial.

But what was worse was that he and one other man of similar LB
persuasion had the ear of Wilbur Mills. These two men, history should
someday record, both because of their direct impact on Mills and
because of the constant drumfire in the two editorial columns most
read by the congressmen, are in part responsible, it seems to me,
for the opposition, foot-dragging, lack of conviction in Congress
that the Johnson surtax was really needed. Those who know the ins
and outs of this story will corroborate that. Check with Pechman,
check with Okun, Ackley. They will, I'm sure, corroborate the fact
that these people played an essentially destructive role as far as
President Johnson's surtax is concerned.

M: To shift the subject a little bit. Now have we explored the tax?
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H: I think as much as I can contribute. 1 some day am going to check
those notes that I wrote about my visits to the White House when I
actually had the privilege of staying in the White House overnight,
meeting with the President when he was still in bed for breakfast,
and things 1like this. I've written those up, and I'11 have to take
a look at them and see if they can't be made available in some form
to this project.

M: Good. Well, then, to shift the subject, what about these wage-price
guidelines? What role did you play in that, and how far back does

that go?

H: Well, that goes back to 1961. I'm assuming that Kermit Gordon will

have told the major part of the story of the origination of them and

so forth, because to my mind Kermit was more responsible than any

other single person for the actual development of the guideposts.. - .o
He and I, by the way, did what I regarded as a very useful and I think
high-fidelity account and fairly complete account of this for the
Kennedy interviews.

M: Will this be part of the Kennedy Library?

H: This will be a part of the Kennedy Library, and it gives all of the
details of the origination. But to give you a quick synopsis: when
recovery started in 1961, I had noted earlier in this conversation
that Bil1l Martin worried about inflation. We got across to Kennedy
that there was no demand-pull inflation, cost-push was the only
possibility. In June-July of 1961 the steel companies started saying

when the third installment of the previously negotiated wage increase
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came through in October they'd have to increase prices, which was
ridiculous. Kermit started tracking individual price increases in
the major market-power industries. The steel magazines kept saying,
"We've got to have this price increase."

One of the most interesting incidents was when we mobilized a
group in Congress, in the Senate, to spend a day in the Senate on
this whole subject of unwarranted price increases and market power
and so forth. I got Senator Albert Gore together with Kennedy, 1'n~
Kennedy's office. Kermit went over with me, and we mapped out the
strategy. Later on the President wrote a letter to the steel companies
saying in effect, "If you play ballon this I'11 help get labor into a
more receptive mood on a reasonable settlement in 1962." Then, of

éourse, they had the reasonable settlement, and then Blough busted

H

the whole thing wide open with his shocking six-dollar-a-ton price
increase. Then they had the big steel crisis and so forth.

But in between that September when the letter went out to the
steel companies and that April when there was the first steel crisis
in the Kennedy Administration, there had been a Tot of quiet work
done within the council, particularly under Kermit Gordon's guidance
and with Bob Solow's aid, to develop general principles :of non-
inflationary wage and price behavior. These constituted the final
chapter in our January of 1962 report, and they're still a classic,
frankly. Mostly, as I say, Kermit's and Solow's work; Kermit was
responsible for that chapter. We had a great deal of difficulty

clearing it with some of the other agencies, particularly with the
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Labor Department. Not that we couldn't write what we wanted to,

but when it had tremendous policy implications we didn't want to
publish it as part of the council's report unless it had the apprbva]
of especially the Labor Department.

So, as a matter of fact, it wasn't until four o'clock in the
morning, literally, in my office that we signed off on that chapter.
Because it was so extremely delicate and difficult to do, and we put
it Tast on the document. The way that fantastic Government Printing
Office works, we finished the Economic Report manuscript at four
o'clock in the morning, and two days later it was a book. A light
note: the really critical decision was whether to call them "guide-
lines" or "guideposts." That's where I entered and exerted my exec~

- utive authority and decided it should be "guideposts.” -

This is relevant really to the Kennedy-Johnson continuum on this,

and I believe I said some of this in my book, New Dimensions of

Political Economy, those Godkin lectures. But during the Kennedy

Administration I believe it's fair to say that John F. Kennedy never
fully embraced the guideposts as his own. He somewhat warily referred
to them as "the council's guideposts." Of course, he didn't walk

away from them. I mean in the steel fight, obviously, he backed

them up 100 per cent, but he was quite chary about them. This is

my impression. Yes, they weré used; yes, that was the government's
policy, but it wasn't so much his policy as, if you can distinguish
this, the council's policy. You could find his references to the

Council of Economic Adviser's guideposts.
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When Johnson became president, they were tailor-made for his
kind of approach to policy, his kind of personality. He embraced
them. He gave them a real bear hug. And from then on very quickly
when he understood what was going on, I think he had already under-
stood it during the John Kennedy Administration, they were his guide-
posts. They were an integral part of his policy, and we could then
go out with confidence that we had the full backing of the President
in trying to intervene in a light-handed way in major wage and price
decisions.
Did you have a chance to see him persuading people to stick to those
guideposts?
Oh yes. Most of the time, of course, he'd say to me, "Look, you do it
with my authority." But part of the time it would be a matter of his - :=
picking up the phone. Gardner Ackley saw much more of this than I,
because by then, you know the first year, we were particularly pre-
occupied with the tax cut. There was one incident that ought to get,
however, into the account, and maybe Kermit Gordon has recorded this.
That was the attempt to work out a deal with Reuther on car prices
and car wages. Does this ring a bell with you at all?
No, it doesn't.
What happened was that Walter Reuther had always taken the intelligent
position that if we could get the automobile companies to cut their

prices and thereby influence the cost of living in the economy as a

~ whole--because this isafter all a bellwether pattern-setting industry--

that he would be willing to take a smaller wage increase to his
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members. This struck us as an absolutely splendid idea. We had tried

a little bit of this kind of business in 1961, and that's the point at
which Walt Rostow played a major role. He went to see Reuther on benalf
of President Kennedy, and the philosophy was expressed at that time.

And so, again, we sounded out Reuther, and he said, "Yes, it you can
deliver a ﬁrice cut." The guidelines really called for a price cut,
because where productivity rose faster than the average wage increases,
you're supposed to cut prices.

So we began some preliminary conversations. I had some contacts,
some sort of subterranean contacts through the business community.
McNamara was in on the deal, a fellow named Hal Korda--he died two or
three years ago of throat cancer--

M: How do you spell that?

H: K-0-R-D-A. He himself is a fascinating chapter. He actually got to
see LBJ a couple of times. He was one of these somewhat shadowy
figures, not in the bad sense of the term but the good sense, of
getting a feel for what was going on in the business and financial
community, transmitting and conveying it to us, and in the process
raising his 6wn stature. Sure, he was getting something out of it
too. Many of us who knew Hal personally were extremely fond of him.
But he was sort of a go-between, he was telling us something of the
thinking of automobile management.

We thought that we could strike some sort of a bargain with the
automobile management that would have really a lasting impact. Not

forever, these things don't last forever, but would have a terrific
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bellwether impact on the economy if we could only get them to cut
prices and then take a very modest wage settlement. So we were working
hard at this. I thought I had the President's blessing to go ahead
with this, and for a while I did. I said, "Mr. President, now it's

up to you. MWe've gone as far as we can with your backing; we've

gone as far as we can." This is in June now, 1964, "If there's going
to be a deal in which they pledge to cut car prices and you get Walter
Reuther to take a modest settlement, you Have to do it. We've gone as
far as we can." Well, he wanted to think about it, and finally he
said, "No. I don't think I should do it."

