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Report to the President.of the··CabinerCoordinat-· . 
ing Committee on· Economic Planning for -the-... 
End of Vietnam Hostilities • 

On March 1, 1967 you asked the Secretaries of Defense, Commerce, 
Labor, Treasury, the Director of the Bureau of the Budget and the Chair­
man of tpe Council of Economic Advisers to form a committee to coordinate 
the eco~omic planning for the end of hostilities in Vietnam. 

As initial terms of reference, you instructed the Committee to­
-consider possibilities· and.priorities for tax adjustment; 
-prepare, with the Federal Reserve Board, plansfor quick adjustments 

of monetaryand financiai policies; • 
-determine w~ich high-priority programs can be quickly expanded; 
-deteriiiine priorities fot· the longer range expansion of programs to 

meet the needs of the American people, both through new and 
existing programs; 

-stuay and evaluate the future direction of Federal financial supporf, 
to our State and local governments; 

-examine ways in which the transition to peace can be smoothed for 
the workers, companies, and·communities now engaged.in supplying­
our defense needs, and for the men released from our armed forces. 

Vietnam hostilities first became a slgnificant economic influence in the 
swnmer of 1965, at i time when the economy was remarkably vigorous and 
well-balanced and had achieved the longest peacetime expansion in ·history .. 
The increase in the military· budget required for Vietnam ( evident in. 
Chart--) complicated the assignment of fiscal-monetary policies and hence­
subjected tht economy to inflationary strains. Although the American 
economic system deinonstratecf'the strength and adaptability necessary tc, 
carry ~e extra load without major disruption and without jeopard~ng its 
fundamental health, it is clear that the cost of war has been a load for the 
econo~y to carry~not a supporting "prop." Prosperity has riot been de­
pendent on the military budget swoll!;!n by a peric:>d,()(-hostilities, and WI1l 
no!._need high military spending to s4pport it in peace. On the c9~trary, 
our: analysis convinces us that peace will provide the Nation with ~elcome 
~pportunities to channel into civilian wemanpower and material resources 
now being devoted to the war,. _ . 

SUMMARY OF ANALYSES 

The following is· a summary of tqe findings of the Committee. It ir 
followed by more detailed disc·ussion. • 

FISCAL AND MONETARY POLICIES DURING DEMOBILIZATION 

Sustaining prosperity during the demobilization and seizing the welcome 
opportunities of peace will-depend on careful and forward-looking·manager. 
ment of fiscal-monetary policies. If the pattern of demobilization should 
produce a major and rapid decline in defense spending; and if fiscal and 
m9~tary policies ~erenot adjusted to compensate, an abrupt and inap­
propriate shift to excessive ·restraint would result. The criteria and the 
<&pp0rtunities for ari appropriate fiscal-monetary adjustment are set forth , . 
in the second major section, below. 
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An ill~strative pattern of qemobiliz~tion is traced on the assumption ·that, 

within 6 months after cessation of l\ostilities, a genuine. peace would be 
·9ecured and afull withdrawal of troops could be initiated. In such a rapid 
demobilization, the use of real resources for defense purposes would ·drop 
by $16 billion (annual rate in 1968 prices) below tbe _previously planned 
path over a period of 6 quarters following the truce~ and, ultimately, by $19 

"billion at the. end of 10 quarters. If ther_e were no compensating fiscal­
-monetary policy actions, the Nation could be threatened with a recession· 
similar to the experience at the end of the Korean War. 

Economic policymakers must_ be prepared to take_ action. The magnitude 
- and the timing of the policy adjustment best suited to promote steady and 
• healthy economic growth will depend on the strength of private demand at 

the time peace arrives and on the specific .llrofile of the defense_ c~tback. 
Careful assessment and economic analysis will be needed to provide the best 
possible projections of these elements in order to guide fiscal-monetary policy . 
. A number of possible compensating measures can be foreseen now, how­

ever. If the current 10 percent surcharge is still in effect when hostilities 
end, its early expiration ( or phasing out) could provide a major offsetting 
element to maintain the even keel of ~seal policy. and thus support total 
demand. The Bureau of the Budget sbould stand ready-as it is _now-

-to offer the President.for hi~ consideration a program ~o speed up expendi­
tures on establish~d high-priority programs, insofar asth~e actions would be 
consistent witb tbe efficiency of Federal programs and with the need for 
economic stimulus, If furthe~ stimulus~ appropriate, new program initia~ives 
could be launched during the demobitization period. The objectives of the 
compensating fiscal action sh~uld receive the support ?f monetary policy, 
but credit conditions prdbably should not be pushed into a posture of 
aggressive ease. . . 

Meanwhile~ the objectives of price stability ~nd. bal~nce-of-payments 
equilibrium should he pursueq intensively during the demobifization. Efforts 
to overcome structural problems and thus to improve price perf~rmance 
should be emphasjzed. Administration sho_uldbe' prepared to benefit from 
opportunities to c1ea1 more effectively an,d rpore f!ex"ibly wit~ the Nation's 

• lingering bal3:nce-of-payments· problem, in light of t~e reduction _in foreign 
exchange drains associated with Government expenditures in Southeast Asia. 
. . 

RESOURCES AND PRIORITIES FOR THE LONGER RUN 

The chcii~es among alternative fiscaladjustments during the demobiliza-
• tion period should l:>eguided by longer,run priorities for tb'e F~deral Budget. 
Only by considering -such priorities in advance, can society be p~pared 
to take full adv;mtage of opportunities fo launcb 'important new· pr~rams, to 
strengthen. higb-priority exis~ng programs, or t9 reduce taxes. Estimates 
-Of the budgetary resources likely to QC'!COmeavailable to the Federal Gov­
ernment over the'· years ahead and • soine of theconsid~rations' bearing 
on the use.of these resources are discussed in .the third major section, below. 

As revenues expand in a growing. pe~c~time economy, t~e eibow room 
in the budget increases. But a substantial part of the growth inrevenues 
is preempted by essentially built-in cpm.mitinents of existing expenditure 
programs to meet the n.eeds of a growing population and an expanding 
economy. These commitments are· reflected in the es~mate~ "bllseline" 
budget for both defense and nondefense expenditures in fis_cal year 1972. 
These estimates assume that the transition.to peace is essentially conipieted 
by 1972. . 

Acc~rding to the illustrative calculations, the "peace-and-growth divi­
dend," available for ~xtra Federal.spendi,ng ~bove the' "bas~li.~e"· ~d for 
taxreduction, woulct:amo~nt to'·$2z·6illion 'in fiscal year .1972 arid M'Pl.lld 
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increase ·$7 to $8. billion a year in succeeding years. The peace-and-growth 
dividend·.must be u~ if·heaithy economic _growth is to be maintained, and 
it can be .used productively. • 

Some of the possible uses of the dividend are set forth to illustrate the 
considerable pressures, demands, .and opportunities for Federal efforts in 
.!he. year ahead. Liberalization. of-social insurance benefits amounting. to $5 
billion a year is viewed as a prime claim on the divid.end. In addition, the 
full funding of existing civilian programs to authorized levels would cost 
another $6 billion a year. 

Beyond that, a variety of major expansions of existing programs and 
_of new programs are highly eligt'ble. claimants. A selection. of such items, 
based.on proposals which have been made· by responsible. individuals or· 
groups, adds up to $39 billion a year. And other more ambitious, new pro­
posals, such as a comprehensive income maintenance program currently '· 
receivin~ widespread public discussion, may also merit consideration. Fur-

•thermore, tax reduction is an appealing and effective way to use a share 
of the dividend. 

It is clear that the Nation cannot meet all these goals in the next few years 
from the peace-and-growth dividend; difficult choices based on a careful de­
termination of priorities will be necessary. But, for those objectives placed at 
the top of society's priority.list, substantial progress can be made in a peace­
ful environment of prosperity and essential price stability.-

These calculations of the-peace-and-growth dividend allow for tax reduc­
tions through the expiration.of the--10 percent tax surcharge and of certain 
excise taxes. But, in view of the urgent needs of the public sector, we would 
not recommend further large~scale Federal tax reductions in the yean im­
mediately following the end ohhe Vietnam hostilities . .-

POLICIES TO ASSIST PARTICULAR COMMUNITIES AND INDIVIDUALS 

The economic impact of the war has been broadly diffused among all 
States and most industries. Only a small number of areas and industries are 
li:1'ely to be especially affected D')C'the demobilization.or to encounter signifi-• 
cant problems of transition. In· the final section ·below, we recommend some 
steps by which the Federal·Government can assist _th09e areas and industries', 
These measures include community redevelopment assistance, homeowner· 
assistance, and most importantly, the strengthening, of job placement and 
training_ 

To provide for efficient planning and timely implementation of assistance­
programs, we recommend the ~ly establishment of a coordinating group, 
which might be called the Readjtlstment Operations Committee. That Com­
mittee should-assuQle responsibility for detailed planning-of Federal read­
justment assistance and should.work with"State and local authorities respon­
sible for demobilization pl~nning. When peace comes, this Committee woulcf 
be,responsible for coordinating .Federal readjustment programs. 

The steps we propose for readjustm_ent assistance are limited and relatively 
inexpensive, reflecting our conviction that .. the qiaintenance of an over-all 
healthy prosperity is far and away the major part of the economic problem 
Qf the transition. In our dynamic ·and flexible free, market ·economy, most 
areas and industries should be-·~ble·to make a prompt and healthy adjust­
ment so long as the Federal Goverrup.ent does its job of promoting'noninfla-­
fi9n.ary prosperity,., 

LOOKING FOR WARD TO PEACE 

We also wish to stress the importance of a responsible and responsive· ·-· 
fiscal policy-during the remaining period of hostilities'. Only in recent months, 
through ~e enactment • of the· 1968 program of fiscal restraint,· have our 
Nation's finances become adequately adj9sted to the defense emergency 
situation. It is absolutely essential to maintain an appropriate· fiscal and 
monetary policy both to preserve prosperity and to minimize the problem 
of transition to a peacetime economy at the end of hostilities. 

:.,,. ~. 
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FISCAL-MONETARY POLICIES DURING 
DEMOBILIZATION 

Peace may "break out" in any number o'f wars, For example, there could 
be a gradual decline in hostilities over time accompanied by reduced expen­
ditures on armament and manpower. Alternatively, there could be a lengthy 
armed truce which permitted no significant reduction in force strength 
in Southeast Asia. Different demobilization patterns ·imply different eco­
nomic problems for the transition, but the most demanding challenges fo1• 
Federal policy are presented by a sharp demobilization to a significantly 
lower level of defense spending in a relatively short time. This possibility was 
given the closest examination.· • 

DEMOBILIZATIOl\' SCENARIO 

In the calculations underlying this report, it is assumed that defense activ­
ity in Vietnam will continue .at essentially present levels until hostilities 
cease. It is furthermore assumed that, within 6 months after a truce, there 
will be a genuine _assurance of peace and hence the beginning of a full with­
drawal of troops from Vietnam with accompanying Cutbacks in procurement, 
operations, _and maintenance. This is a rapid demobilization-probably the 
mosarapid that could realistically be assumed. The demobilization may in 
fact turn out to be smaller or more gradual as a result of any one of at least 

• three developments: 
1. a gradual attrition in military activity prior to the truce; 
2. a long period of uncertainty between the attainment of the truce and 

the decision for redeployment; or 
3. the need to maintain signifitant residual forces 'in -Vietnam, even in 

peacetime. . 
The rapid pattern of demobilization is assumed because it represents the 

sharpest test of the Nation's ability to adapt to peace-not because ·itappears 
most probable. If the Nation is ready to meet the challenge of a very rapid 
demobiliiation, it wilrsurely be able to handle the lesser challenge of a more 
gradual transition. 

The economic impact will depend upon how much defense spending dur­
ing the demobilization falls below the previously planned path. That is, the 
reductions in men, materials and outlays described in the illustrative de­
mobilization scenariobelow are amounts defense spending would fall short 

.-of the path it would have taken if hostilities had continued. One planning 
scenario· developed by· the staff of the Department of Defense calls for re­
ductions of the following magnitude. 

1. The armed services would decline by about 800,000 persons, averaging 
200,000 a quarter ·starting in' the third quarter following the truce and 
terminating after the sixth quarter. 

2. Civilian personnel in the. Department of Defense would be reduced 
by 170,000, also declining smoothly between the third and sixth quarter. 

3. As a result of the manpower reduction, military and civilian compensa­
tion would be reduced by $7 billion a year at 1968 rates of pay. 

4. Other operating expenditures at 1968 prices would decline by $4 billion. 
·ayear over a slightly longer time period. 

5. Expenditures for procurement would be reduced by $8 billion over an 
. interval of 10 quarters. This reduction would be stretched out in time 
because of the need to rebuild inventories held by the Department of 
-Defense. 

6. As a total result of the above, the real level of defense spending ( at 
1968 prices) would be reduced by $8 billion at the end of 4 quarters, $16 
billion at the end of 6 quarters, and $19 billion at the end of 10 quarters. 

The· time profile of the assumed reduction in real expenditures is shown 
iri Chart.:. ____. 
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It shoufd be noted that the estimated cfecfi'ne in defense expendttures 

is significantly less than the: $29 bilHon a year currentfy: estimated as th«r 
cost of the war, because $10 biilfon of-military resources currently used for 
Vietnam would be.: required in other areas or other uses in peacetime. 

If hostilities were to continue at an undiminished intensify, the totaf 
de_fense budget would probably continue to rise at least enough to cover 
increases in military pay scales and gradual advance in prices paid (or­
defense goods. Thus, the reduction in Vietnam outlays during the demobiliza- • 
tion will appear as a shortfall fr~m an otherwise increasing path of defense-­
spending. .. 