Now I tried it once more. McNamara, Korda, Wirtz, who was
reluctant but sort of went along, and I, Kermit Gordon--no. I guess
Kermit by then was Budget director, and I don't know that he was sa %
directly involved. [ guess he‘wasn't directly involved. That may be
why he didn't bring this into his conversations with you. We tried
once more, and I took it to the President and he said, "Walter, I
thought I told you I didn't want to hear any more about that subject.”
He was sore. He didn't explode, but he just was very final and very
positive about it. We always regarded that with great regret. Now
what had happened, I don't know. There are two speculations, and
I'm not c]aimihg that either one is correct. Number one: that he
concluded that he couldn't get it, and that therefore there was no
point in striking out. Number two: Henry Ford was an awful good
friend of his in the election of 1964, a mighty strong supporter.

Well, who knows?
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In any event we didn't get it, and as a result we were not able
to negotiate the kind of a settlement that the guideposts in a sense
really called for, and I thought it was a great opportunity lost. Now
with the intervention of Vietnam it wouldn't have made that much
difference, because Vietnam pumped up the Tevel of economic demand so
much that the guideposts, per se of course, cracked under the weight
of the airline mechanics settlement in 1966. That's a battleground
the President never should have se]ecied. That was one of his few
tactical, or maybe even a strategic, mistake in this area. Then of
cohrse he never relented on jaw-boning, but he no longer had a viable
set of guideposts, where you could talk about a 3.2 per cent wage
policy and so forth. He kept jaw-boning, as I think he should have,
to keep the prices down of steel and aluminum and the like. You know
how they shot up after Nixon in his very first press conference in
effect said, "School's out, boys, I'm not going to touch a hair on
the head of wage and price decisions."

Wé1], I sometimes Say that the history of the guideposts you
have to divide into their conception in 1961, and about nine months
later they were born. Then you did have that period of génesis and
the early post-natal problem of the steel crisis in April of 1962.
Gradually they grew to maturity in 1963, 1964, and 1965 and had, I
think, both by observation, by interview énd by econometric analysis
a decided effect on slowing down wage and price increases in a very
strong expansion. Then came their death, really, in July of 1966,

with that airline mechanics strike and decision. That was part of
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what you might call "death and transfiguration." They were trans-
figured into just a jaw-boning policy. And then finally they had an
indecent burial by Mr. Nixon that was totally gratuitous. He needn't
have done that. He gave himself so much trouble by that gratuitous
comment that he wasn't going to interfere, he wasn't going to follow
any guideposts. After all, this was early 1969, they'd been dead for
two and a half years. He needn't have indulged in this public burial.
But he did, and then of course he had to disinter them, indeed, go
well beyond then in August, 1971 with his wage-price freeze and sub-
sequent controls.

M: Now did you have trouble resigning?

H: Yes, sure. I've also written a memo about that. It's the kind of
trouble you 1ike to have, don't misunderstand me. As indicated
earlier, I had a very close working relationship, and I think good
rapport, with the President. I had no trouble making the transition.
After all, I am sure I was not one of those he ever referred to as

"the ones whose hearts belonged to Kennedy," or whatever term he
used. I was a great admirer of Kennedy's. My views on Kennedy
developed from knowing him and working with him, and I think had he
lived, [he] would have been a great president. No one is going to
disabuse me of that with some of the tinhorn criticisms I see of him
in revisionist histories.

But Teave that all aside. Nevertheless, I was not, how shall

I say, committed in the way that some of the long-time Kennedy people

were; committed in such a way that I was committed to the man and
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not the office, and that I couldn't transfer my loyalty, as it were,
to the job and to the President, to Lyndon Johnson. So we got along
just famously as I view it, and I think as he views it. .As I've noted
he didn't 1ike my revenue-sharing plan, and that's another chapter.
But that was all within the rubric of a generally very constructive
interrelationship between the two of us. I found working with him an
extremely rewarding experience.

So, why did you decide to resign? _

First of all, let me say that I had already sent my family home to
Minnesota before the assassination. In other words, my family were
back here in Minnesota, on the assumption that I was going to leave
government at the end of either my third year there or sometime during
my fourth year. As a matter of fact the presumption was, although

I must say it was a very reluctant one on my part, that I would leave
after my third [year], after the January, 1964 annual report. I
hadn't had the guts, I guess, to say anything to Kennedy or Sorensen,
about this, but that was our family agreement. I had originally,
when I went to Washington, committed myself to my family to stay

only three years. Kennedy assumed unless you told him differently
that you were staying four years. We had promised our second son--
our first son was already in college--and our daughter that they
could finish high school out here in Minnesota. 5o Mrs. Heller, pre-
paratory to my coming back sometime within the following year, had
already trénsp]anted herself back to Minnesota that fall. And so I

was in that sense on a commuting basis. I'd gone into an apartment
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from the house we had rented over in Virginia. Ted Sorensen said to
me, "Kennedy would never have let you go." Well, I was flattered that
that was Mr. Johnson's disposition too.

Second, I felt that if I wanted to maintain essentially an
academic career I ought to go back after--frankly, in my opinion it
was after four years; in my family's opinion it was after three
years. It was an unresolved question at the time of the assassination.
I had been enjoying every minute of it. The first year had its bumps--
I'm talking now about Kennedy--but after that it was just a superb
experience in which I felt I was using my highest potential. In that
sense I wanted to stay for a considerable period of time. But I did
not want to become a long-term government honcho, if you will. 1
felt that four years was about as long as you could stay without =
giving too many hostages to the political environment. If you wanted
to go back to academic life and be an academician, four years was
kind of the outside limit.

Third was a financial problem and fourth was Mrs. Heller's health.

of 3

Now what I'm going to do in a moment is to not exactly read from, but
use the notes I made on May 18, 1964 concerning my meeting with the
President in late March or early April, concerning the fact that I
would have to Teave. I was saying at the end of the last tape that

I had had this conviction that I really ought to go back to academic
1ife within four years if I wanted to remain an academician. 1

didn't think that was a reason that President Johnson would
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understand very well. 1It's one that President Kennedy did understand
better. It's the sort of reason that Jim Tobin used after a year and
a half. 1 recall Kennedy's looking at him and saying, "You mean to
tell me that you find educating»those cai]ow youths up at Yale more
intriguing that sitting here in the White House?" Jim stuck by his
guns, said, "Yes."

But I had the additional problem that Mrs. Heller had lupus
erythematosus, which is a disease most people don't know about. But
it's a collagen or connective-tissue diseése that's related to the
rheumatoid arthritic diseases, and she had been in the hospital a
couple of times with it. She was taking cortisone, and still is.

She takes cortisone every other day. This was a real problem which
- the President hadn't understood. -

Then there was also a financial problem. I had been going in the

hole about five thousand dollars a year when I was in Washington.
We had our home out here rented out for a pittance, and we had to
rent a very expensive home down there. People like to think it's
entertainment expenses, but we never had much time for entertainment.
So it wasn't entertainment expenses; it was éheer 1iving expenses.

Thereby, by the way, hangs another tale having to do with the
way the President used my departure as one of his levers in getting
the executive pay increase. If you want to make a little note about
that we'll talk about it later. A situation that wasn't entirely
comfortable for me, I might add, but it's kind of humorous. But

the humor was at my expense.