The ~ay _the net reduction in spending might work out is illustrated in 
Chart ----· Initially defense purchases are taken to be $80 billion, and 
they are shown rising at the rate of $1 billion per quarter, enough to cover 
price and pay increases and to provide for a very modest real growth. In 
the absence of peace, defense purchases would reach $86 billion ( unde•· 
flated) after six quarters and $90 billion after 10 quarters. With the ces-· 
sation of hostilities, however, purchases will be pulled down by $16 billfon 
to $70 billion after 6 quarters (and by-·$19-billion to $71 billion after: 10 
quarters.) If fiscal policy had been planned with the rising defense budget 
in view, a policy adjustmeht would be needed to accommodate a $16 billion 
reduction below the previous plan by the end of six quarters, even though 
the absolute decline from the initial level of $80 billion would-be only $10' 
billion. 

ECONOMIC IMPACT· · 

The economic irripact of the demobilization ( and the required fiscaf­
monetary adjustment) can best be appraised by supposing that the fiscaf 
program had been appropriately designed initially, ·under. the assumptfon 
of continuing hostilities, to· promote a balance between aggregate dem;mcf 
and the economy's supply capabilities. In such a situation, a major fiscaf 
adjustment would be clearly required if_ the illustrative ·demobilization 
~curred. • 

The impact of demobilization on the over-all balance between aggregate· 
oemand and the economy's productive capacity may be thought of as having· 
three components. 

1. The reduced use of resources by the Federal Government, reflectecf 
in the decline of defense spetlding des~ribed _abov.e. • - ' • • 

2. The short-run downward adjustments of inventories ·by defense sup­
pliers, as defense production falls below deliveries to' the Governm~nt and' 
production is adjusted to decfming levels of defense orders. The impact on 
the economy would occur before the Federal Budget-recorded a reduction 
"in expenditures; 

3. An. :induc,ed "increase "in the Nation's_ potential -GNP-the total out­
put the economy is capable of producing under high-employment condi­
tions-resulting from the potential additional employment of released rriiu­
tary personnel in civilian jobs, where average productivity is subs1iotially 
greater. The declines of 800,000 in the armed forces and of 170,000 in 
civilian. personnel of the defense agencies will not be matched fully by the 
resulting-increase 'in-the private¥bor_fo~. Aboi.it..200;-000 women·now -fn 
the labor force may •withdraw when their husbands return to civilian life. 
And some veterans will re.tum-to school before entering the civilian labor 
force. The cumulative net induced fo~rease in -the private labor force •is 
·estimatedat about 600,000 after.6.;quarte.rs., 

This shift toward' higher productiyfty employment would add about $4 
to $5 billion to potential GNP. Policy actions would be, therefore, required''· 
to add nearly $2 billion directly to total demand. The private incomes thereby 
•generated would be expected to •idd cori!lumption and investment demand'' 
:and; in combination, to absorb the $4 to $5 billion increment in supply.-
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• 'With no J?Olicy offset whlt,tsoever, tJi_e,-_direct shortfall of demand.by ·th\, 

·tixth quarter following the truce could amount to $18 billion:"$16 billion 
for the real declin~ 'in military spending and $2 billion for the dire~t spena• 
ing needed to make use· of the $41o-'$5 'billion addition to potential'output. 
(The separate inventory impact would be negligible by that time.) 

Shifts in the strength of private demand might either reduce or add to th1s. 
-gap, but they would be unlikely locha~ th~picture·dramatically. Without 
compensatory stabilization action, the gap would be multiplied through 
income losses and induced further cutbacks in demand that spread through 
the private sector. The total multiplied shortfall below the potential output 
of the economy could easily reach $40 billion by the end of the second year 
of demobilization. Inaction would ·thus threaten a recession similar to the 
1953-54 experience at the end of the Korean War. 

The Fiscal-Monetary Adjustment 
The instruments of fiscal and monetary policy must be available for 

prompt and decisive use to promote continued prosperity and economic 
growth.:There is no··aoubt, in·poricipte, that these instruments are capable 
of offsetting the restrictive effects of demobilization and reduced military 
spend.mg. Inaeed, an· excessive or premature stimulative fiscal-monetary 
program could overdo the job and generate an inflationary boom. There will 
be a major challenge to determine and carry out a policy adjustment of 
proper size and timing in order to promote steady noninflationary growth. 

The· p~jections 'in the sceemo-'Stiggest the gerreral magriitude of the 
r,roblem that might face the makers of fiscal and monetary policy during 
the demobilization. The specific dimensions can only be appraised when 
peace comes, and much more is known about the prospects for private 
demand, the budget, -a:n'd the time-path orthe military cutback. Nevertheless, 
there are important guides which can be set forth now. 

1. When peace comes, the -President and the Congress will need advice 
based on detailed projections-prepared by experts-of the gross national 
·]Jroduct; • prices; unemployment; arid ·the balance-of international payments. -
Despite the inherent limitations of-projections, prudent reliance on quantita­
tive fore~asts-carefully weighed ano interpreted-is preferable to any other 
course. There are far greater Bangers in a policy of wait-and-see, a resort 
to predete~ned -rules of policy adjustment, OF a Simple extrapolation of 
existing economic conditions. • 

2. Efforts should begin now to strengthen the·-qua1ity of statistical informa­
tion about the economy's performance, 'because such 1nformation rnay be 
critical in_ determining the suc~oT policy d~nng the demo1:iilization. Deci­
sions inv'olvirig 'billions of dollars may rest on statistical prpgrams costing 
only a few millon dollars-such as those improvements you ~commended 
in your Budget pr0gram for fiscal year 1969. 

3. For~fhe· same reasons, the ·Department of Defense should continue its 
intensive efforts to improve projections of its orders and outlays so as to 
a1d economic policy during the demobrliffltio~ perioo. There willoe imper.­
tant uncertainties in assessing the time path of the military cutbaclt, just as. 
there were great difficulties in ·appraising the size and extent of the initial· 
defense buildup in Vietnam. 

4. Flexiliiiity of fiscal and monetary policy decisions will be important to 
the success of _the adjustment.:·Even witfi the best efforts, it wilrbe difficult 
to gauge either private demand -or defense outlays. During the demobiliza­
tions, pre'diction of private speiid'ing will"be partictitarly ·difficult. The end of 
the war will"have substantiat·psychological impacts -on private decision­
makers, and, in the' present state· of knowledge, economists are not able tq 

:assess~~se impacts ~~th accuracy. It is a safe judgment that Americanswill 
:bedelighted by peace;:but it d6es not f6llow·that 'tbey 'witt'ther:efore:spen~ 
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more, or 'alternatively that they;, wil! save more. Hence, a successful transi.:. 
tion program-marked by steadiness. and stability in the, growth, employ­

ment, and price performance of the Nation-may require continuing ad­
•justments in the budgetary balan~e and in the behavior of monetary and 
credit flows. 

' 5. Fiscal-monetary policies for the transition should take into account the 
Initial economic situation. If the econ~y. is advancing too rapidly; when 
p~ace comes, the restrictive effort of the demobiii~ation should not ·be en­
tirely offset. On the bther hand, if the economy is initially sluggish, the ad­
justment of stabilization policy should more than compensate for the impact 
of the demobilizati6n. 

6. In the event of a rapid demobilization, the required fiscal adjustment 
may be large-as ~tch as $18 billion in a period of a y~ar and a half. And 
the extraor~inary "peace dividend" would be fully available to provide for • 
''controllable" ex~nditures or tax re_ductions, unlike th.e normal fiscal divi­
dend from growing tax revenu,es, whic? must, in part, finance •the built;-in 
growth of Federal expenditures. Hence 1t is important to plan in advanc~· to 
take full advantage of the opportunity. 

7. If the cessation of hos~lities occurs. while the income tax surchlll'ge is· 
still in effect~ its early expiration ( or phasing out) could provi9,e a major 
element in the required fiscal offset. Acceleration of the currently scheduled • 

. _reductions in excise taxes on auto.mobiles and telephone service could serve 
as another element in the fiscal _adjustment ... • . 

·; . 8. The Bureau of the Budget should remain prepared in the future, as 
•it is no~, to offer the President a program of accelerated expenditures that 
could be initiated on short notice following the cessation of hostilities. These 
should remain confined to high-pri~rity public expenditures which, in any 
event, were going to be made in the near future., According to .the staff of 
the Bureau of the Budget, stich a program could add to Federal expendi­
tures (at ~nu~l rates) by as much as $2.9 billion in 6 months and $7.4 
billion in 12_months following its activation. 

9. Decisions on Federal expenditures, as part of the program of fiscal 
.adjustment, should be made in light of the promptness with which various 
types of outlays will add to total demand. For example, according to our 

_ staff studies, SQm~although. not all-Federal grant programs to States • 
and· localities involve a significant lag between the expenditure of the funds 
by the Federal Government and their translation into additional purchases 
by the recipients. Such programs with long lags would • not be ideal for 
supporting demand during the transition. On the other hand; certain 
Fe9,eral programs may generate orders .or contracts to the private sector 

•which would increase employment and economic. activity promptly even 
before expenditures wo.uldbe incurred by the Federal.Government. 

10. While the preci,se assig~ment of responsibilities between fiscal and 
monetary policies should be made in full .light of the circumstances asso­
ciated with peace, monetary poli~y should be expected to support the 
expansionary aims of. the fiscal adjustment. In particular, it should be 
designed to accommodate strong and rising demands for new homes. But it 
probably should not shift towa,rd extreme ease to provide a maximum . 
economic· stimulant. For one thing, balance-of~payments considerations are • 
likely to limit, to some degree, the easing of credit. Secondly, .the flexibility 
that monetary policy possesses mak~ it a useful instrument tQ hold in 
reserve as a means of compensating for deficiencies or excesses that may 
develop in. the fiscal program or for unforeseen developments in private 
demand. - , 

11. During ·the t~ansition. period, eff~rts should be redoubled _to combat 
the troublesome inflationary tendencies of a high-employmenteconomy.'The 
efforts could include various measures which have been explored recently by-· 
the Cabinet Committee on Price Stability-to strengthen manpower pro-
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grams; tc> improve the price performatjce of particularly trpublesome sectors 
such as 'construction and :qiedical care:; to increase the efficiency of the pri­
vate economy generan'y; to min'imize any inflationary effects of the Federal 
Government's own activities; and to achieve through cooperative efforts, 
patterns of collective bargain'ing and of business price determination that 
are consistent with over-all price stability. 

12. Similarly, intensive efforts should be made to ta~e full advantage of 
the welcome opportunities that peace may bring for improvement in the 
U.S. balance of payments. The direct foreign exchange costs of our military 

•presence in East Asia is now about $1.6 billion a year higher than it was in 
1965. The relief in. this outflow might be reinforced by other measures to 
yield a more comprehensive solution to the.lingering problem of our inter­
national payments deficit. 

13. In general, fiscal policy -~djustments during the transition'should ad~ 
vance longer-range objectives and meet the top priorities of the Nation. One 
basic choice. will cohcem the relative important of tax reduction and of in­
creased Federal expenditures in the fiscal program. This decision should not 
be governed primarily· by considerations of economic stabilization: various 
mixes of increased spending and reduced' taxes may be equally satisfactory 
from that standpoint. Rather rtshould depend on the extent to which the 
Nation wishes to channel resources from defense uses into the other areas of 
the public sector. Given the-allocation between tax cuts and increased civil­
ian programs, further choices wi1lbe required to set priorities among various 
existing programs and possible new programs. These priorities should be 
weighed in advarn':e. 

14. In the event that the Administration should plan to initiate, during 
the transition, any new programs which would require major legislation, it 
would be wise to consider submitting this legislation to the Congress in the 
r,..ear future for disci:ission and debate and perhaps even for enactment on 
-~ standby basis. Thus, they could be ready. when needed. 

• RESOURCES AND PRIORITIES 
' . . . ' . 

Many of 'the choices that will have to be ~ade during the transition period 
should be,-guided .by_ a longer range view of the.public sector and the tax 
structure. To b1:1ild the best bridge to peacetjme prosperity, we should know 
where we are. going ,once _we cross the bridge. The projections presented 
below are intended~ to provide an· 'h1dic!ltion of _the resources that will 
become available in the next few years, and to serve as an aid in making some 
·of the critical choices:about the•uses of t'h~re r~sources. • 

:PROJECTIONS OF THE PRIVATE ECONOMY 

Underlying our.views of the post-demobilization, oudook are some fairly 
petailed economic projections prepared by our staff, While these projections 
are surely not.,tp be regarded as precise forecasts of economic conditions, they 
provide useful_· rough indications of what the economic situation rqight be 

. f)n the basis of reasonable assumptions. 
The projections were focused oil fiscal year 1972. It was assumed that 

the demobilization' process was essentially completed by that t1rne, an assump­
tion that is reasonably consistent with the demobilization scenario above if 
a truce occurs within calendar 1969. 

The e.conomic framework was based on an unemployment rate of 3.8 
percent ahd an over-all rate of price increase. of ~b9ut 2 percent a year. 
'fhese assumptions represent neither a· forecast .nor a judgment that these 
rates will necessarily be feasible or appropri~te: 4wer unemployment 
would result in a higher gross national _product ( GNP) and increased 
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budgetary resources. Greater price stability would also be strongly preferreJ. 
What combination of price stabii"ity and high employment will prove feasibi~ 
depends on the success of measures to help reconcile these two objectives. 

Based on the assumed unemployment rate, the time path· of real GNP 
was _estimated using labor force, employment, and productivity projections 
supplied by the Bureau of Labor Statistics. GNP in current doliars was 
obtained, after projecting the GNP price deflator. 

Next, the various components of private demand were estimated, assum­
ing that the indicated levels of GNP were iri fact achieved. In the projection 
of residential C()?lstruction activity, allowance was made for the growing 
impact of the special housing program stemming from the Housing Act of 
1968. Estim~tes were also made of State and 1oca1 government expenditures,· 

BASELINE FEDERAL EXPENDITURES 

A baseline level of Federal expenditures was then projected for fiscai 
year 1972. 

Defense 1 
The baseline defense b~ctget for fiscal year 1972 assumes that non­

Vietnam programs now furided or approved wHl be carried out 6h schedule 
with no stretch-out or cancellation. It does not allow for possible new 
defense programs. Allowance is made for significant increases hi military 
pay scales and -in Federal civilian salaries, and for some upcreep in prkes 
paid for items purchased from private business. The resulting· estimate o{ 
Federal purchases for defense is $73 billion for fiscal year 1972; compared tcf 

$79 billion in calendar 1968. 
In constant prices, the baseline estimate for fiscal year 1972 1s nearly 26 

percent below the current level of real defense outlays. Compared with the 
pre-Vietnam average level of 1960-64, real baseline expenditlires for fisca1 
year 1972 are roughly 15 percent higher. These calculations are necessarily 
imprecise because the character of defense equipment and programs changes 
markedly over time, making the estimates of increases in prk'es and costs 
particularly difficult. After 1972, the baseline defense budget would continue 
to move up slowly, mainly to keep pace with higher pay and other elements 
of rising cost. 

Nondefense • 

_The baseline Federal nondefense budget allows for rises from the current 
level for several reasons. Some gradual increases must be expected in the 
prices of the thfi1gs the Government buys, and the pay of civilian Govern­
ment employees must be raised more or less in pace with wages and salaries 
in the private sector. More veterans will become eligible for pension's; more 
Government employees will qualify for retirement benefits with the passage· 
of time; a growing population will increase the workload of many Govern­
ment agencies, such as the Post Office Department and the Nati.onal Park 
Service; and so on. Social security benefits will rise even with an unchanged 
benefit formula, as more persons become eligible for benefits and as the aver-
4.:lge past income of applicants rises. As a result of these increases, h11seline· 
nondefense expenditures rise about $7 bilfion to $8 billion per year: • 

The Peace-and-Growth 'Dividend 

The peace-and-growth dividend may be defined as the additional GN'P' 
~xpenditures over and above normal private demand and baseline Federaf 
expenditures that will be needed to ayhieve the specified GNP targets. For 
'example, GNP is projected to be $1,l00 billion fot'fi~aJ year 197:l'.-Tota1' 
cleinand-private consumption and investment, net exports, State arid local 
government purchases, and baseline Federal purchases-adds up to $'1:018 .. 
billion. Tlie difference of $22 billion between these expenditures and the 
'GNP projection is the peace-and-growth div1dehd·.fr represents th~addf., 
tional amount of expenditures that wpuld have tb' be' forthcoming in order 
'lo achieve the GNP target of $1,100 biliion.-
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To illustrate the calcul~tions, Table ____ shows the ma.in results lor 1isca1 

7.ear 1972, with a peace-and-growth dividend of $22 billion. 
The peace-and-growth dividend is thus a rough measure of the reso,urces 

available for additional Government spending or for tax reduction. A dollar 
of this dividend may be "used up" either by a dollar of increase in Fe~ral 
purchases; or by a dollar of additional private spending such as might be 
iQ.duced by a reduction in taxes, an increase in Federal transfer payments-, 
~r·an easing of monetary policy. 

The peace-and-growth dividend reflects the net effect of possible changes 
in four areas. 

Tax revenues. With our present tax system, the normal gain in Federal 
revenues under fOnditions of high-employment and steady economic growth . 
amounts to about. 6 to· 7 percent per year. The nonnal revenue growth is 
augmented in the projections by scheduled increases in social security tax 
rates in 1969 and 1971, but is reduced by the expiration.of.the curre,it 10 
percent income tax surcharge and of excise taxes on telephone service and 
automobile;, • 
, Baseline Defense Expenditures.- A second co~pon~nt in the peace-and­
growth dividend is the decline in baseline defense purchases. In two im­
portant respects, the small size of the absolute decline in defense spending 
11hown in Table ____ understates the·contribution of peace to the oppor-
tunities for other Federal efforts'. Firlit, while the dollar decline in defense 

- purchases from fiscal year 1968 to the_ b~eline fqr fis<:al year 1972 is only $3 . 
--billion, rises in pay and prices are significant elements adding ·to the total • 

in the later year. The-red11ction in real expenditures would be much larger­
about $12 to $14 billion in 1968 prices. This real decline is the meaningful 
measure ·of the reduction in the claim of national-defense on the Nation's 
resources, assuming that outlays hold to the baseline budget. Second, in a 

.. growing economy, the mere fact that defense spending woul,d not be rising 
in parallel with GNP or Federal revenues during peacefime adds to the 
elbow room in the Federal budget. 

Baseline Nondefense Expenditures. A portion of the budgetary resources 
made available by growing tax revenues and declining defense spending will 
beabsorbed by increases in baseline nondefense spending. 
. Budget Deficit or Surplus. The appropriate budget deficit or surplus 

in any given year is determined by the degree of fiscal _restraint or stimulus 
appropriate to the strength of private demand and the posture of monetary· 
-policy. In Table----, surplus of $4 billion (on a national income accounts 
basis) in fiscal year 1972 is estimated to be consistent with the achievement 
of target levels of GNP. The peace-and-growth div•dend, is, red_uced wher­
ever a portion of the gain in tax revenues must be used to reduce the defidt 
or increase the surplus. , . 

. . The separate effects of th~se four factors on the peace-and-growth divi .. 
,aend for fiscal year 1972 in ~sing actual values for fiscal year 1968 as a base, 
are shown in the fqllowing TabJe ----· . 
; For the years following 1972, the annual peace-and-growth divide~d may 

'be expected to grow $7 or $8billion a year, as annual Federal reveniles ex­
pand by roughly $15 billion and baseline expenditu~s absorb about half' 

, of that growth. 

ELEMENTS OF UNCERTAINTY 

The estimates above indicate the orders of magnitude of the peace-and­
growth dividends that will become available in the years ahead. Quite apart 
from military developments, several other elements of uncertainty may make 
the peace-and-growth dividend depart from the estimate. First, private 
demand may be ei-ther weaker or stronger than assumed, thereby callin_g, fo;· 

L 
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a'..different budgetary policy from that shown above;' !(private'· demand k 
w~aker than assumed, smaller surpluses ( or possible deficits) wiil be needed,. 
and the peace-and-growth dividend"·wilt' 6e larger than $22 biilion for 
fucal year 1972. Conversely,-iCprivate-·demarufis stronger than indicated, 

__larger surpluses will'·l::ie·needed· and- theciividend· wilr'l>e smaller than $22 
f>illion. 

Second, the projections implicitly assume a- certain monetary policy 
posture on the part of the Federal :Reserve and an associated· level and· 
structure of interest rates, It may be appropriate for Federal Reserve policy 
to be either more restrictive·or·more stimulative than assumed·; thus pos­
sibly altering the required· posture of ·fiscal policy and tht!sizc of tlie-peace-

. ind-growth dividend: . 
Finally, it should be noted· that the peace-and~growth dividend is a" 

measure of the additional° expenditures on goods and· serv1ces required· to 
meet the target levels of GNP. PreSi.imal:ily,the fiscaI'stirntifos would'use the 
dividend dollar-for-dollar to the extent i't takes the form of purchases' of 
goods and services. However, an increase in transfer payments or a reduc­
tfon in taxes of one dollar will· generally not Increase pnvate • spend1ng by a 
full dollar; hence, to the extent that these instruments· are used: the total of 
expansionary fiscal ·action can be somewhat greater t1ian tne peace-and: 
growth dividend: 

ALTERNATIVE USES OF. THE PEACE:AND~GROW1'H mvtDEND' 

The peace-and-growth dividend must be used in some fashion if the 
growth and employment targets are to be achieved. And· ii surely can 6e • 
used productively for strengthening useful. F ederaf programs a:ncfenacting. 
attractive tax reductions. Indeed, the problem will be to· cl:i6ose among· 
many worthy alternatives. 

There is no limit to the portion of the peace-and~growth dividend· that' 
c;wld, in prlociplc, take the form of a lighter tax burden on individuals anc( 
businesses. This use of the dividend would contribute effectively to achiev­
ing the over-all growth and ·employment targets. Our national expenence 
from 1962 to 1965 demonstrates the effectiveness of the stimulus from a 
steadily lightened Federal tax burden. However, the use of the dividend' 
to reduce Federal taxes must compete with compelling ·needs for sti:engt11-
ened and new public expenditure programs. The ultimate national° decisions 
~n priorities must focus on the allocation of the d1vidend· between th~e 
two basic routes. 

Some of the alternatives among various types of Federal° expenditurei· 
are spelled out below. There are two areas of expenditure that would.appear·· 
to have a prime claim on the ·peace-and-growth dividend. The first is in­
creases in benefits needed to maintain standards under social security ana· 
related Federal programs. The second is the full funding of existing pro: 
grams which are currently- operating below their authorized. levels. The~ 
_daim frorii these two areas may add· up to $11 billion in· fiscar' year· 1972. 

Maintaining Standards Under Cash Benefit Programs 

The baseline expenditures projections allow for growth in social security· 
and other transfer benefits resulting from an increased number of recipient!{ 
and an increase in the average income of recipients under the present hen-· 
efit formula. But they make no allowance for statutory liberalization of ben- • 
efit·formulas under social security, Federal retirement, railroad retirement;·· 
veterans benefits, and welfare programs. Such liberalization would have a 
high priority claim on the peace-and-growth dividend. Indeed, if 'there were· 
no legislative Iioeralization, social insurance trust funds would accumulate 
unusual surpluses. A legislated increase of $5 billion for fiscal yea,r-197f' 
in these benefit formu1as wouid ·assure that benefits keep pace with increases 
fo the cost-of-living and would ma'kc proYision for at least a minor improve;, 
rnent in the real levels of benefits. 
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Full Funding of Existing Programs 

Several Federal programs,,particularly ones adopted recently, are operat. 
ing below levels authorized by the Congress. To fund these programs fully, 
thus making appropriations match authorizations, would cost $6.1 bi!Iion 
a year as distributed in Table ____ , J:-hese programs are already making 
important contributions to the solution of major social· and environmental 
problems, and increasing their appropriations to authorized levels would 
probably command high priority. Nevertheless, in establishing priorities, the 
relative value of each of these programs should be weighed against those of 
new or expanded programs and of tax reduction. 

New Efforts in Civilian Programs 

A variety of new efforts---entirely new programs or major expansions 
,of existing civilian programs-are also highly eligible claimants for a share 
«· the peace-and-growth dividend. A review of recent .recommendations 
of task forces or study groups would indicate potential domestic programs 
totalling a minimum of some $60 billion a year in the fields of education, 
health, job and manpower training, welfare, urban development, crime pre­
vention, air and water pollution, natural resource development, transporta­
tion, space technology and science. And even these do not exhaust the possi­
nilities for Federal initiatives. Indeed, they do not include major proposals 
for negative income tax or revenue sharing with States and municipalities 
which are currently receiving wide public discussion. 

Table ____ contains a list of programs that have been prominently and 
generally discussed recently as desirable to meet the needs of the Nation 
during the next several years. For illustrative purposes, the table sets 
forth quantitative estimates of the expenditures that m1ght talte place in 
each of these programs during fiscal year 1972. In many "instances, the 
dollar amounts shown in the table are considerably ·below the recommenda­
tions of recent task forces or study groups. ·By many standrads, the list 
is incomplete and ·inadequate. Yet, "it totals.. $39 billion-far more than 
the peace-and-growth dividend, regardless of other decisions that might 
be made for funding existing programs or for tax reductions. The clear les­
son emerging from inspection of this table-and fhe reason for its inclusion 
in this report-is that some very difficult choices will have to be made, based 
on a determination of the highest priorities to the Nation. 

New Defense Programs 

Depending upon international development affecting our national se.cu­
rity and upon technological changes in weapon systems, there could 'be i,:,. 

quirements for added expenditures on new defense programs. If these are 
~ssential to our national security, they must be given a top priority claim on 
the peace-and-growth dividend. At the same time, it is clear that the possi-

•bilities of expansion in the defense area are virtually unlimited, and that 
utmost efficiency will continue to be needed in budgeting for defense. For 
illustrative purposes, the staff of the Department of Defense has assembled 
a package of $6½ billion a year of new programs which may well come up 
for serious consideration in the next few years. The major elements in the 
package are $2 billion for aircraft development and modernization in con• 
nection with major new aircraft programs; $1.8 billion for the construction 
pf defense installations and family housing projects; and $1.5 billion for 
shipbuilding to modernize naval forces. 

Major New Initiatives 

The approach_ of the proposals listed in Table ____ is essentially piece-
meal: expand or build on existing programs. In many cases, more elaborate 
_proposals have been advanced as an alternative to this piecemeal approach, 
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There has been wide 'discussion of a comprehensive income maintenance 

plan, such as the ''negative income tax," as a simple and equitable device to 
assist those in poverty. Such proposals could be quite expensive-a negative 
income t?1X that succeeded in making major inroads on poverty while pre­
serving work incentives might cost $15 to $20 billion a year. Such a pr6-­
gram would protect people against the ravages of poverty; but it would still 
need to be reinforced by" initiatives in housing, health, education, and job 
training that aim at the long-run sources and causes of poverty. An afterna• 
tive major program initiative would provide for guaranteed employment op• 
portunities to those willing and able to work but unable to find jobs. De­
pending on eligibility' criteria and the techniques ofiinplementation, such a 
program might cost $3 to $lffbillion a year. 

Another area of mounting public concern is the financial pressures on 
State arid local governments. As a means of reducing the more onerous and 
less equitable State and local taxes, the Federal Government might adopt 
some general scheme of revenue sharing-such as a return of some persona{ 
tax revenues to the States (and/or localities) and ·a Federal ·credit on State 
income taxes: This might cost $5 to $10 billion per year. A specific but more 
·limited proposal along these lines would be the establishment of a trust fund 
to finance a generalized Model Cities program. 