LBJ Presidential Library
http://www.lbjlibrary.org

ORAL HISTORY TRANSCRIPT More on LBJ Library oral histories:
Lyndon B. Johnson Library Oral Histories [NAID 24617781] http://discoverlbj.org/exhibits/show/loh/oh

Heller -- II -- 60

So there were a lot of pressures. In talking to the President,
by the way, I didn't invoke my "4-F syndrome." This is something that
I invented for Kermit Gordon when he was once about to leave Kennedy,
and then used it in another context. I said, "Kermit was suffering
the "4-F syndrome!" Kennedy asked me, "What was that?" And I said,
"Family, finance, fatigue and frustration." But I wouldn't mention
that to LBJ because he wouldn't have any patience with the fatigue
aspect, and I couldn't honestly claim frustration in the Johnson days.
Well, finally, I decided I just had to face this issue with LBJ. It
was a tough one because I did not want him to think that I was desert-
ing the ship. I did not want nim to think that I had a "Kennedy
syndrome" which was causing me to leave Johnson, because that was
not in any way, shape, or manner the case. =

So it was a tough one. And also, he didn't know the other
members of the council [well] at all. He knew me. I, after all, as
I think we talked about before, was the first professional economist
that he'd ever worked with close up. To this day, by the way in
that connection, Eliot Janeway still thinks that Walter Heller alien-
ated Lyndon Johnson from him. |
You mentioned this before.

It's the most ridiculous thing. So I finally screwed up my courage.
when I was told by Al Otten that he was going to have an item in the

Wall Street Journal, I think it was Friday, April 10, and that Bart

Rowen was going to have an item in the following week's Newsweek

about the fact that Heller wanted to leave. Now, how they got it is
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a mystery to me, but anyway they got that impression. I told Jack
Valenti and Bill Moyers that I really had to see him before any stories
like this began to appear. So I came over on a gorgeous day in early
April, as I remember.

When I came into his office he knew perfectly well what I was
coming for. He said, "Well, Walter, isn't it a gorgeous day. What
can I do for you this beautiful day?" and so on, just making it as
tough for me as he possibly could, and obviously, I'm sure, having
some fun doing so. He said, "Come on out on the veranda and let's
talk." I said, "Well, I've been going through a pretty agonizing
period of decision-making." I wanted to talk to him about it. He
said, "Well, let's walk around the oval drive.” And as I say, it
may have been the first one because it was very early spring. But
anyway, you remember those walks around the oval drive there got to
be pretty frequent and famous later on.

Well, for the first turn around the oval I told the President
about the family problems, and the health problems and the financial
factors involved, and he Tistened very closely. He only broke in
once. This is very interesting. When I noted that my family was
already permanently relocated in Minnesota, he said, "If I'd known
that, I wouldn't have complained about your being out in Minnesota
on wéekends.“ He used to kid me about it. He hadn't really under-
stood that partly for health reasons and partly for education reasons
Mrs. Heller and the youngsters were out here. And when I was through

he just said, "Walter, you can't go. I'm your commander-in-chief,
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and if you go I'1] have you inducted into the army and order you to
stay here!" Then he quickly coupled that with an entirely voluntary
proposal, that he would make it easier for me to get out to Minnesota
on weekends, in the light of my wife's i1l health and so on, and I
should take off the whole month of June, give him four-day weeks. He
was nice enough to say that I got more done in four days than most
people did in seven anyway. But by all means, stay until November.
He wanted me in telephone earshot, so to speak, at all times. So he
was responsive, you see, to my circumstances.

He then went on to say how important and essential the council's
work was. A couple of days later he said, "Frankly, the material you
provide me from your little office"--and I use a direct quote--"is
more useful than the material I get from all the cabinet officers put.=
together, except McNamara." And a couple of years later, when I saw
him in the White House, about three years later, he told me the same
thing about Gardner Ackley. A year after that when Hubert and I were
in to see him one morning, and I was staying at the White House, he
said in just absolutely unequivocal terms--and I know that Art Okun
had a somewhat bad patch with him at the beginning about some
briefings af the White House before he got quite the hang 6f it--"Art
Okun and his fellows over there are turning out more good stuff than
any other agency in government, bar none. Not even my own White House

staff can match the contributions they are making."
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So this says a good deal about these continuing good relation-
ships with the council, and their relationships with him. Then I
thought it was very interesting that the President in talking to me
about this noted that he often thought of leaving the presidency and
its heavy burden, and said it very eloquently. And then said, of
course, one had to serve one's country in the highest capacity one
could. Then he went on to stress how heavily he leaned on my advice.
He cited various situations, we were walking about the oval now three
or four times, in which he had in effect to choose between the course,
at least the emphasis of Martin and Dillon on one hand and Heller on
the other, and hadn't he always gone my way?

M: You must be feeling worse and worse by this time! |

H: Oh boy, he did not make it easy! He also went into thé philosophy
of the tax cut. I mentioned this earlier, and here I want to read
directly from my notes: "He noted that while he didn't initially
buy that philosophy, he was rather old-fashioned in these matters,
and didn't see quite how one could expect that much stimulus without
dangers developing from the deficit, nevertheless he drove it through
Congress anyway on faith arising largely out of my thinking on the
matter. He was becoming convinced that it was going to work. And
then somewhere he indicated that I had promised him a balanced budget
out of it and full employment. If the tax cut didn't deliver that
he said he was going to come out to Minnesota and get me." And so on.
Somewhere in the midst of the conversation he said, "I just can't let

you resign. I won't accept your resignation. You've got to stay
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until November." Well, we worked out what was a quite reasonable
accommodation, and I stayed until November. I was very glad I did.

Now, do you want to talk a little about the succession to Gardner

Ackley?
M: Yes. Do you want to put it on this?
H: I said thatone of the other conditions that I had to satisfy in the

course of that day's conversation, you remember now it was in April of
1964, was that Gardner Ackley would have to know his fate. He had
been on leave from Michigan for three years, including two at the
council, and was scheduled to‘go back after the summer of 1964, that
is, for the opening of the fall term. We'd have to make a commitment
then and there to Gardner to take over the chairmanship of the council
when I left, if we were going to be able to have a basis for his
extending his Teave from the University of Michigan.

Well, he said he was favorably disposed towards this but didn't
know Gardner very well, wanted me to bring Gardner over and talk it
over with him, size him up and so forth and so on, and wanted to be
sure that they hit it off well personally. Then six days later
Gardner and I did get in to see the President. 1 recall he'd just
had a news conference; he looked tired. But after a bit of give and
take, he said to Gardner, "Walter Heller says you're the man I want,
and the material you have been producing in the council is superb."

In other words, he popped the question then and there, and it was
settled. He said if he were re-elected in November he wanted Gardner

to serve as chairman. Then I note at the end of my 1ittle memo on
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this, "As far as I was concerned that did it." I made my commitments
to stay, and a few days ﬁater at the Chamber of Commerce speech and
later in the Rose Garden the whole world learned of my financial
and personal plight. |

Let me just give you a quick footnote on that. We had been
running abbut $5,000 a year in the red. When I say "we," I mean mbst
of the presidential appointees, in that approximately $20,000 a year
bracket--that's all the council paid, $20,500 to the chairman and
$20,000 each to the members. When we compared notes with people 1like
Carl Rowan, or whoever was in it, we all found that we were having to
borrow about $5,000 a year. I told the President about this in the
course of our walk around the Rose Garden. I said, "Mr. President, I
have gone $16,000 in the hole in my three years here." And he said, .
"Well, I've just never heard of a better argument for this executive

pay increase," in which the council chairman's pay, by the way, went
up to $30,000. He got it on July 1, so I enjoyed it for three or four
months anyway.

He was speaking to the Chamber of Commerce, I think the next
day, but within a very short memory span. You never told anything
to LBJ without running the risk that the world would soon know about
it, and so in talking to the Chamber of Commerce he departed from
his script in which he is making a plea for an executive pay increase
and said, "I have some specific examples.”" He said, "I have one

man in my administration, one of my most valued advisers, and on the

salary we now pay him he has had to run $16,000 into personal debt
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whi]é he's here." He made quite a thing of it. So later that after-
noon in the Rose Garden the reporters naturally asked him, "Who is
this fellow that's run $16,000 into debt.” He said, "It's my economic
adviser!"