Another major proposal that· has much support is the establishment o( 
a Community Development Bank; which would be outside the Federal 
budget, raising its ftmds in the capital market and lendirig to State and locat • 
governments ( and perhaps to private nonprofit organizations concerned 
with urban and regional development). Such· an institution could relieve 
·111.eexcessive pressure on the market for tax-exempt securities and make 
more funds· available to State and local governments at reduced cost. The 
burden on the Federal Government budget would be minimal, consisting 
only of interest subsidies to State and local governments, offset at least in 
part by reduced use of the tax exemption. But the charge against national 
resources-and therefore agaimt the peace-and-growth dividend-would be 

•~ubstantially greater, perhaps as-much ·as $5 to $10 billion a year. 
There have also been proposals for replacing the present military draft 

with a more equitable and efficient method of obtaining the manpoweI' 
needed for national defense. One such proposal, which might cost $5 to $10' 
billion a year, would be the adoption of a fully voiutiteer army. Anoth:el' 
would be the establishment of a National Service Corps, in which every 
young person would be expected to give at least 2 years of service to the 
Nation, either as a member of the Armed Forces or dofog ci'vili'an work that 
would contribute to the solution of important nati'onal problems·. 

Conclusion 

It is clear that the·problems of poverty and human resource· devefopment· 
and the pressing needs to improve our physical environment will i'mpose 
~ery heavy demands on the Federal budget in the years ahead. 'tne end 
of the struggle in Vietnam, together with• the expansion in tax revenues 
resulting from economic growth, will make a sizable volume of real resources 
av.a,ilable to deal with these problems. But, for years and years ahead, the· 
peace-and~growth dividend is-d-.varfe~ by the magnitude of the needs. Dif- · • 
ficU:lt choices must ·be made--choices between 'increased expenditures and 
tax reductions, between defense spending and nondefense programs, and 
among competing civilian programs. The ·calcU:latioris set forth above allow 
for tax reduction from present rate levels through the expiration of the 10 
percent surcharge and of certain excise .. ta.xes. These funds would permit the· 
private sector to engage in extra. private consumption: or investment, above 
the normal growth of private demand. But in view of the ·vast and urgent 
needs of the public sector, we would··not recommend further large-scare-· 
Federal tax reductions in the years immediately following the end of Viet-­
nam hostilities. 
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POLICIES TO ASSIST PARTl9ULAR COMMUNITIES AND 

INDIVIDUALS . 

Demobilization will require some shifts in employment patterns-from 
the armed forces to civilian jobs; f~m defense industries to those producing 
£ivilian goods and services;:·and from one community or area to another. 
But such shifts in the <;omposition of activity will not be new or unusual. 
Indeed, they are a regular feature of the highly mobile and dynamic U.S . 
.economy. As technology and ~e pattern of demand evolve over time, the free • • 
choices of business, workers and consumers operate through competitive 
markets to shift resources fro~ one industry to another and one geographic 
area to another. Generally, these movements are largely self-adjusting and 
pose no major prcblems either to workers or communitie'I. When support 
is needed, however, Federal programs &tand ready to cushion and assist 
with community development activities and manpower information and 
training. One agency in particular, the Office· of Economic: Adjustment in 
tht Department of D_efense, has been dealing since 1961 with 'the specific 
~conomic impact associated with closings of defense installations and other 
major changes in military outlays. • ' 

The experience of these programs provides a·guide for policies to assist 
1h~ adjustment problems of those communities and individual groups of 
•workers which are likely_to be severely affected by· demobilization. Measures 
10 assist specific adjustments can complement fiscal-monetary policy in pro­
ducing a sm?Oth, noninflationary transition for the economy as a whole. 

THE MAGNITUDE OF THE READJUSTMENT 

.,Under the particul~r d~mobilization scenario assumed above, an esti­
mated 600,000 persons· woµld be added to the private labor force during 
th~6 quarters following .the truce. In. addition, as many as 700,000 civilian 
-employees could .be required to s~ift their job as defense .purchases from 
pryvate businesses decline. Altogether, . these adjustments suggest that an 
additional 1.3 million workers wi_ll be_ seeking new civilian employment over 
·a period of 6 quarters. This implies· an 'averige ·of a:bout 70,000 job shifts 
per month, over and above those normally taking place. _B.ut• the shifts 
would ·be unevenly spaced during the period and might exceed 100,000 in 
-some months. 

This is a significant, but not an enormous, addition to the volume of job­
shifting which normally takes place. in ~U! economy. To give some perspec­
tive on these figures, the ~verage number of I~yoffs per month in manufac-

. tu.ring alone was abo{it 250,000 ir:i 1~7. Voluntary_ separation aver-' 
:aged about -- a. month, while manufacturing workers. we're hired at an 
average monthly rate of 729,000 in 19~6 an_d 619,000 in 1967. There are 
no comparable data for nonmanufacturing sectors. However, manufacturing 
accounts for only. a "quarter of the. dvilia~ labor force; layoffs and hirings 
for the total economy must be far larger. . . ' 

The figures indicate the dynamism· and norma~ adaptations of the labor 
market. While specific problems of severe qislocation in certain areas will 
surely occur, the figurt,s do indicate that the magnitude of the demobilization 
program should be manageable in ~he _environment of over-all prosperity. 
lf fiscal-monetary p<?licy is succ~ssful°in ensuring that. the over-all demand 

•for labor remains strong:· the_ ~hift of individuals and communities to a peace­
time economy should, in general, be readily _accomplished, 

Particular measures to facilitate the structural transitions of demobilization 
should include community redevelopment assistance, home owner assistance, 
and, mos~ importantly, the strengthening of job placement and job train­
.fog. Efficient planning and implementation '.of these measures will reguir.e 
.the.establishment of a coordinating committee. 
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READJUSTMENT OPERATIONS COMMITTEE 

A Readjustment Operations Committee should be established in the 
near future to assume responsibility for detailed planning of Federal read­
justment assistance and to work closely •with State and local authonties 
responsible for coordinating Federal readjustment programs. The com­
mittee -should include the Secretaries of Defense, Commerce, and Labor, 
the Director of the Bureau of the Budget, the Chairman of the Council of 
Economic Advisers and the Director of the Office of Emergency Plann1 ng. 

Prior to demobilization, the committee should be responsible for: 
1. engaging i~ continued planning activities in preparatfon for demo­

bilization, including frequent updating of the estimated budget require­
ments for adjustment assistance; 

2. undertaking and supporting research on characteristics o( individual 
communities likely to require· special readjustment assistance and in par­
ticular developing an early warning system; 

3. pro~iding technical advice and information for State and locaf govern­
ment demobilization planning authorities; and 

4. coordinating an inventory by the Departments of Defense, Labor, and 
Commerce of the skills and training of defense industry workers and armed 
services personnel, ·and of the skill requirements of potentiai sources 6( 
employment in defense-dependent areas, including the matching of defense 
contractor and military job classifications with the Dictionary of Occi.I• 
pational Titles. 

During the demobilization period, the Readjustment Operati'ons Gom-
tnittee should be responsible for: -· -

1. coordinating Federal assistance programs to communities and indi­
viduals with severe readjustment problems, 

2. identifying areas experiencing, or likely to experience, high unemploy­
ment during demobilization, through- advance notification by the Depart­
ment of Defense of impending contract cancellations and· miiitary base 
closings, and through a careful monitoring of economic developments in 
key areas by the Departments of Labor and Commerce, and· 

3. determining, in cooperation with State and local governments, 
the appropriate size and mix of Federal assistance programs, and· recom­
mending specific program actions and budget allocations for dealing with 
the specific problems of severely disrupted areas. 

FUNDING OF READJUSTMENT PROGRAMS 

The activities to assist a smooth transition will rely mainly on existing 
programs originally designed to aid communities in structural ad.justments 
or to help workers gain new skills. How much these ·programs wiil have 
to_ be expanded will depend upon many factors which cannot be made of 
t~e approximate initial size of these programs, as shown in Table ----· 

Once hostilities cease or prospects for demobilization appea"r;·supplemental 
appropriations for readjustment purposes should be sought promptly. All 
expenditures from special appropriations should be coordinated by the 
Readjustment Operations Committee. 

When demobilization plans are definitely known, more exact program 
expenditures should be· determined by the Readjustment Operations Com­
mittee. Initial appropriations, however, should be at .the low end of the 
estimated range, with the understanding of executive and legislative branch 
that additional· funds may be needed. These program supplements· shouid. 
be reserved for uses directly related to· the post-Vietnam transi.tion. In addi­
tion, funds should be requested to provide returning servicemen with 
vetera;' benefits under existing programs and to assist State· unemployment 
insurance programs in case of high unemployment. 
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Even before the demobilization, some important permanent improvements 

should lie made in some existing institutions in order to make them more 
effective .. in the transition to peace as well as to improve their effectiveness 
for the long run. The Unemployment Insurance Program should be im­
proved by increasing coverage, raising benefits, lengthening the possible 
<luration of payments, and improving the financial base of the system. And 
minimum standards of vesting of private pension plans should be established 
w that workers can change jobs without losing their benefits, as the economy 
:shifts to a peacetime footing. 

ASSISTING DEFENSE-DEPENDENT AREAS 

One major measure to be coordinated by the Readjustment Operations 
Committee is Federal assistance for those communities which willexperience 
a major decline in employment opportunities due to the closing or curtail­
ment of a defense plant or military base. The possible scope of this task is 
partly revealed by looking at the gro\\'th of defense employment during the 
build-up for Vietnam. Froin 1965 to 1967, 38 locatities experienced in­
creases in defense employment exceedi_ng five percent of their total work 
force. A few of these localities are moderately large metropolitan areas. But, 
eight of the. areas are predominantly rural counties with no urban center 
exceeding 12,000 population; they m,ay ·be especially vulnerable to unem-
ployment duriJ"!gJhe demobilization. . 

The Federal .Govi;mrrient can assist severely affected communities which 
·have redevelop~ent· potential to reorient their economies to peace-time 
through programs of the -Econo!flic Development Administration and the 
·small Business Administration. Initial-year funds required for these specific 
purposes might range from $20 to $50 million for the Economic Develop­
ment Administration, and from $5 to $10 million for the Small Busine~ 
Administration. 

These agencies would help defense-aependent communities modernize 
public facilities, develop industrial sites,· convert .defense ;installations to 

.. other uses, and -'otherwise make themselves· attractive to new industry. 

ASSISTANCE TO DISLOCATED INDIVIDUALS 

While most of the individuals who lose defense jobs or who are released 
from military service will be readily employable, some will not possess the 
.required ·skills,·wliile others will be geograplikally isolated from job oppor, 
tunities. Federal programs should be· undertaken to ease the impact of 
demobilization upon the most seriously affected in~ividuals as follows. 

Strengthening the Feile~al Employment Service 

Post-Vietnam demobilization will greatly enlarge demands on the resources 
of the Employment Service. Prior to demobilization, plans should be made 
for expanding the staff of the Employment Service offices to assure their 
capacity for handling veterans and laid-off defeiise workers; improving 
the flow of information about job opportunities outside the local labor 
market area; and temporarily stationing staff at locations convenient to 
military _personnel about_ to bedischarged. 

Limited Expansion of Man power Training 

Some individuals dislocated from defense employment will need retraining 
to help them find good jobs in other industries. The preliminary estimate is 
that Project Transition will need $13 million to prepare about 26,000 serv­

·icemen for civilian employment, and that other MDTA programs will need 
$40 million for about 20,000 other enrollees. These funds should be reserved 
for exclusive use in connection with demobilization. Further appropriations 
.of up to $140 million may be required for the two programs.' 
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Provision of Relocatidn Assistance 

A relocation assistance fund should be established to help low and middle· 
income workers move out of those defense-dependent communiti'es wi'th J'n-· 
adequate reemployment opportunities into areas where there are jobs. The 
program should be administered by the Department of Labor, which should. 
develop general policy on relocation as~istance-including eligibility cri~ 
teria-in cooperation.: with the Readjustment Operations Committee. The• 
program should provide full grant assistance fo~ those taking low income 
jobs, and a mix of loans and grants for those obtaining higher income jobs. 

Such relocation assistance should be availa~le only to individuals directly 
affected by cutbacks in specified defense-dependent communities. The num­
ber of individuals so assisted could range between 10,000 and 30,000 fami­
lies, and require expenditures between $4 million and $15 million. 

Adequate Funding of Existing Veterans Assistance Programs 

Current programs available to veterans are generally adequate to cover 
the needs of returning servicemen. However, the accelerated. separations·asso:., 
ciated with demobilization will require additional appropriations. for these 
veterans programs, especially employment consultation services· and the 
educational assistance program. Adequate .financing· of the veterans- pro-• 
granis may cost $30 to $50 million a ye~r duri~g dem_obilization_, 

Provision of Homeowner Assistance 

The Federal Government should undertake to prevent a widespread lo~ 
of homes in areas suffering temporary unemployment during demobilization. 
The Department of Housing and U rbaQ Devefopmept should. estal:>lisli a:, . 
program to encourage private lenders to _declare moratoria on mortgages 
on homes owned and occupied by individual~-.dislocated by a defense cutbackv 
When an extension of mortgage payments cannot be· ohtained, the Depart~ 
ment of Housing and Urban Developme~t should be authorized to lend' th~ 
homeowner funds to cover up to eighteen months of mortgage payments· 
at a reasonable interest rate. The program would be limited· to communitieS" 
that are specified by the Readjustment Operations Comrcittee as havi'ng­
severe readjustment problems. Expenditures of about $2 million should be· 
ample for this program.. • • ' 

TABLE 6-1.-lllustrative projections for 1972 and actual results for 1968' 

(Billions of dollars; fiscal years) 

Item 1968 actual 1m projactedl 

Gr3sh1ational product. ............... __.... ------· ______--------·.............. 823 
Federal receipts ............................. __----· ...................... ----· 161 
Federal expenditures and dividend............................................... 173 

Baseline expenditures...................................................... 173 
Defense purchases..................................................... 76 
Other exJ)ellditures.... ... ........ .. ....... ...... .. ..... ..... .. ... ..... 97 

'fede~:11~~~~ri;r;~d~~e1itet~~ =:: :.::: : : :: : : : : : : :: : : : : : : : :: :: : : : : : : : : : :: : :::::::: ••••••••• i2. 

Note.-Federal receipts, expenditures, and sucplus or deficit are the concepts used in the Federal :Governm~3eetor of. 
the national income accounts. Detail will not necessarily~ to totals·because of roundin1. ,. ·- • 

Sources: Department ol Commerce and Council of Economic Advisers.. 

TABLE 6-2.-Change in the: peace-and-growth dividend, .. 1968 to 1972' 

(Fiscal years]. 

Item 

1 ncrease in Federal receipts .................................................................. . 
Plus: Decline in baseline Federal defense purchases ............................................. . 
less: Increase in baseline other Federal expenditures ............................................ . 
Less: Increase in Federal.surplus ................................. , ...........................•.. 
Equals: Peace•and•11rowth .dividend ............................................................ 

.Changl 
(billions cff 

dollars) 

65' 

Ji 
16 
22 

Note.-Federal receipts, expenditures, and surplus are based on the concepts used in the Federal Government sacto~ 
al the national income accounts. , . 

Sources: Department of Commerce and Council of Economic Advisers. 
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TABLE 6-3.-Estimated full cost of existing programs.· 

Program Billionsol-• 
dollars; 

S'ource: Bureau of the Budget. 

Hypothetltal; 
Program expenditures, 

(billions Of 
dollars) 

TABLE 6-4.-New Pfograms or major expansions of existing Federal civilian 
programs, fiscal year 1972 

Hypothetical
Program· expenditures. 

(61lllons of 
dollars)) 

Total expenditures ........................................................................... . 38.7' 
. EdUGation ............................................................................... . 7. o, 

Preschool.......................................................................... . 1.0, 
..Elementary and secondary ............................................................. . 2.5 
Higher............................................................................. . 3.0 
Vocational.......................................................................... . ,..5 

iHealth .................................................................................. . 3.8 
,....... Kiddie-care . _ .. 5 

Medicare for disabled ................................................................ . I. 8 
Comprehenoivehealth ,:e .ters ......................................................... . 1.0 
Hospital construction and modernization ................................................. . . 5 

'Nutrition ......................................... ················ ...................... . 1.0· 
. Community service programs ............................................. ------············ .8 

Jobs and manpower ......................................... •............................ . ZI5 
Public jobs .......................................................................... . 1.8 
MDTA.......................................... • ··································- .5 

<CashE{:'e~~fit~entservica. .......• ' ........................................................ . . 2: 
9.5 

Unemployment insurance ............................................................. _ ~9 
Public assistance ..................................................................... . 410· 

Vete~ao;~alsecurity improvements ......................................................... . 3. 5 
. 3 

•lconomic, area, and other special development pr~1rams ..................................... . 2. 2. 
Entrepreneurial aid .................................................................. . .5 
Area redevelopment. ................................................................ . .5 
Rural Jlevelopment. ................................................................. . 1.0, 
Indian assistance .................................................................... . ,2 

!. 0, 
·llrim:io1:~i;:~~;nof~~:~~tion:::::::::::::::::::::::::::~::::::::::::::::::::::::::::_::: .l 

Safe str_eets prof rams ........ s·.. , ..................................................... . .3 
Rehab1l1tat1onoffenders and delinquents , ............. . .3o ............................... 
Prevention of delinquency and crime by special measures for delinquency•prone youth ...... . . 3, 

Quality of environment. ............................................... •................... . I. 7 
Air pollution prevention and control. •• ····························r···················· .r. 
Public water supply construction pro1rams ................•............................. .3 

. Water pollution control and sewasetreatmenL ............ : .......•..........•.......... 1.0 
.11~~)~r:ia~!~ud:i~~f~n:environniiii1ai.proiici1o~;inci"iecriiiioniiiJeve·1op~enC:::::::~:::: .. 'Z 

Natural resource development and utilization .................................... ·........... . 1. 4', 
--· Sand and forest conservation .....•......•....... : .................................... . . 2' 

Water resources and related ...................................... ·•................•... . 5 
Mineral and energy (excluding hydroelectric) ........................................... . .2· 
Natural environmental development. ........•.......................................... . 5; 

4.5· 
. 5 
.5 

!Jrbl~}~~;l;~:i::,~~f~I.~'.~~~~~~~~~~~~~::::::::::::::::::::::::::::::;:::::::: .5 
2. O' 

Other urban facilitiesand renewal.. ..........•.......................... ; ............. . 1.0 
Transportation.......................................................................... . 1.0• 

. I 

.2't;f 
1.0 

.4 

~1::rJH~i~~l~:v~:~f;~~=.=.:.============:=~=======:===========================.. ...................... . 3Motor vehicle and transportation safety research and safety 1rants . 

Scieii,c:s:.'p'.'~~fl~c:P!~~I;~~~~;,;,_-:::::::::::: :: _:: :: : : : : : : : : : : : : : : : : : :_: =::::::::::::::::::::: .5 
Sc1ent1f1cresearchin oceanography,commun1cat1ons,social and behavioral sciences, and natural 

sciences.......................................................................... . .5 
Foreign economic and financial aid ................................... s .................... . l. 0 

NOTES 

Education. The preschool proaram, an extension ·of Head Start, would provide full•time preschool for about 500,000 
chilqr,1n: 1ne elementary and secondary education funds would about double the Federal $UPP.Ort.In that area.The funds 
proposed lortliaher education wollld more than double currenifedenil support.'The.vocationaleducation funds wouldtai91 

,·Federal support about halfway toward the recommendation of the1968 Advisory Counti~on.Vocation~Educatien. 

https://UPP.Ort.In
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_,!!.!!!!!!.; The "kiddie care" proposal would provide health care for needy mothers and infants. Medicare offH;ato' 

beneficiariesof social security disability insurance on a contributory basis would potentially reach 2.2 million persons in, 
Bn About 350 additional comprehensive neighborhoodhealth care centers a year could be built for the amount 5hown. 
fhe added funds for health facilities would enable the Federal Government to double the rate of output of sJch facilities~ 
jn line with estimates of national needs. 

Nutrition. Nutritional supplements for nee1y pregnant women; nursina mothers, and small infants aci:Out,t for·about' 
$200 million, while the remainder would ~l!ow a doubling of sxistina food assistance programs. 

Community Service proarams. This would provide for expanded daycare centers for children of needy wor:d~g mothers 
al1tlfor expinsion of the OED Community Action Prorram. 
• Jobs and Manpower. The funds for jobs in the public sertor would po.rm,t expansion of about 500,000 jobs to provide· 
public service employment for the chronically disadvantaged; this program would reinforce expansion in education, health 
services,and urban and area redevelopment. The increase in MOTA training would reinforce efforts to lower unemploy> 
ment while improvln& the Nation's price performance. It would also provide trained manpower for construction. The gtowth 
fn employment service operations envisions stren1thenin1, decentralizing, end computerizing manpower activities; de·· 
veloplnaa rural manpower service: and enlarging services to the disadvantaged. 

Cash benefits. The·unemployment insurance funds would provide for lllaher benefits, extended benefits durina reces• 
sions, and aid to the, unemployed through-retrain in& and mobility assistance. The public assistance funds could permit 
revision of benefit standards and extended coverage, or the adoptlon,of a modest new program of income aid with objec• 
live standards. The added expenditure could fill as much as 40 percent of the current poverty income aap. The social sl'­
curlty expenditure could provide a higher minimum benefit for those dependent on social Insurance benefits as' the main 
source of income, and liberalization of eligibility requirements for disability Insurance, as well as some aeneral Improve• 
ment In benefit levels.,. \_ 

VelArans. The hiiher priority recommendations made by the Veterans' Advisory Commission in March 1968 could be 
instituted with these funds. 1 

Economic,area, and other special develop11ent proarams. The entrepreneurial assistance program could.help minority 
aroups-so•cailed '·black cap,tahsm." Area redevelopment programs would assist growth &enlers'in less populated areas, 
whilerural redevelopment proarams would concentrate on small communities, providing community facility development; ( ) 
,special housing, and family farm assistance. 

Crime, delinq·uencv, and riots. Federal aid to Slate and local governments could be provided to help prevent violence 
and nots and permit a n11n.er Jearee of Federal readiness to copa with such e(!leraenti,s. The S!le $treats program funds 
would be used to work towards the objectives of the National ~rime Commission with respect to strengthening the·police· 
and coul(ls. R,habilitation of offenders and delinquents would be pursued by intensive retrainina and other services. 

Quality of enyironment. Federal funds for pollufon abatement may be re~uired to enforce standards, investigate plaims, 
or aoatdpolluti~n caused by ao~eroment or not readily attributablato particular private individuals. Assistance in expand in&. 
.the Nation's water supply system would provide a small iraction of the $2.5 billion annual requirement o~er the next ten, 
years. Provision of more recreational areas near population centers would.~e made possible. 

Natural resource developmentand utiliution, Department of the Interior, Corps of Engineers, and Department of Aari• 
culture programs relat,na to land, mi~eral, enoray, forest, recreafonal and other fields haye large backloas of useful pro• 
Jects,many already planned and authorized bu·t held back for budaetary reasons. • 

Urban develop'llent. Metropolitan development assistance would support improved planning and coordinated advance· 
·land ac~uis,tion. Eacli of these programs emphasizes these reQuirements, whether in new communities, suburbs,. or o_lder­
~entral c'ities. The •llowances represent only a fractbnal contribution t, the reconstruction anj development of the cities. 

Transportation. Such expan~d investments in-the improvement of the princi~al elements of the Nation's transportation, 
.system would serve the ~jectives of ei:ltnomic d'evelopmtnt,. safety_, ~nd national a.tense. • , 
'· S~ienceand space exploration. The allowances would parmit the science and space aaenices to fund some of the,research 
,opportunities not covered in the stringent budgets of recent years. 

Foreign economic and financial aid. This additional amount would help to ~eer&rowth targets in Southeast Asia and• 
, under the Alliance for Progress-as w'ell ·as to co~er other aid requirements. Even this increase would leave, our foreiiln• 
··assistanceproarain below levels of ar,w years back. ' 

Source: Bureau, of the Budget 

TABLE 6-5.-Estimated first year cost of readjustment programs 

[Millions of dollars] 

Estimated ftrst:year cost" 
Program 

Low Hi&h 

total cost...................................................... -·-············· 120· 288
\ n------1-----

EDA community development assistance.................. -.................... 20 
SBA loans ............................................................... • 5 3
HUD homeowner emergencyloans.................. •··········•············· 5! 140 

'~~!1!y%a~~insge.rvice".:::::: :::::: ::::: 7 20:::::: :::::::::::::::::::::::::::::::: 
Relocationassistance....................................................... 4·. 1550Veterans assistance........................................................ 30 

Note.-Abbreviations used in this table represent the following: EDA (Economic Development Administration), SBA 
(Small Business Administration), HUD (Department of Housing and Urban Development), and MOTA (Manpower 0,,. 
relopment and Training Act). • 

Source: Bureau of the Budaet. 
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December 16, 1968 

FOR Art Okun 

FROM Joe Califano 

'X 
Attached is Peter Lewis' memorandum. As I indicated, I agree 
generally with the paragraph as written. I would in addition turn 
the laundry list into an appendix, much aa it ia written in the 
current draft, with the following introduction: 

This appendix contains a list of programs that 
have been more prominently and generally 
discussed in the public policy arena to meet 
the needs of the nation during the next 
years. Many will think the list is incomplete 
or inadequate. Yet, it should be obvious to 
any reader that even among this li•t some very 
difficult choices mu•t be made based on a 
determination of the priorities that the nation 
de•ires to follow. 

Attachment 
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EXECUTIVE OFFICE OF THE PRESIDENT 
BUREAU OF THE BUDGET 

WASHINGTON, D.C. 20503 

DEC 1 3 1968 
OFFICE OF 

THE DIRECTOR 

MEMORANDUMFOR: MR. JOSEPH A. CALIFANO 

SUBJECT: Post Vietnam Planning 

There are three ways to handle the problem arising from 
the laundry list of Federal programs. 

One, merge individual programs into broad categories with 
a dollar figure for each category. This has the same dis­
advantage as a detailed listing, namely that it implies a 
setting of priority (which we haven't done) with the addi­
tional disadvantage of looking extravagant to boot. 

Two, relegate the laundry list to an appendix. This would 
tend to downplay the importance of the laundry list which 
would be helpful. 

Three, condense the laundry list to one paragraph something 
like the following: l:,O 

11 In addition to the expansion of exis ing programs, 
a variety of new--or major exp f existing--pro-
grams are highly eligible claim ainst the fiscal 
dividend. A review of recent rec mme dations of task 
forces or study groups would indic te potential domes­
tic programs totalling a minimum o $ ~illion a year 
in the fields of education, health, job and manpower 
training, welfare, urban development, crime prevention, 
air and water pollution, natural resource development, 
transportation in all its forms, space technology and 
science. This listing by no means exhausts the possi­
bilities for Federal initiatives. Indeed, it does not 
include major proposals for negative income tax or 
revenue sharing with States and municipalities which 
have already reached the stage of public debate. Rather, 



2 

this listing represents the cost of moderate steps 
that have been advanced in recent years to deal with 
important domestic problems." 

Such a paragraph, of course, could also be tied to a 
detailed appendix. However, my personal feeling is that 
it would not be necessary. 

The danger with individual listing of programs is not only 
that it sounds like the Administration's unfinished agenda 
(and this may not be the best document for such an agenda), 
but it distracts from the key issues of the Vietnam study: 
One, do we have an economic problem in demobilization, and 
two, to the extent that we do, how do we go about meeting 
the problem? 

The questions of tax reduction, increased military spending, 
or increased civilian spending can and should be discussed 
in broad terms, but we ought not get into an argument over 
whether we ought to spend more on welfare than on health, 
or more on education than on jobs, and the composition of 
those programs within each category. 

r l 
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From thedeskof ••. 

WARRENL. SMITH, Member 
Council of Economic Advisers 

12/13/68 

To: Joe Califano 

Attached is the revised version of 
the Post-Vietnam report. The revision 
of section IV, beginning on page 75, is 
not yet ready, so that section is the 
same as in the November 26 draft. 