You can imagine the fun that the press had with that. The
letters I got, you know, "Deficit financing has caught up with you at
last." I really got a lot of letters on that from people who were
obviously delighted that the economic adviser was going $16,000 into
debt. And I've sometimes said I concluded that you should never tell
people your troubles: half of them could care less, and the other
half think it serves you right! But LBJ did use my case as a lever,
and he gathered some other cases, and he did get the executive pay
increase out of Congress.

M: Well, now we've come to the place where we have to tie up any loose
strings. Are there other things involved in your relationship with
LBJ that I need to ask you about that I haven’'t? Anything else that
you want to say? For example, this argument about revenue sharing.

H: Well, the revenue-sharing thing is really--yes, I think this is not
a loose end. I think this is very important actually, and I will try
to run through it just as quickly as I can because I have a very vivid
memory of this whole thing. In April of 1964, I wrote the President
two memos. One said, in effect, "It seems to me we have the prospect
now for the first time of some revenues, I won't say that we don't
know what to do with, but some revenues available for other purposes

if the tax cut works as we think"--now this was pretty presumptuous
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in April, being so sure that the tax cut would work, but it, thank
heaven, was right.

We were turning to other initiatives, and I argued pretty much
as follows: "It seems to me now that the tax cut, the federal tax
cut, has been enacted the fiscal problemthat most bears in on people's
pocketbooksrand mentalities and brings about the most woes is the state
and local fiscal problem. And we ought to find some new way of
sharing some of the federal riches with the poorer state and local
governments. One way we could do this is simply to set aside a share
of the federal income tax for state and local governments in some new
way that does not involve all the strings that are attached to grants-
in-aid. Something that would preserve their independence, promote
their independence and vitality at the same time that you give them
some money." And that was all. I didn't even put it at that length
in a memo. |

I said, "Are you interested in this?" And he said, "Yes, tell
me more." I said, "Well, it seems to me that it's worth having a
task force." At the same time I also proposed in the second memo
that we have a task force on how one could use, from there on out,
the fiscal system more positively. I had in mind standby tax powers
and so forth, which we'd persuaded Kennedy on some time before but
had not ﬁersuaded Johnson on. The Congress could care less, and by
that I mean they didn't respond at all. I said, "We ought to have
an investigation of how to use the fiscal system for a more

successful stabilization of the economy now that we have accepted
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the modern ecoﬁomics of fiscal politics." And so he was interested
in that too. He checked both of them as "go ahead.”

Then when Kermit Gordon got copies of these memos, he said,
“"Walter, I have a whole series of subjects on which I'd like task
forces." We went over together and saw Johnson. The dating would
have to come from someone else, I don't remember precisely whether
this was late April or early May. And Kermit said, "Mr. President,
I've got eleven more that I want on the same basis as Walter's idea.
You seem to have accepted the concept." And that's where the task
forces were born. We went to see LBJ in the morning, late morning;
we didn't know whether he was responding favorably or not. Bill
Moyers came into the White House Staff Mess a half hour or an hour
later and said, "Fellows, you've really started something. The -
President wants me to set upabatch of task forces." That was the
beginning of the LBJ task forces. This, if Kermit hasn't recorded
it, would be corroborated by him.

Now on the revenue sharing itself. I then had an interview with
U.S. News and talked about the "fiscal dividend," the fact that we
would have some extra revenue and that we ought to use it as required
for expenditure increaée, for further tax cuts perhaps, although
the tax cut need had been met, and perhaps for some sharing the revenue
with states in some new way. And about this point, Goldwater was
coming along with the proposition that we supplant the grant-in-aid
system by a revenue-sharing system. It was a totally different

proposal. He wanted to share the revenue with the states by origin;
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the rich states getting the rich return, and the poor states getting
the poor return. Where it was collected, it would go back to. If
you want to differentiate, some people have called that tax sharing,
whereas the per capita sort of thing is revenue sharing. My approach
was to distribute it on a per capita basis with few stringsbattached.

Then the President did set up the task force. Joe Pechman of
Brookings was head of the task force that developed the system. A
number of elements that I had not put into it, they did, and that's
why it's called the Heller-Pechman Plan. The President seemed to
like it. Everything was going along just fine. Indeed, just before
the election we were getting out a series of economic policy state-
ments. The President left no stone unturned in pointing out how well
we were doing in economic policy. In one of the statements, we said .
that, as to relationships with the states, "we ought to develop a new
method of sharing revenues with the states in a way that would not
only support the state treasuries but promote their independence.”
We had revenue sharing in mind. Now shortly before the election I
decided that this issue was so sensitive, and that the President had
seen so little of that task force report he was sitting on--of the
actual chapter and verse--in the pressure of the campaign, that I
had better clear this with him.

So I said to Walter Jenking, "Walter, I would 1ike to see the
President about this." "Well," he said, "he's seeing a number of
people tonight. Why don't you stick around, and I'11 plan to get

you in." And it's now 9:00 p.m.; it's 9:30 p.m., and I finally said
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to my secretary, "Doris, we'd better dogamemo to the President." So
I set up a memo saying that I felt I had better check my understanding
about revenue sharing with him. Referring to the campaign statement,
I noted that it pretty clearly implied that we should have some sort of
a revenue-sharing system with such and such characteristics. I kept
my memo to one page, and then I had below the customary "approve,
disapprove, tell me more."

I didn't hear from Walter Jenkins, and finally at 1:15 a.m. I
called his office, ready to go home, and he answered just as if it
were 1:15 p.m. This was typical of the Johnson Adminisfration.
Neither one of us said anything about it being 1:15 a.m. instead of
p.m., and I said, "Walter, what happened tonight?" "Well,” he said,
"The President was tired and kind of grumpy, and he didn't want to S
see anybody except me. I simply took up all these questions with him."‘
I said, "Walter, did you take up the revenue-sharing issue with him,
and did you point out specifically what I said there? Because
that's a pretty firm commitment." He said, "Yes, I did, and the
President said, 'Okay, go ahead.'"

Now I will never know anything more about this because the
next day was when Walter Jenkins was apprehended. I never had a
chance to talk to him about it again in context, no chance. But I
tore up the memo to LBJ, thinking I had a clear-cut answer. I was
mighty sorry about that later on from the standpoint of the record
and from the standpoint of Lyndon Johnson's understanding of why I

went on to do what I did. Had I gone ahead to send the memo, the
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President then would have had either a chance to stop me from going
any further with this or he would have endorsed it in writing, and it
would have been on the record. I had been told that he had orally
endorsed it.

Well, this was in the context of doing éverything possible that
we could to get across the difference in Lyndon Johnson's approach
from Goldwater's approach. And Goldwater had this reactionary proposal
to eliminate or reduce drastically the grant-in-aid system and, as I
said, to follow a path of "to him who hath shall be given," by
returning money to the rich states, et cetera, et cetera, on an
origin basis. I thought that I had pretty clear signals from the
President to move ahead. We got a relayed message when he was up

in Air Force One out over the West Coast one time. "This is the T

time we ought to do everything we can to show the superiority of the
Johnson over the Goldwater policies.”

So I had an off-the-record session with Ed Dale of the New York
Times about the revenue-sharing plan because I thought I had pretty
specific authorization to do this. Ed said, "I've been getting some
inklings of this from the task force. 1I've got a pretty good idea
what it's all about, but I've got to talk with you before I do my
story." I said, "Okay, Ed, here are the ground rules. Obviously,
you don't divulge the source; and secondly, you do not in_any way
suggest that the President has signed on to the specifics of this
plan. He hasn't even seen them!" I was double-crossed. Headline

story righthand column New York Times, front page the next day
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something Tike "It has been learned that President Johnson has signed
on to the following revenue-sharing plan, A, B, C.”