71{/j 
Warren Smith 

961} 
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DRAFT: November 26, 1968 
Rev. T)ecember 13, 1968 

REPORT TO THE PRESIDENT 
C>F THE CABINET COORDINATING COMMITTEE 

. . ON ECONOMIC PLANNING FOR • 
, ' •.·=.- : .• . ,,. THE END OF VIETNAM HOSTILITIES 

Introduction 

-
i 

On March I, 1967, you established the Cabinet Coordinating 

Committee on Economic Planning for the End of Vietnam Hostilities. At 

that time, you instructed us to do the following: 

I "consider possibilities and priorities for tax ad;list-

ment; 

. I 

"prepare, with the Federal Reserve Board, plans for 

quick adjustments of monetary and financial policies; 

-- "determine which high priority prograrns can be 

quickly expanded; 

"determine priorities for the longer range expansion 

of programs to meet the needs of the American Feople, 

. )..'. 

. . 

both through new and existing programs; 
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•·•istudy and evaluat_e the future direction of Federal 
, I . . . .·. . .• 

4nancial ~upport ~o o~r State and local governments; 
' • • ------- • ' •• L • 

: ~: __ txamine w~ys~::~i:~ ~h~ tr~n~::on to peace ~an be 

··-·i 

smoothed £or the workers, companies, and communities 

now engaged in supplying our defense needs, and for the 

•· 
) . ' .:ipen released from our armed forces.-.t•­ .., 

r 
! : :. 
I 

This report summarizes our studies of the past 21 months. 

tundamentally, our analysis convinces us that peace will provide the 

Nation with weltome opportunities to channel into civilian use man-
. t 

power an_d material resources now being devoted to the war. 

0 

Vietnam h~·sti!ities first became a significant economic influence 

in the summer of 1965, at a time when the Nation's prosperity was 

l 
remarkably vigorous and well-balanced. The increase in the military 

budget required ·for Vietnain ~omplicated the assignment of fiscal-



. -· 

-· ~-r::_--~.·-.. . ., 
-·---·-·:.. 

- 3 -

·-.. _-.monetary policies and hence subjected ,t~e econo~y to inflationary strains. 
-~-· . '• 

., •• ; • ; :r{ • , .. • ... -"' • 

~ ~ ~· . 

•The ,.American econo~ic .syste1!1 h~s dem~nstrated the strength and 

i.~- ~.-;..L;,/:_.:'. . -~;l;·~,;·>:.>·.: . . _., "" :.c:•---~ 

'adaptability necessary to carry the extra load without disruption. But 

the cost of war has be.en a load for the economy to carry -- certainly not 

a "prop" supporting prosper~ty. Our prosperity c·learly does not depe.nd 

. o~ the co~tinuation of a military budget swollen by a period of hostilities. 
•,-: .. 4_~L"'•t~~~~"7,,-•- _.,.;....... .. --: .... -.~•-• • .i-..-.:._,.. ";l••---- • ..... -4 -..,ii.~••._... .• ..,.'-•,••,._- ;- .. •:'-:,... •, ... '-'~ ..... 

' 

that prosperity during the demobilization and seizing theSustaining 

we,lcome opportunities of peace will depend on careful and for:ward-looking 

. management of fiscal-monetary policies. If the pattern of demobilization 

·.-·.·-produced a major and rapid decline in defense _spending, and if fiscal and 

monetary policies were not adjusted to compensate, an abrupt and inappro-

~ 

priate shift to excessive restraint would result. This could clearly jeopardize 

the Nation's prosperity. The crite_r_ia and the _e>ppor..tunities for an .. 

appropriate fiscal-monetary adjustment are set forth in section II below. 
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The pattern of demobilization is traced on the assumption that, within 

6 months 
I 
I • 

after cessation of hostilities, a geriuine peace would be secured 

: ' 

·and a full withdrawal of troops could be initiated. In such a rapid demobiliza-

tion, the real use of resources for defense purposes would be reduced by 

$16 billion (in 1968 prices) over a period of 6 quarters following the truce, 

add ultimately by $20 billion at the end of 10 qu~rters. If there were no
I . ,I: . • . .. -

compensating fiscal-monetary policy actions, the Nation could be threatened 
I 

with a recession similar to thel 953- 54 experience at the end of the Korean war. 

Thus, economic policymakers must be prepared to take action. The 

magnitude and th~ timing of the policy adjustment best suited to promote 

steady and healthy economic growth will depend on the strength of private 

demand when peace arrives and on the specific profile of the defense cut-

back. Careful assessment and economic analysis will be ~eeded to provide 

the best pas sible projections ·of these elements in order to guide fiscal-

monetary policy. If the current 10 percent surcharge is still in effect when 
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_:·.·hostilities end, its early ·expiration. (or.phasing out) could provide.a 
-~~ ....... ·" . ~~ 

•. 't! • <~ '\i ·~..,'- • f ..... 

! .... • I 

"" major offsetting ~le~-~nt to maintain. the even keel\:,£ fiscal policy and 
• .- . , ::.~ L .• :":°7~: ' ._ •. • :. -',~•,,_, :i, #.'f •"-' •' " ~,-,,.. ____ ,_ _______ _ 

.. i ...: /-! • 'c .- •·, •• """~"- · "" 
'-·, -. ·_"s· 

thus support total demand. In addition, the Bureau of the Budget should 

t • 
/_, 

stand ready -- as if is now - - to offer the President for his consideration 

~- .... 

a program to speed up ··e:Xpenditu~~~s ~~ established high-priority programs, 
·-

•. ·- .. 

-· ..:..:;.~sofar as-these actions would b~ consistent with the efficien·cy ·c:ff"'Feder~:-1:1""'- --·... •-----

programs and with the need for economic stimulus; If further oppo-rtunities_ 

.... :: 

•• exist, new program initiatives could be launched during the demobilization 

. . 
period. Meanwhile, it seems most' likely that monetary policy should be 

·', 

I• •" 

.• used to support the objectives of the compensating fiscal action, but 

should not be pushed into a posture of aggressive ease. 

,; 

Structural efforts to improve the price performance of the 

... -~ ~~ ......_·__---·~ 
economy should continue during the demobilization to aid in the solution 

combining price stability with high employment. 



-

- 6 -

The reduced foreign exchange drains associated with Goverrunent expendi-

~,._,____ 

• tures in Southeast 
I . 
I . 

an:&Ttror·e-•flexioly 

Asia should provide opportunities to deal more 

wftnthe Nation-r-s-~ling.ering balance-:of-§aym.etits 

effectively· 

problem.--- --'-

The choices among alternative fiscal adjustments· during the de-

mobilization period should be guided by longer run priorities for the 

Federal Budget. Only by considering such priorities in advance, can 

--~-l ---"...- - -"-~-~--...---~-~--.,,~--____.,,-- _;,_--_,__~-~---~---~---.-_
f • 

society be prepared to take full advantage of opportunities to launch 

...~~,.-~--

ilnportant new programs, to strengthen high-priority e·xisting programs, 

or to reduce taxes. Some of the considerations bearing on these key 

choices are discussed in section III below. 

That section includes estimates of the budgetary resources likely 

to become available to the Federal Government over the years ahead. 

As revenues expand in a growing peacetime economy, the elbow room in the 

budget increases. But 

preempted by essentially 

a sub~tantial part of the 
.____. 

built-in commitments 

growth 

to raise 

in revenues 

Federal 

is 
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expenditures in order to provide for higher pay scales and costs and 

• to meet the in.creased work loads on many G_overnment agencies associated 

with a growing population and a growing economy. These commitments 

are reflected in a calculation of "baseline" budgetary expenditures. The 

level of defense expenditures included in the baseline assumes an ultimate 

return to the re al level of defense outlays maintained prior to the Vietnam 
-~-- ..... ,---~--~ ~- ,._,._.,.,________ ~~-:-- - 'r"___.......,,_,...,.,. --,-. ~-~~ .. - •• 

emerge_n.:r·_ 
..... ~~", . ~l:. ; - ~- : ..· :;,. 

Allowing for a moderate surplus appropriate to noninflationary economic 

growth, the calculations suggest that the excess of revenues over baseline 

expenditures -- the peace-and-growth dividend-- may amount to as much 
: ..... 

as $29 billion in FY 1972 and $36 billion in FY 1973. These amounts 

would be available for extra Federal spending and tax reduction. Indeed, 

• the peace-and-growth dividend must be used in these w~ys ·if healthy 

e.conomic growth is to be maintained. 
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...t.··: -
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Some of ·the claims on the peace-and-growth dividend are set 

. ' . ' 
~~ 

forth in section III to illustr'ate··_the considerable pressures, demands, 
•• •• .; • ... : • , • i, • • ' 

...,...., ..,....___,_ --" .. 1-~~.f:·.~;,-:~: ~ 4 {"~-!'.·".j~,~ :-:!__ •. "'"" :~ .. ...:_,~ ·-·~::(.,. .. _f<"~. ·-.: .:_-~ 

and ·opport{inities for Federal efforts in the year ahead. Additional 
. : . ~ ,: 

' ' ), 
-~ .., .. 

"'" ) .• . . ·-
defense programs amounting to $6 billion a year and liberalization 

• ' • ' , , ·- ... 'a. 

~ ! 
.. ' ... -~·5. /J . 1~ .; . 

of social insurance benefits amounting to $ 5 bilii;n ~- ;~ar are viewed 

. as prime clairns on the dividend. In addition, the· f~ll _funding of existiµg._ 
,._,. .... 'T"- ~ - - _ .. --- • • - ..... ___....--- _.. • . • At ., 

. • >_.. . _.. ·_,!¥ ,t • ·- ~ V. •• i 
. . .. ..-.:, ••• ~--~--·:., 

civilian programs to authorized levels would cost another $6 billion a ye~r.-· .- . .... . -..~:...... , 

Beyond that, a variety of new -- or major expansions of existing --
. ~~ _,.. 

programs are highly eligible claimants. A selection of such items, 

.. based on proposals which have been made by responsible individuals or 
•. •'• 

groups, is spelled out; this list adds up to $46 billion a year. And even 

beyond that, more ambitious new proposals, such as a comprehensive 

income maintenance program, are receiving widespread public discussion 

. and deserve consideration. 
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It is clear that the Nation cannot meet all these goals in the 

next few years; it will need to make hard choices based on a careful 
·, 

---~--- ·,t_~ -,,,j"'---....::--·- ~ ~ .......... - :· ~ -~--- -- -"""' 

:determination of priorities. For those objectives placed at the top of 

society's priority list, we believe that substantial progress can be 

made in a peaceful environment of prosperity and essential price 

~stabil~ty .. --Our .calculation of ~-_p~ce-and_-growth divi<!e1!2: a~s for 

tax reduction from present rate levels through the expiration of the 10 

. . 

percent tax surcharge and of certain excise taxes. These funds would 

become available to the private sector to be spent for additional private 

•consumptio·n or investment. But, in view of the urgent needs of-the 

public sector, we do not recommend further large-scale Federal tax 

reductions in the years immediately following the end of Vietnam hostilities . 

• our State-sana our industries. Nevertheless, a limited numbe..r of.areas 

l 
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a~d industries will be especially uffccted by the demobilization and· 

coi.ild encounter significant j>robfoms of transition. In our final 

section, IV, we recommend tCJmc steps that the Federal Government 

can and should take to asaiBt thoae areas and industries. 

•These measures inch~....!; community redevelopment assistance, 

I 

/homeowner as~istanc_!t, .. and TJ'JC>Ztim.portantly_the strengthening of 

employment-related P_r.?gr:;,r:-.~ ~uch as job placement, job training, 

and unemployment cor:-.;r.:;r ... ~;;.~!f-..m_To provide for efficient planning and 

implementation of thez-=:r:--~~· .. :eg, we recommend the prompt establishment 

of a coordinating gror..;,, tE~ ~~-✓-justment Operations Committee. That 

Committee should aii-.::-;-_<; :~:t_;.r,-::.3ibility for detailed planning of Federal 

readjustment assist;;;.:-_:.~ :;c=::. .l::o.:!d work with State and local authorities 

responsible for derr:.-::-~~;,;.;.~nning. When peace comes, this 

Committee would b~ :~s7~*~ f.o£coordinating Federal readjustment 

programs. 
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• The steps we propos~ for readjustment assistance are limited 

, .... -

and relatively inexpensive, reflecting" our convi~tion that the mainte.nance 
i, t " "~ l 

J. ,: t '-:~ \i< 

~ : 

ol an over-all he~lthy prosperity is far and away the major part 'of 

> -. 

the economic problem of the transition. In our dynamic and flexible free 

market economy, most areas and industries should be able to make 

a prompt and healthy adjustment so long as the Federal government does 
. . !" • 

ct.' ... 

'·its job of promoting an atmosphere of general prosperity 
40"··-.t.'•~·:· :i ... -.,t :r·,.•%.k.... ~ .• ' 

In looking forward to peace, we also wish to stress the importance 

of a responsible and responsive fiscal policy during the remaini~ period 

of hostilities. Only in recent months, through the enaC:tment ,of the 1968 

program of fiscal re~traint, have our Nation's finances become adequately 

adjusted to the defense emergency situation. It is absolutely essential 

that fiscal policy be kept appropriately geared to the needs· of sustainable 

noninflationary e c onol!li<; _g_i:owth. 



-· ... - -- . 
•·•• ---- .e . ..., -'--·--. .. •~· - - -•-. -- • ,,,... • ~-

· of a, responsible 

·.-\ 

In lookin forward to peace, ,we also wish to stre~s the importan~e 

an responsive • iaining period 

•. ·--.-. ::~--:-·\;·.·. 
. . . . . . 

gh t:" 
__ 

of hi \i!itie s, Only in re cent months' . ~:ro n7tT~::~e/:68. .. ··- ·. • c:. 

have .our Na ion •s finances be com\ 

the 

economic growththe needs 

adequate ly adjusted to . 
0 

al\ is

\. . 
under present con-
\ • 

- I \ 

_:;y':ns:-' a~~ a~c-~ely esse'.::i~. th_a_t tbe fisc•·t;f ~~~e kt . =-----·, ,,._ < 

cons is tent with this objective·. . , : ->:- ,r,.:,,. ..-
---: . . ..__.,;,:_ . __,, -~. _· ·--; . .•:~ ·--.~-.i ~~- --- -· •__• •~)- ·>". ·. ---· : - :.· -......____. .. :..;;..~~--~,;,1r .. ,._··. ----- - .· 

II. Fiscal and Monetary Policies During 
the Demobilization 

. A. ··The Demobilization Scenario 

. . . 

Peace may ."break out" in any number of ways~ For example, 
•: . ',' .__..,_. 

there could be a gradual decline in hostilities over time accompanied 

by i:educed expenditures on armament and manpower. Alternatively, 

. 
• there could initially be a lengthy armed truce which permitted no 

significant reduction in force strength in So':1theast ~sia. 

______________________ ..;.. _______________ ...,.. __________ '!!!,,,._ ----·-
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-The calculations underlying this report assume that the transition 

•.from war to full peace will be quite rapid. Specifically, it is assumed 

,. 
. ... ~- . . ·,•. •... -- ' -••, ., . .. 

-~- ~0-'..~bat, withi.n six months after cessation-of- hostilities, ~tTicre·•wiU 'bc"a ------~"-"'' ,_ 

genuine assurance of peace that permits the start of a full withdrawal of 

troops from Vietnam and accompanying cutbacks ~n procurement, operation, 

and maintenance • 
• -·--·- .. --· :---· .--::-·.- ·--:- --:-~-:----- -··-;-·.-- - ••• _, ••. - ·---·- :--------·--.------ •• Jo·.-·~·--·· -- ------· ------- ··--- -----------

. ,:;'"'! ,~••_..;,.,:.-; i '"'_-:·: :;.,~; ... ~.;..;..:..,,., ;"".~;.,,: ~~-- -~"''"~,._ ... ~ .. ~ . ..:. - •• ~- "?:-4: ,.., ,--~~-,~ , •• ,.,,.,.:;q;,.·~- ~.,..· _.,; 
This is_ the most rapid demobilizatfon that could realistically • 

be assumed. We used it because it represents the sharpest test of the 

Nation's ability to adapt to ••peac·e· -- riot because it appears most probable . 

. ;_·--If the Nation i~ ready to meet the challenge of a very rapid ~cmobiliza_tion, ·_ 

.·it wiUc~rtainly be abie to handle.the lesser ~hallenge of~ more gradual 

. -·• .. 

trans it ion. 

. 
The truce is assumed to take place at a time when the defense 

.. - .. 
---· _--:....-,0.-:. 

budget has leveled off in real terms, thus increasing modestly in dollar 



.. 
-· -·~-.j..,;.,..., •. ·. .. - ' 

terms to keep up with rising costs of goods and pay increases. The sub-

. 
• sequent ·r~ductions in men, materials, .. and. outlays are measured from 

. 

~~:.,l-~-·tha~i~it·i~-11~~~1.-~~~~-·p1a:nni~g scenarTo"ti~~,;;loped7>·y th7-~t-;.r(~f the~--"-.---~"".; __ ,, .. 

Department of Defense calls for reductions of the following magnitude 

(expenditures at annual rates):_ 

.. 
l. The armed servkes would decline by about I million 

.._.r.;:, ... __ __·.·:,""·~-- ... • •. ............. --~·::~_-,_-;.·_~---:_~~-~-.• : ._ •• ~ .. - • __ ·, __ .-.-~---.--;-_;· '_ .. _.;; :ti,-,... • ••• --~-~_ __.-·,·-.·._~":.,_~-·-.··.•,:.:....._:__ ...·_··.· .. ·~ ... -..,.,'-·~---·.·-: '-<~~- ,-·.T"" •.. . 

. ~~...~~-~~:7:-~~'.,b~~-~;.,>j·~.~--~•~~~~~·:·-'." ... -.-,•· .. ~~- ~ - • -

' . ~pe~s~ns, _averaging 250,000 pe·r quarter b~t,;e~n t~e second 

and sixth quarters after the cessation of hostilities. .. • . 
. -· __,. ·.. 

2. Civilian personnel in DOI? would decline_ 170, ~00 on the 

.. .•.•.. • .· .,· .... 

' same time path. 

•·3. -... The impact on military and civilian compensation associa-

ted with the -~anpower reductions .would amount to 0 $S billion 

.. at· 1968 rates of pay._ 
. -_:'.; . .• 

·, 
4. Other operating expenditures, at -1968 prices,· would 

..... - .. ..,.._._: .. ~~-~-· :~·-. .~--..- ,- ·. -~--- • ~·--""':"~~~ .. ~--~-~- _J_--•- • ____ ,,.. 

. .. \.~·-· 

deciine by $8 billion. 



""'--r~-.""' -- ·- - . ----·-

,5. Expenditures for procurement would be reduced by 

( . 

$7 billion. This reduction would _be delayed as a result 

of the need to rebuild DOD inventory stocks following the 

truce date. 

• 6.- As the total result of the above, the rate of defense spending 

in the absence _of demobilization by $11_ billion at the end of 

4 quarters, $16 billion at the end of 6 quarters, and $20 

,. 

billion at the end of 10 quarter~. : It should be noted that 

. ___the total expenditure reduction associated with the demobiliza-

... 
tion is significantly less than the $29 billion a year estimated 

• as the cost of the war. Some of the resources now employed 

-~-· to support the hostilities would have to be retained in other 

military uses. 
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. 7. After 24 months, inventories would be restored to desired 

i 
1. levels and demobilization would be essentially completed: 

The time profile of the assumed expenditure reduction is 

shown in Figure I. 

. B. Economic Impact 

of the demobilization ~~_best be ap~raised l>.Y..J~P:e._~_singthat thf:_Federal-- •• .......:... 

Budget had previously been planned on the assumption that hostilities 

would continue and that the fiscal program was appropriately designed to 

p~omote a balance between aggregate demand and the economy's supply 

capabilities. If there were no scheduled or proposed changes in tax laws, 

this could mean that revenues would be growing at a rate of 6 to 7 percent 

per--year as a result of increases in incomes and economic activity. On 

this assumption, total Federal. expen9-it_ur_e~ ~w~ul~ be scheduled t? _grow 

at the rate necessary, in view of the anticipated strength of private demand, 

to keep the economy moving along a high-employment growth path. 
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If the demobilization occurs in such an assumed situation of an 

initially appropriate fiscal policy and healthy economic growth, there 
-,_,. __ 

.-......... 
• I #- • 

- } .. } .._ ·r,r~ ..... 
~ 

,. ,~ ~ -:_"':-t;2a~_cl_ear ~eed for a ~ajor fiscal adjustment. --T-he-----i~~h-i-liz.a-·-= • 

tion on the over-all balance between aggregate demand and the economy's 

productive capacity may be thought of as having two components: 

._ 1. The reduced use of resources by the Federal Government 

reflected in the decline of defense spending de scribed above . 

. -....... 

2. 1he upward impact on the Nation's potential GNP -- the 

total output the economy is capable of producing under high 

employment conditions resulting from the potentia~ 

. employment of manpower released from the armed forces 

in the civiHan ec'onomy. This occurs because average 

productivity in civilian jobs is substanti~y_g~!,_~~ter than 

the measured pro_ductivity of members of the armed forces . 
.:. -­
'. 



. , There would be an additional temporary deflat~onary effect result-

,-~ ·· t;;; ti~t&t·.~. ~ • • • • • : ·_ /\t ~)if ~t~~~~~-~~'~ifa~t::,:I·~;~!~t~~~;;f-·~p;~;. 

-_,•. ,_}< .. :: ; ,,· ,' :•:_:\'.. : ·\?·.~~ \;.)i'.~~{(\/',iY,>~:-><'.:~--~_:_~·:-_~,:-\-·~ -:.J:::?:·:~·}E/;}i)~?'.f{{\?-/.-:~'.::/_:,::,,-/, _·;·~--. .:· 
.:: :;"°-•.:_:_. ,,:'~:-·,: In par.t,- th!_~ -in~ent:~ry adj us tmeni. ~;_;_se the _economic i~pact.:.of-:-, ~~~:~:~~__ ~cn1lc1__ 

":,:--:·---~:-,·--~--:- -:- .··_ .. '. .- •• ·_ -· --·.-. • .: .. ,.:,.:,.·>:i _ ._- .. ;._,_~_r{.::·;:5i._(_-..:.~--- - · ··_·_-.-.. ::- • · 
•' -' ~. 

• the declines in defense _spending to be felt before they showed up in the 

-,, .. 

Federal budget as reduced expenditures,_ because_ defense productio~ 

would fall behind deliveries as production was adjusted to declining 
. . ... . ... 

~-:~.,._; .-.. ~-:;~~r{~~~::).;>'-·. ':•:;'\:>:~~;-. ~.;... ·" 

levels of defense orders. This inventorr ~djustment could be significant 

. . . .... . 
• ==' ~-,..;_ ..... .: -· 

in the short-run, requir_ing carefully timed adjustments in fiscal policy 

.... : 

·uthe deflationary effects of the cutbacks in def~rise spending-we re to be 

· The declines of 750,000 in the armed (6rces ·and of 170,000 in 

. civilian pe rs onne 1 in DOD will not be matched fully by the resulting in-

crease in the civilian labor 
-'--

force. It is estimated that 250, 000 women 

now in the labor force will withdr.aw when their husbands return to civilian 

.. · 

• life .. Moreover, the entry of some veterans into the civ.{ii'~ti'b'ci'r~·for·ce 

will be delayed as they tnitially return to school to seek further training. 

'\ 

https://withdr.aw
https://i~pact.:.of


Taking account of all of these factors, the net induced increase in the 

private labor force builds up to 92·0, O~O after 10 quarters. Given the current 

• ------. . ..: 

. producti_v.ity _c;lifig_;c..entials among _wo.r.kers in_ civilian jobs, members of thE:--- . ._-- ...,. 

armed· forces and Federal civilian personnel, this shift would add about 

$6 billion to potential GNP. Iri order to adapt to this increase of supply, 

policy actions would be required to add about $2 billion directly-to total 

demand·. Once that was accomplished, the .resulting private incomes could 

be expected to generate about $4 billion of further additions to private 

consumption and investment demand, thereby matching the $6 billion 
... 

increment in supply. 

With no policy offset whatsoever to the impacts noted above, the 

direct shortfall of demand could amount to $18 billion by the sixth quarter 

following the truce. This would be the result of a decline 'of $16 billion in 

,: 
military spending below the level that would have prevailed· in the absence 

of a truce plus an additional $2. billion .of direct spending needed to utilize 

the additional productive capacity resulting from the shift of manpower 



.. 
from Federal employment to more productive private jobs. Shifts in the 

_-.strength of _private demand might ·e-ither reduce or add to _this ·gap, but they 

. I. . . ._..·;\/~~-~·.::·:._::-.:::~•• • ••• .p . . . • . . . . ,;:--". 

would _be unlikely to change the picture .. dramatically. Without_ compensatory 
. / . . .... 

. . •.... ·: ' - •. ' : . . ..,; .:::.. - ·-• . . -- ~... - , 

--:. - - . ;··--•-_:_ ,. - -------~--·------- ........ ·----~------~ ... ;_: ~·:=:_ .. _-~-:ir·.--:_·- -- .........·------ ...~-- ~-~·,s--..n· 

stabilization action, the gap· would be multiplied through income losses and 

induced further cutbacks in demand that spread thr_ough the private sector . 

. Assuming a multiplier of 2-1/2, the total_shortfallbelow potential could 

Inaction would thus threaten a recession similar 

to the 1953-54 ·experience at the end of the Korean War. 
. .- - -··· ___ ...____----- ----- .... 

. c. The Fiscal-Monetary Adj ustinent 

... . ·-.-·.··.... .: 

• • It is thus clear. that· the i~struments· of fiscal and monetary policy 

. .. 

must be used promptly and decisively to promo~e continued prosperity 

. . . :'.·/ -<.··.•.~.: :. ·~/·\::,::·;'..·\~:,:/rl;:l;:\>.. -:.-.'. .. ::··.~. , • • ~; ·.•,; . -~'~,:.·._:_~".,• 
-.::~·::·--r--·- .. . -

and economic growth~ There. i~ no. doubt, in principle,. that the instruments 

. ·,··, ....... . · . ..___., 
of budget policy, with the assistance of flexible mone.tary po_licy, are· 

· .. - .;

.·•'"..:: 

·.capable· of offsetting the restrictive effects of demobllization and reduced 
_.. - .•.. • - .. _- .....;--~ ~.··.·.·.·.·- '.;~_--.,.:.._ .._. ~--... ~ .. . '. 

,:- .,_-:-:·_'·:.• ~ ..·:-~- - •. 

military spending. Indeed, •.an <:>.:verly large or premature stimulative 
.-.~~ ... ·i f~:• 

fiscal-monetary program could overdo the job and gene,~~te an inflaticinary 

.; ,.,, 

boo-qi. 

.· 

.. :-"'- . ,._ 



The problem is that of determining and executing the magnitude 

•. . ·~ 
an~ timing of the policy adjustment best suited to promote _steady and 

_. ___.!_g.i~9th_g~owth.~ _The projections we have develope~_a_re merely_illustr~--~-----

tive, designed to give an idea of the. order of magnitude of the 

problem that might face the makers of fiscal and monetary policy during 

the ·period of transition from war to pe·ace. The specific dimensions 

-
can be appraised far more accurately when peace comes than they can 

.••... ·.,.-,.:...... 

be today. More will then be known about the situation and prospects 

for· private demand, the outlook for the budget, and the time -path of the 

military cutback. But there are important guides which we can set. 

forth now: 

1. When peace comes, the President and the Congress will 

need advice based on the best possible quantitative forecasting 

of the gross national product and its components, prices, 

4. £t.&&JP16P- MY X¥ 3 4.¢ i,AC .. s z.+» 
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unemployment rates, and the balance of international payments, _______.. ·· 

as a basis for formulating policies ~o ·maintain a healthy economy. 