I can only say: then the you-know-what struck the fan! It
was pretty bad. Meany called LBJ, Wirtz called. Labor has been dead
set against this from the beginning for reasons that one can only
guess at. I mean the real reasons, regardless of what they said.

The President was really sore. He felt it had been botched. He
once used it as an example to a group of correspondents how not to
get a policy adopted. Now what were his real reasons for opposing
it? He said it was the way it was botched, the way it was mishandled.
Who knows? I think that he felt he had so many things to do at the
federal level and the Great Society, et cetera, that as he thought
about this he wasn't about to hand it out to the governors and let
them get the political credit for the expenditures that he so desper-
ately needed to make at the ?edera] level. That is my somewhat self-
serving psychoanalysis of Lyndon Johnson on this subject. But he
never let me forget--either through third parties and occasionally in
mild reproof personalliy--that I had mishandled the matter. I wrote
him a couple of memos about the issue after I left, but that's a point
on which he and I never agreed.

Well, as far as revenue sharing is concerned, that's the story
of my relationships with Lyndon Johnson.

M: Okay. Now, are there other matiers we ought to touch on?
H: Well, someday I might want to make available the more detailed stories

of the appointments. The reappointment of Robertson to the Federal
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Reserve Board and the appointm=nt of Brimmer, because they are kind

of fascinating sidelights on the President. But I'm not prepared to

do that now.
M: Do you want to make any comment about the standby tax powers?
H: Well we wrote a fairly strong standby tax power paragraph into the

January, 1964 economic report, but President Johnson had us water it
down to next to nothing.

M: He was never sold on that?

H: Never sold on that until he left office. You remember he had a very
strong recommendation for that. Oh yes, the last year, finally, he
thoroughly endorsed it.

M: A1l right, is there anything else we should touch on, or any one
final comment that you wish to make?

H: As I said on an earlier tape, Johnson was an extremely responsive
student of economic policy. He wasn't as interested in the pene-
trating envelopment of the subjects that Kennedy was, and I'm not
sure that a president has to have that. Did we talk about this
before? We probably did.

M: You made some comments about Kennedy versus Jochnson on this.

H: He followed economic events very closely, and I never had the feeling
that on any fundamental economic policy matter that he wasn't getting
it. He got it. Of course, he also 1iked the style, as you have
probably heard, the way in which we put it across. Bill Moyers at
first felt that we were a 1little wordy. Then I developed this very

staccato style, and the President held up one of my memos to the



LBJ Presidential Library ORAL HISTORY TRANSCRIPT More on LBJ Library oral histories:
http://www.lbjlibrary.org Lyndon B. Johnson Library Oral Histories [NAID 24617781] http://discoverlbj.org/exhibits/show/loh/oh

Heller -- II -- 74

cabinet and said, "This is the way I want it done." I always figured
that was the way to lose friends and alienate people. But he'd say,
"I get these long, unbroken paragraphs from the Treasury, and I fall
asleep over the damn things." He said, "That stuff that you send over
here, it's short, to the point, and you've got generals and majors
“and privates."” You know, we put it in outline form and underscored.
You know those memos. And Ackley and Okun followed and perfected the
art.

Oh, I'm sure there were just lots of other things. We haven't
touched on the international situation, not that there was all that
much during my period.‘ What I should do is go over the notes that I

was able to write from time to time, not so often during the last

it

year when I was at work with the President, because I was literally
working an eighty to ninety hour week, and I seldom had a chance to
dictate notes. But I had enough contacts with him afterwards when I
was serving as a consultant to the Executive Office, unpaid, but
very proud to have the relationship. Some of the notes that I wrote
in those days are still very rough. But I think there are some
things there that might be of interest to the history project.
M: Let me call this interview to an end then. Thank you. ‘

H: Good. Thank you.

[End of Tape 3 of 3 and Interview II]
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: Messrs., Tobin and Gordon DATE: February 20, 1961 .

: Walter W, Heller

Eventusl Memo to the President on Tax Cuts

It seems to me that samewhere along the line, possibly using our

consultants meeting as a peg on which to hang it, possibly waiting until

we are closer to the April deadline date, we need to do a brief but out-
spoken memo on the tax cut issue. The basic theme would be why you 'cantt
go wrong," economically, with a tax eut, with an implicit or explicit
pointed question: "Is good economics bad politics?®

The pieces I would have in mind in this story might be along the follow-
ing lines:

1.

A sharp demonstration of our economic slack, showing how far below
our potentlal we are now as compared with the trough of the 1658
recession (and putting it in the perspective of the weakness of the
1960 peak against the strength of the 1957 peak).

Emphasis on our high povered tax system~~both the absolute power of
the system, which completely rules out $12 to $13 billion deficits,
and the growing relative power of our tax systam in the light of
budgetary and economic developments-—in other words; showing that
we won't get enough of a deficit without a tax cut. Huch of this
story, possibly without the conclusion, should also be told for our

Refsrenze to the constraints on monetary pollcy, both (a) :mtrin-—
sicelly, because of the balance of payments situation and (b) insti-
tutienzi3y, because of the reluctance and caution of the monetary

‘lps. 1 -

¥extion of the constraints on spending, both political (Congressional
unvillingness) and :mstltu ional (Congressional and administrative
slownsess) . -

The sizable feedback of revenues from a tax-cut-stimilated econcmy

or ¥yocu can take it with you."

Ezphasis on the difference it will make in unemployment, together
with some assurance on other factors that will pick up the tempo
when the cut ends. On the unemployment percentage, the President
was unfavorably impressed with the small difference between his
aggressive and his moderate expenditure programs as we had it
factored out on the early set of alternative budget figures.
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7. Possibly, a little excursion into the politics of the tax cut: -

(a) is it really true that Congress won't go along with it;
and if they dontt, doesn't it have some advantage in pinning
the blezz? (b) emphasis on the fact that the Kennedy program
took care of the neediest first--the unemployed, the aged,
widows, etc.—and now the tax cut is politically more palatable
in terms of the "maive bias against a tax cut;" (c) the

- important thing is the level of economic activity in 1962 and
1964, not the size of the deficit in the next few months.

N



" LBJ Presidential Library ORAL HISTORY TRANSCRIPT More on LBJ Library oral histories: . -

- http:/iwww.lbjlibrary.org Lyndon B. Johnson Library Oral Histories [NAID 24617781] http://discoverlbj.org/exhibits/shom)(lcyﬂoh -

THE CHAIRMAN OF THE
COUNCIL OF ECONOMIC ADVISERS
WASHINGTON

Msrch 21, 196L

FERIORALISLE FOR T35 PRESIDEND
From t Valter W, Heller

Subject: Retroactive Income Tax Cub Lor 1860

Some of the political objections o future incemz tax cut en
1961-62 dncone might be overcome by npplying a retresctive income
tsx cub to 1300, Suveh a cub nlso has certain econanic advantazes.
The idea would be to give 1000 taxpeayers a once-and-for-zll xebate
on their 1360 ineome tox before July 1.

It would have the folloving edventage over o cut epplyleg to
the 1051562 incoue:

l. There would te no danger of it becoming permanent since
it is a cne-shot zffeair.

2. It eould ond should be puid oul befere July 1, thereby
worsening the £iscal 1501 dedlelt, but not touching the S
1962 dericib.

3. VWith no inroads on the flow of future revenues, this Xind
of a tax cul would be much less of a cludb against your
expenditure prozrang.

4. fThe stirmulus would ba conccatrated now, waen we ere still
st o near the bottom of the recessicn, and moest obviously
need 2 st in the arm.

2bgte Torn of tax cut would strike many people as being
nore squiteble than g reductlion of tex on current incongesS-—-
1t ol b2 noid to those vho corned Inecze lost yerr mmd
gre now unamsloyed, as well ap to thoce whd hsve besn
foxrtunste ensughh to hold on to thelr jobs.

Eow would such a tax cub look? TLe Adninistration srould ask
Caongress to ant a retroactive reduction on individusl incame takes
=212 on inzomes received dwring caleandar yesr 1500. AL this ta’fc:,
ths fzmortaont snecificstions of such o rehate sce:n to be: {a) thas
should b2 c;-:gc--s"" of the order of $3 or & billion; (b) thot 1t
concentrated £5 puch &5 poscible in the louer and middle income

&
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ciuszes, vhere it 1o most likely ©o be spent; end (e) that 1t should be
peid out promptly, —ortelnly no lster than June 30 of this year.

In rouzh terms, o B4 billion tax revali o1 IYSU 2uvuas eanld be of
the order of 20 pereent of lost your's tax liability up to e naxinmres of
3550 for single persons and $100 for morricd couples.

v,
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The Current Economic Situation and Proposals to Meet It,

1. The economy is still moving forward. DBased on past
experience and a review of all information available to date,
it can be expected to continue to advance throughout this
year and into 1963, provided there are no further shocks to
confidence such as the May 28 fall of the stock market. There
is no doubt that the stock market panic tempoxarily .reduced
general business confidence. Our objective should be to
restore business confidence as promptly and as effectively
as possible, This requires a calm and confident attitude
on the part of the government, as well as an indication that

government is prepared to act as and when necessary, but no
more than necessary.

It is also cléar that ocur recovery is not as strong as
we would like to see it.. In all probability unemployment
next December will still be between 5 and 5-1/2%. It is
even possible that it could go slightly above 5-1/2%. If

the economy is to continue to move ahead some further stimulus
will be needed in 1963.

g

2. With these thoughts in mind the fo]low1ng actions
would seem to be called for:

(a2) The President could confirm at his next
-press conference the fact that the administration
contemplates an overall restructuring of the income
tax next year which will involve a top to bottom
‘redvction in individual income tax rates, and which
will 2lsc dezl with the corporate income tax. It
would be helpful if he could state that any reductions;
shouid take effect as of next January 1.

pap———_

Thought might also be given to the President's
announcing that next year's reform should include
some o"erall net reduction in taxes. The advisability i
of such a statement at this time is not clear since 3
our proposals are not yet far enough advanced for e
decision, It would be unfortunate to be pushed K
prematurely elther into giving any figures as to the
amount of net reduction in tax take or into discussion

of the offsetting proposals to broaden the base of the
tax structure.
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(b) After the general outlines of next year's
tax reform have been agreed, which will probably be
some time around the middle of August, the President
should submit it to Congress. It would be advisable
not to submit the new proposals until the current
tax bill has been enacted. This should not involve
any considerable delay in view of the above schedule,

%

The transmission to Congress by the President
of the general outline of next year's tax program
will in and of itself provide a substantial stimulus
both to business and to the attitude of consumers
in general.

(c) The Treasury will soon be ready to promulgate
the new administrative reform of depreciation, hopefully
by the end of this month, and in any event by the
middle of July. A nmajor effort should be made to
accompany the technical announcement with a simple,
easily understood description that will make a real
impact on business throughout the country.

{(d) 1t would be useful if the President could
hold a series of 5 or 6 luncheon meetings over the
course of the next two months with business leaders.
There should not be more than 10 or 12 businessmen
at each luncheon. The business guests should be
given the opportunlty of ralslng matters that interest
themn. : T . -

{2) We should attempt to persuade the Federal
Reserve Board to reduce margin requirements to 50%
as soon &s the market has quieted down and volume
has dropped back .to normal.

(£) Another special dividend on veterans'
~life insurance policies should be amnounced in routine.
fashion Ior payment in July. :
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(g) VWe should exert whatever pressure we can
to ensure and expedite passage of the investment
credit and the accompanying provisions which break
important ground in restructuring our tax system on
an equitable basis.

. 3. Actions such as these should serve to restore business
confidence without giving the appearance of wundue concemn
or hasty action., This is highly important, not only for
domestic but also for forecign reasons in connection with
our balance of payments. There would be widespread acceptance
abroad of a carefully—thought out. program of tax reform
1nvolv1ng reductions in income tax rates aven though it i
included a loss of revenue and a substantial budget deficit,
provided it was understood that this was geared to an effort
to improve the overall state of the economy. Contrarywise,
any indication of over-hasty action or undue concern at
this time would only serve to increase foreign doubts as
to the course of the -American economy and could well lead
to very dangerous reactions on our balance of payments. The
same would be true if an Jjwpression was allowed to grow that
the government was in the process of 1051ng control over =
expenditures.

~ A temporary income tax reduction, personal or corporate,
or a withdrawal of insistence on the renewal of war-time
excises and corporate rates, or a publicly avowed new or
increased expenditure program, or a postponement of the
postal rate increase, or agreement to a federal pay raise

lell departing substantially from the President's pay reform

D*ODOS&L, would constitute -danger signals of a loss of control,
discipline or merve that might have a counterproductive
ffect on confidence in the economy at home and the dollar

<
&DTOoEC,

.l

| (O

£DDillon/db
Jume 6, 1962,
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July 13, 1962

hcind
2|
g

OUM FCR THE PRESYIDENT

Bubject: Txe Lcomomles af 1952 Tax Reductlon

This momsrvaalun suzmardzes a longer document which hes been
circulrted to those who will participate in the July 13 meeting on
the economic outlook end tax policy. It desls with the tax reduc-
tion question -- econowic impncl, agsoclated expenditure policy,
gize of tzx cub, form ol taex cut, relation to other revenue legisla-
tion; end conslderations of timing and phasing.

Econorrle irmaet -~ Reduztion In the persomnl incoze tax could —1
edd speedily and sigmificantly to consumar purchasing power, end past
exnerience tellps us that increcess in purchasing power are translsted|
promptly and ravher reliedbly into higher conswption sperding. As
the added disposable Incomes duz to tax cuis arc spent and respent,
they boost production znd ermloyment by a rmitiple of the original
cut. More conpumer buying helon to crente the odded profit Incen-
tives end the gales-pressures o stinmmlnte investrwent in Inventories
end in expansion of plsat snd eguipnent.

Although personal tox cuts ore the orimary instrument for quick
‘stimlus, corporalbe ok culs cen alse pley en important role. Evale |
unated on purely economic grounds, a dolloy of corscrzte tex reduction ;’
probebly generates less incoma end employment wnder present condl-
tions than 8 dollar of personal trx reducticn. Yet a corporate tax
cut would raise yilelds on naw investment projects, ond would help
generate brozaler political support for tax reducition, eppeclally
from the business community. To heve e meaningial effect on cone

idence and o1 plens for future Investment, corporate rate reduc-
tion prozsdly has to be regardsd by busincosmen es permanent. At
<h2 present time, vhile tompeoraxry tax cuts male sense for individuals,
they &2 nct ze2an moproprinte for coyporations, which have s long plane

2 e ooy
Sy

i e oy T ¥

The ratuzns in edded OGP fronm a tax reduction would be influenced
by psycnsiczical reactlons. Vould a tox cub proposal boomerang by
frigtiening the public? On balanca, thiz seems unlikely: iany people

T2 fulliy avere that the economy bes not beon performing well, and
while the tzt cub propossl mighdt dnitlially accoptunte some vpersong!
Pears, the ressswring eifects of decicive policy action and the tax
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beneflts themselves would lead on balance to s net favorable
Jmpact. The chiel danger to confidence lies in the likelihcod of
continued headlines repoxrting bad economic news.

Empendituwre policy ~- Questions of expenditure policy arise
glong with consideration of tox reductlon. An escecelerctlion in Federal
expenditures could edd to the stirrmlus of a tax cut, but there nay bve
political an? psycholopical disadventaoges 4o visible incressges in ex-
renditures. Moreover, opportunities for expenditure mccelexration
today eppear to be falrly limited. :

Business advocates of a tox cub ave urging e simmltonecus cute
back in Federal spernding. It is hard to find realistic economic
rorit In thls proposel. 4 sybolice small reductlon of expenditures
would give credence to the clicht that povernment programs ore unpro=
ductive snd incfficlently manosed. A signiflcent cutbock would both
dilute the stinuvlstive effect of a tax cub and Irmalr nceded public
services. (But as 15 clear frem thz sbrongly fevorsble business
reactions to the recent YMellomara econcmies”, 1t would soen desire
ebla Lo respond to this insistent thems in business thinling by
extending the DoD progrem and anncuncamentg to other sgencles.)

Siza e~ The total {tax reduction schould be blp enough to create
e significent stirmdus to demand and should come soon enouvgh to
evert a recesslon. A tax reduction that may be big enough to prevent
8 dzeline might e too pmall to rgveras one, if it comes too late.
- A tox reduction that is too little end too late would rua the yisk of
dlscrediting fiscal policy foxr years to coze.

{The necessary and desirsble size of the tex cut depends on

the envirconment created by other governmont policles, such a3

(1) whether or not mction is token to postpons the scheduled ine h
crease in sociel securliy peoyroll taves smownting to nzarly $2 bile |
lion effestive Jonusry 1, 16563; (i1) the degree of ease or tightness
in moneisry policy; and (1ii) the extent to vhich Federal expenditures
] cslzral ed. -
are accelzreied or increased.) o o

[REp—- \ - .- O e T R
A nre—i ond noverf stimidus coa dridve culnut W egeinst

cenecity limitstions and rolcase the edded expansionary forez of
private investzent demand. Tha tax reduction neaded now to mezet
these resuirenents is considersbly larger than thez $3 billion of
permanent net tex reduction now projected for next year's tax

seform praosres. Most of the proposals set forth in recent weeks
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edvocate a reduction of $8 to $10 billion. A smaller program
would mun serlous risks of being inadequate.

The Budget Buresu has estimated the budgetary impact of a $9
billicn tax cut program teking effect on October 1, 1962. Allcwing
for econoxmic "foidback," 1t would increase tue 19-03 deficit by en
estirated $3-1/2 to 4 billdon. If it succesded in heading off a
decline in eccnomic activity, the imsediate cut could pay for itcelf
in higher revenues for fiscal 1964.

Yorm -- Tax cuts should. take a form which will be economically
effective vhile caus Ing the least controversy and deley in enact-
ment. A sirple mcross-the-board reductlion in all personsl tax
retes -~ & 3 to § percentage-point cut in all brackets «- probably
bast maets these requirements. This form has already been endorsed
in the standby tax proposal. It is the spprosch least likely to
touch off long debate an egquity and tax structure.

Froam the ctandpoint of immediate economic imprct, dollars of
corporagte tax reducticn are probably lesa effective than personal tax
reductions. But support for s tax-reduction bill would undoubtedly
be broodened if a cul in corporate tax rates were made part of the
leginlative packags. A 3-point cut, from e 52 percent to & 49 per-
cent corporate tax rate, would have tha psychological merit of making
the government a junior rather than senior purtner in busivess carn-
ings. A l-point cut, metched egeinst a b percentaze~point personcle o
tax reduction, would uleo bz eco“onically tolereble. (One rmust T
remember that, point for point, a corporate tex drop costs only
$1/2 billion es against §2 billion.for en individual tax cub.)

Other revenue legislation == Any proposal) for tex reducticn in
1962 creates problems of coordination with other msjor pieces of tax
legislation. A pronosal for irmediate tex reductian should be for=-
rmlgted end presented in the vay best caleulated to give the 19562
Revenue Act mauimum support. Simtlarly, the mmmouncerent end timdng
of & $ax cul zroposal sghould be geared to ths plens for tax reform in
21563, s9 £2= e3 this is possible. But rete reduction as part of the
tzz reform, svan if retrozetive o Jonuarw 1, 1953, i3 no svhobitute

-y ¥ Taa

S

for immedisze action. Past expericance sugg ‘"ns T.hat reform lep;lslo.-
tign is wniik=ly to be enactad before the swmer or fall of 1963, too
lzte for secnemie stimulus to have 1ts optinal effect.

-

PLET

3

-~ If & prompt tox cut is made effective in 1952, deter-
minsticn of the length of time for which the cut is to be effeetive

rast take szcowmt of transition to the rate structure plarned in the
+ax reform progyren novw being developed.

'?.

R
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Ve essue (1) that a temporary tax cut could bs made to take
effoct by Octovsr 1, 1652, and (11) thst major nerts of the 1953
tax reform progrem cannot bz made effective before Jeawary 1, 196%.

02 the rany timing alternstives for o personal income tax cut

taXing effect lnter in 1652, we have ldentified four for considera-
tlon;

1. Raizs reduced for 9 months ~- October 1, 1952 « Jume 30, 1953,
Present reios wacn L0 Toke erinet sutonadtically until Jonuary 1, 1904,
woen Ley ressrn measurg would talte oifsct. Tids possibility seems o
us wacczpiable on e muocr of grownds. Most izportanily, it would
result In first & cut, thon & rige snd Linally ancther cub in rates =
an wdesizrabla ;}U.E'g@i‘-’.’.g sround of tootes.

2. Rates reduced for 9 rionths ~- Octobar 1, 1962 - Jime 30, 1963.
Rates exholied in the tox -ﬁ:"orm losigletion (a5 © o;nosed 1o ba.sc-res‘coring)
to tale ecidcct os o guly 1, luo3. Since 1% seend higaly wnlikely thoat
Congress will hove completcd L.C'i‘.iO‘l cn the tax reform proposals by
June 30, this would rzan the new rates would be effective retroactively
from the date of enscimant t’;o July 1, 1663. Stop-gsp leplslation wouwld
e needed during this interinm, and then would be superseded by the pe»-
nment reform low. Thls procedurs would be corplicated a,a:ninmtrmively
end in vhe public mind.

3. Rotes reduced for fiftcen months -~ Ochobar 1, 1952 to Dzcens
ber 31, 1053, ‘“Wax roiorm reasurcsd to toike effect Jonuary 1, 1004. Thisw
sltermative niakes econcxnle sonsa iy continued shtimulus is ne:.u_.l throuphe-
out 1953. Tts oppeal 18 that it would call for only ore chenge in tax

. Totes and structure and it 1o clgar-cut end shmple. Furthermors, 1t
would elininste the need for tha Prealdent to aslt ths Congress to cone
pider the tsx rate lssue during the noxt ssssion except in the context
of {he najor reform ncagsurce

ool ri ior by e 2 'DJ. o1 econcnic *V"G"V'?‘q‘.v as 'Chu.t tive,

X
i
;
i
]
&
1%
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2ziziziion would comz ingo efrecty, prosumsdly on Jonusry 1, 104, Tae
scomemic situation next year moy call for en extension of the tamporary
cut, higher »ates, or perhsps.ceven lower rates. In a sense, this approach

13 sinili=> £o that of the standby texecutting euthorliy xoguested this
yaa7,

1]

3]

A

It c2zms 0 us thet both alternetives (1) end (2) must bo eliminated
for the reasons indlceted. A cas? can be mede for either (3) or (4).

.,
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before the tex refoma 1s enacted. It 18 rmuch harder to arrest a
recession once it has begun than to keep a recovery going.

1.2 To be an effective stirmilus » tax reduection st be certain
end soon.

For Individuals, the Important thing 1s an ectual Increase
in take-hcze pay; the pro:rr_tse that talke~home pay will be greater next
year willl not increase consumer spending significantly now.

Tor corporations, the important thing is the certainty that
the tax rate will be lower next year. The only way to convey that
certainty io to enzct the reduction at this sessicn of Congress. The
promise that the Administration will ask that rate reductions, when
enacted by Congress in 1563, be effective as of January L cemnot be
pufficicnt to induce consumers and businesses to spend more money be-
fore the law is enacted.

1.3 Keither the Administratlon nor the texpayers can be confi-
dent that & tax reduction~tox reform package will be enacted inm 1563,
or ever. A3 experience with the present tox bill, proposed in 1861,
armly demonstrates, the Administraiion proposes and Congress disposes.,
The new bill will be more palatable than the present one since it wil}l
enivody net tex reductior. BDut the loopvhole closing end base broaden<
ing provisions will induce loud screams end Btrong pressures fron R
Interests that stend to lose. Those intereated in a comprehensive tax
reform will be even more numerous and ublguitous then the cpponents
items in the limited bill now before the Congress. Indeed the reform
part of the package will scarccely be worthwnile 1f it does not step
on many toes. The controversy and negotiation which results can delay
enactment until lote in the 1963 session or watil 1964 or later.

1.4 Yeither the Adminlstration nor the taxpayers can be confie
dent that tax reductlions will be retroactive to Jonuary 1,. 2963.
Zzbate oz tha Investment eredit hes revealed strong Congressional

Tizn {2 retrowective reduction of corporate taxes. | As the eve

O
2
w
f-&
«

i

i.

1
)

-~

of enzciment of a new billl approaches, Congress will be reluctont to
zivre pimy rovemaes that hove alrecdy boen collectcd.  The longer
Cecngress deliverates, the more unlilkely it is that th° race reductions
will te retrcactive to Jenuaxry 1, 1963.

Pd
-

2., What would we lose, for the prospects of tax reform, by enacting
tox cuss this year?
2.1 Tyinz all tax reductlon to tax reform mey inercase the Ad-
=intstellion's leversge ifor obtsining tax reform. Dub it would do so only

the President is prepared to veto a tax cut bill vhich does not

haY =3 23Ty
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exdoly the reforms he wants. It is now clear to all that the
Adninistration is prepored 40 sccept net tex reduetion for calender
1963, Ozce the proposals are presented, it will be- clear how much.
Then if the going gets rough on loopholes end base brozdening,
Corngress will be sorely templed to present the President vith a
sinpler bill reducing revenues by the accepted amount through rate
reductions with litile or no reform, The President wlll then have
; to choose batween thls offer end rejecting all tax legislation at

; e time when the economy needs & tex cub.

2.2 Son= observers of the Congressional tex scene believe that
the prospects for tex rceform are better in a balenced packege of
rate reductions and loophole closings thzan in a package involving
net revenue loss. The reasoning is thet the discipline of keeping
the packege balanced will force Congress to adopt the loophole-
closing proposals in order to be eble to vote attractive rote reduce
tions, including those for the highest breckets. Without this
discipline, Congress will be able to vote rate reductions without
closing loopholes. This srgument concludes that the prospects of
tax reform would sctually be enhanced by enacting tax reductions
separately end in sdvance.

2.3 There 18 a high probabllity that, prior to the enactment
of the Administration's reduction-reform package, the onset of &
recession will moke emergency tax reduction necessary. In that e
event, the tie between reduction and reform wonld be broken; and
the leverage for reform which postponexent of tax cuts is supposed
to gain would be lost. (It mizht indeed be lost eltogether. If an

~emergency tax cub proposal were thrown next year 1nto the nidst of

! Congressional ccnsideration of the tax reform pacikiage, Congress
nlght simply ebandon altogether its work on the tax reform proposal.)
Meanvhile recession would be upon ws. In this event, it would
ctlearly have been prefersble to enact the tax cut in 1962 vaen it
would have dcne the most good for the. economy. .

2.5 The Adnministration hes esked for stand-by executive power
to make te-z:-o*-ary cuta in individual incone tax ratess IL Congress
TmA gromitod this porer, the ccecosica to use 25 would o olmost cor-
tain to arise elther th.*' year or next. There is & strong arpurent
that 4t kas elready arisen. The use of thils power would leave the

(4

Bk
F

istraticn In the same position, with respesct to levereze Tor
ccr:p:'e.r:en;iwe tex refornm, as en od hoc temporary tex cut enacted by
{ongress at the request of the Fresident.

e e = e 8
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2.5 Any arrangement under vhich tax rcducticn comes before
tax reform feces the psychologlcal and political difficulty that
sope texpayers, after having their tax lisbdbilitles reduced, will
have then partially restored in leter yeazrs. This difficulty
arises whether or not tax cuts are tied In the sane legilslative
packoze with tex reforms. A similer situstion would exist 1f the
President now possesced and exercised the discretionary eutnority to
cut toxes he has requested.

This considerstion is rslicvent, thereforc, not to the
time st vhich an advence tax cut ocecurs but to its negmitude
And it chould not be weighted too heovlly in that connection. The
nun2er of taxpeyers whosze liabilities rise sgein wlll be larger
the deeper the Initial cut. Bubl even if the initisl -ut 1ig kheld
to the Mnits of the pernm '1em;ly scceptable net loss of total revenues,
there will be & large nudber of taxpayers who are in this position
The tewporary tax cubt nesded for econoalc stlmulus ray well be lar{;er
than the permanently decirable revenuve loss. This, after all, is the
theoxry of the stand-by tax cutting authority proposed by the President;
that suthority could never be used 1f the principle that taxes may’
Tell but never rise were accepted &s overrlding. If a taxpayer vho
is to be foeced willy-nilly wilth a certain tax lisbility for 156k
wvere esked whether he would rather have his taxes in 1663 (end 1952)
lover or higher, he would surely prefer that they be lower.

3. Vhich risk is more sericus?

the economy from postponing tex culs are greater than the hazards

to tax reform involved in carly tax reduction. If we foll to take
stinuletive getion in time, we nay be doomed to snother incomplete
recovery, to the persistence of wnexployment retes wbove 5 prercent,
to prolongirz and confirming the world's imnge of the U.S. cconomy
23 tired erd weak. The political and eccnomle consequences of this
Quteone are predictaoble -- extremisn will grow in strength on the

right end on the left, labor wnlons wlll becore disenchanted and

wmeontrolilalle, & Devocratic Adminisgtration will be togred with the
worst postwas record of unemployment. While closing tox loopholes
znd breadenizz the tex base represent e deslredble tidyin~eun of en

Full recovery 1s more important than tax reform, The rlsks to \

-~ i
Lroooionnl systen, the staxe of the notion and the Aduinigiration
in tax reform is small campared to their stale in economic expansion.
Finaliy, postzoansment of tax cuts increases only moderately the
crospects of tex reform, while sericusly endengering the chances of
il end susteained recovery.

The Council of Economic Advisers

1)
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Messrs. Sorensen, Bell
Goldberg
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In accordance with the provisions of Chapter 21 of Title 44, United States
Code and subject to the terms and conditions hereinafter set forth, I, Walter
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ings and transcripts of the personal interviews conducted on February 20, 1970
and December 21, 1971 in Minneapolis, Minnesota and prepared for deposit in
- the Lyndon Balnes Johnson Library.
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(1) The edited transcripts shall be available for use by-researchers as
soon as -they have been deposited in the Lyndon Baines Johnson Library.

(2) The tape recordings shall not be available to researchers.

(3) During my lifetime I retain all copyright in the material given to
the United States by the terms of this instrument. Thereafter the copyright
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