Despite the inherent limitations of such quantitative projections, 

prudent reliance on them carefully weighed and interpreted - -

• is preferable to any other course. There are far greater dangers 

in a policy of wait-and-see or a resort to predetermined rules of 
':" ,,,_-; .. • - w --~ _.,..,,-..; • ~ ~\t"".~.--- .... 

policy adjustment. 
. J :s.':,. 

• :.}·' • .. 
2. The quality of statistical information about the economy's 

performance should be st.rengthened, since such information 
. · ...... . 

-" -'I .. 
may be. critical in determining the success of policy during the . . -~ ., 

demobilization. Decisions involving billions of dollars may rest 

.. 
on statistical programs costing only a few million dollars 

~ _ . _$uch as those _innovations you recommended in your Budget 

.. program fo~ FY 1969. 

--------------·--



-- .~_ ......- -

3; For the same reasons, the Department ?f Defense should 

• I 
continue its intensive efforts to improve projections of its 

I 
I . 

----- - -~---~- - ·::.-orders _and ·outlays i~ an effort to-provide-·the bes"f°possible 

input for economic policy during the transition to peace. 

There will be important uncertainties in gauging the time 

-
path of the military cutback, just as there were extreme 

----
difficulties in appraising the size and extent of the defense 

buildup in Vietnam. 

4. Even with the best efforts, there will be difficulties in 

gauging private demand as well as defense outlays during the_. 
,. 

.. 

transition; these underline the importance of flexibility in 

fiscal and monetary policy decisions. 

( 

During the demobilization, prediction of private demand 
..,.,..,;;:-,. ----:-~·-- -- . ..... -- • 

will be particularly difficult. The end of the war will have 

substantial psychological impacts on the economy, and 



l~ 
. -~.- . :· ·J..• .• .·- ~- U .. 

• ~- -~- ~ ·__.-

.. ,.... .. ··, 

• ' ·:•. !.._.._ •'. 

eco_nomists are not yet able to gauge and assess 
• . • • .. ~·: ... - • - '!" , • . •• •• ••• 

. • • =·:.-:":>.,,;·_,( :_\;:.':-.'~ __:. ·-.:_:~,:~___,_:i_-.--•.;'.,_:;:~::}:_~:_.i_,_:~:_,:-·~:/-::"_-:~·< , '</<~: .·. '.• :-:''. .. :·,: . ' ·,. ,:·; ·>:.:-- ·:_::· _;\t .... ·---· ,,._ :.-_: :::_··. _ ;:._ . ''-~ --~~ ._.• •• :-, 

·: .. !:'l•;..~--:~~:·._.:. ···... . . . •:. •. .. •. ·, ,: :·,·:.-··. ::~;_••:~~~~·: .• \.:····· .... ,:·· •• ~. ~--. .':-·· 

··\3fr','''}}(?F:i'\t•\:'.?t?u;;~Y·n.i .. ';,.,· , .. • ~~•y.trj~dr th~tb~•,in~~::::r· 

.\.i0.~:_::;_;•_:~.{\£-t~\.{:.~;-::.~;~~d-con~m~-~s_:.will be>d~iigh~ed~-b;--~e~c-e~~:but--it_ do~-~c~~~ ,--~--" - ·- -

follow, by any means, th_at they will therefore spend more,_ 

. ',.· ... 

or alternatively_ ~hat they will save more. 

Keeping the economy on a smooth path may require, co~tinuing 

, _: .•. adjustments_ of the budget and of the stance of monetary policy. 

• :,~•.4: :.:·\~::.;.,;..,_: -·::--:-. :,•,• 
. . ~ :· , ..; • . . . • -

~ • A successful transition program -- marked by ~tcadiness and 

. - .. 
; : ~ ~ •I,. • • 

. · ... ~·· ••. . 

. ~tabili ty in the growth, employment, and price performance 
.,....... ~· ' 

of the. Nation may require s~ccessive alte.rations in the 
.· ...._. .-,:----:;... 

• '"".-· 
¥ '• :- •. •. ·.. · 

~udgetarr balance over time and in the behavior of monetary 

.-
and credit flows. 

•. 
s. The illustrative calculations associated with th~ scenar.io ~--- ~· ~.--

- . • that · 
:o_f_rapid 

0 
d_e~obilization showiif a~dition to the us~l adjustill~nt 

' to t}ie fiscal dividend from economic growth, a very 

https://scenar.io


___,:, -· . - --------. 

- -, 6. 

- .. -

substantial fiscal adjustment may be required to offset the 

decline in defense spending below the path it would have £oilowed 

---------·---·---·------
in the absence of a truce and to· utilize the additional productive 

capacity resulting from the shift of labor from Federal employment 

to more productive civilian jobs. This fiscal adjustment could 

amount to as muc_h .2's $18 billion in a period of a year and a half. ......·,- _______ ,_ -•..•· - --- . 

And this _extraordinary "peace dividend" _wo4ld be fullY._il.V!1-ilable 

to provide for "controllable II expenditures or tax reductions, 

unlike the normal fiscal dividend from growing tax revenues, which 

must, in part, finance the built-in growth of Federal expenditures 

• and prior commitments. Hence, it is important to plan in ad~ance 

to make optimal use of the opportunity. 

I£ the· cessation of hostilities occurs-while the tax surcharge 

• is still in effect, its early expiration (or phasing out) could 

provide a major element in the required fiscal offset. Accelera-

tion of the currently scheduled reductions in excise taxes on 



automobiles and telephone service could serve as another 

l 
I 

element in the· fiscal adjustment. 
I 

7. The Bureau of the Budget should remain prepared in the 

future, as it is now, to offer the President a program of 

accelerated expenditures that could be initiated on short 

notice following the cessation of hostilities. These should--_·-.,,.. 

remain confined to high priority public expenditures which 

would be made in the near future in any event. According to 

staff estimates of the Bureau of the Budget, such a program 

could add to Federal expenditures (at annual rates) by as much 

as $2. 9 billion in 6 months and $7. 4 billion in 12 months following 

the activation of the program. 

8. Decisions on expansion of Federal expenditures, as part of 

the program of fiscal adjustment, should be made in light of 

the promptness with which various types of outlays will add 
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to total demand. For example, according to our staff 

• studies,_ some --. although not all -- Federal grant programs to __ _ 
. ; 

.. ____ ,;_:.._:-~.........:----. -..~."' --- .... <C ___ __. _____ ~ -------· ... ~-. ------

• ·· • State·s and localities involve a significant lag between the 

expenditure of the funds by the Federal Government and their 

.translation into additional purchases by the recipient States 

-and localities. Programs involving long lags would not 
._·;:,;.... ••~--

• be ideal as an instrument for supporting total demand during 

the transition. On the other hand, certain types of Federal 

activities may involve orders or contracts to the private 

. ~-· .: ' . 

sector which would increase employment and economic 

. I. 

activity before any expenditures would be incurred by the 

Federal Government. 

While the precise a§signment of responsibilities between 

_fiscal and monetajy p~l_i~~f?~ should be_ ~3l-2e in fulI light of 

the circumstances associated with peace, monetary policy 
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shp~ld probably play a. supporting role, rather than shifting 

toward extreme ease to provide a maximum stimulant. For 
'• 

~;..;+:~---------•-•-~-r..,_.,~ _ _........,._____ , -·•-.,._N,.-:-.-..-----

. 
one thing, balance-of-payments considerations are likely to 

limit to some degree the flexibility of monetary policy in the 

direction of easing. Secondly, the flexibility that monetary 

-..-··--· . ..~ . ...,.Ju:>.licy possesses makes it a .us.e.ful instrument to hold in 

reserve as a means of correcting errors in fiscal policy or 

in the forecasting of private demand. 

10. The transition period is not the time to relax our efforts 

through structural measures to combat the troublesome tendency for· 

prices t6 rise at an unacceptable rate when the economy is 

operating under conditions of reasonably full employment. 
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-·- . . .... . . -

. • ..• ·--··-. ~.:-· ·,:.::t ;.i_;. ~ -: :_-. . . . • . . ,...'. .·.~·::.--::_._:~;;.• ~ .:. - :~:;.....- ---··-' :.. 
. . ~·.-;: -. . ' .. . ...---

•..-·-
• bei~g explored by the Cabinet Cornmittee on Price Stability 

. : rapid increases in wages and prices; to increase the ~fficiency 

of the private economy generaily; to minimize the inflati<:>nary . 
.-~ ,- : ..-

effects of the Federal Government's own activities; and to 

achieve patterns of collective bargaining and of business 
··I • 

.._-:---- ' ···-~·•· 

... 
price determination that are consistent with over-all price .·.,

• I 
•• • C - . • 1 

.. 
•. .- ,.,.., :···.:.-:•. 

stability. Manpower programs s~ould also be strengthened, both 
._·.... 
. . . - . 
. ·.. . • ·. ~-

. to permit a reduction of uncmployme~t and, by increasing the • 

. :-·.•... 

efficiency of the labor force, to help reduce inflationary pressures. 

Inflationa!;y tendencies may be strengthened during the transition 
.1 

per~od as shifts in the compo_sition of demand drive up prices•. 
'·· 

\ 
in those sectors of the economy experiencing increaJsing 

demand without corresponding declines elsewhere. While 

it is likely ·to be impossible· to avoid such tendencies 

$.& JMJAff. ... W.U®DS O &?ZtUCi 
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entirely, the Federal Government should pay some attent~on 

.• 

to _specific resource availabilities in deciding what policy _____ _ 

actions to take. For example, an effort to stimulate the 

demand for housing at a rate exceeding the expansion of the-·•.·-· 

supplies of labor and other resources in the homebuilding 

industry would contribute unnecessarily to inflation. . . ..............."~.-~-~·- - • ...;..· 

.• 

11. In general, fiscal policy adfustments during the transition 

•· should advance longer-range objectives and meet the top 

priorities of the public sector. Particularly if tax reduction 

is not a large element in· the fiscal adjustment program, there 

could be important opportunities to launch new Federal programs 

.......... 

to achieve some of the Nation's top-priority objectives. These 

.•. • priorities should be weighed in advance in order to determine 

_whether new programs should be initiated under likely circum-

stances, and, if so, which would stand at the top of the list. 
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.12. In the event that the Administration: :,hould wish to initiate 

. ..... 

programs ·during the transition which would require any
lI ·, . . ---------- ......----·,.,,,,.-- _______ .,__,~~---..;·-----------· .. 

major legislation, it would be wise to consider submitting 

this legislation to the Congress in the near future for dis-

cussion and debate and perhaps even for enactment on a s·tand-

_ • / • .. . by basis. Planning ahead in this way could avoid unnecessary
---·-·~------""'~_J,,.,__.~ '.·-: . _ _.~; .'.. --~ ----~.-= • ...,.-.., ·- ----~_.,.,,.--~;,,-·~ ..... """'"'"''' • --~--,--

delays in implementing the desired programs for the demobiliza-

·.' 
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III. A Further Look Ahead 

··Many of the choice~ that will have to be made during the transition. 

____.:........:.,_periodshould- be ..guided by-a longer range view of·where the public 

sector and the tax structure should be headed after the transition. To 

build the best bridge to peacetime prosperity, we should know where 

we are going once we cross the bridge. As a partial basis for making 

some of these critical choices, the projections presented below are 

. intended to provide an indication of the resources that will become available 

in the next few years to meet urgent national needs, and to consider 

alternative ways in which these resources might be used . 

...A. Economic Projections 

In order to assess ·the outlook in the years ahead, it is necessary 

to make fairly detailed economic projections. These projections should 

not be viewed as precise forecasts of economic conditions but rather as 

rough indications of what the economic situation might be on the basis 

of reasonable assumptions. 
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•.In making the projections underlying this presentation, it was 

assumed that once the current inflat_ionary tendencie_s are brought under 

. . 
cohffo'1-i=t~w----1lt15e possible for tlie economy to operate at an unemploy-

ment rate of 3. 8 percent while maintaining reasonable price stability. 

Starting from this assumption, the time path of r~al GNP was estimated 

on the basis of labor force, employment, and productivity projections 

supplied by the Bureau of Labor Statistics .. The behavior of the GNP 

price deflator was then projected, and the time path of current dollar 

GNP was obtained. It should be emphasized that the 3. 8 percent unem-:-

ployment ra~e represents neither a ·forecast nor a judgment that this will 

necessarily be the most appropriate rate. A lower unemployment rate would 

result in a higher GNP and an increased fiscal dividend. • The Cabinet Com.:. 

mittee on Price Stability is considering possible measures to enable the 

.. _ Nation to achieve a reduction in unemp_loyment while maintaining reasonabl~. 

price stability. 

The next step was to estimate the various components of private demand 

that could be expe~ted if the indicated levels of GNP were in fact achieved. 

?C&4UDJ&LC2ZCW&Jf,,!iQ.~1.11.n.wwwwua42&L2ZUS&a 9& IC UC LW -WUAMi$2 ,JS i&AZ&C 
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• In the projections, allowance was made for the gradual phasing in of the 

special housing program stemming from the Housing Act of 1968. Estimates 

i 
I . . 

_____ w.!!...:e:..!r:..::,~a.l.a.Q..ma,de..anticipat~d- le.v.els .o.LStat.e_and .lo.cal.government expendi-Qf the 

tures. 

B. Federal Expenditures 

For purposes of this study, projected Federal expenditures are 

' 

dlided into two categories: baseline expenditures and_ th~ ....peace-and-

growth dividend. 

Baseline expenditures. 

Baseline expenditures include allowance for growth in Federal spend-

,.........,...............-

ing under established existing programs to allow for rising prices, increases 

in salaries of Federal employees, and increasing workloads. The baseline 

defense budget is based on the assumption that, when the struggle in Vietnam 

ends, the Nation's defense posture will be cut back ultimately to the level 

of FY 1965, before the extensive build-up in Vietnam began. (Actually, in 

real terms, Federal defense outlay·s remained· essentially on a plateau be-

tween FY 1959 and FY 1965.) This assumption yields a projection of 

defense expenditures of about $66 billion in FY 1972 and a gradual rise 

w .. w ELI!'i&Pbl~bMWJI.U•·• ··+iZIIS!UW# · J,.4..¥¢ .. f 



thereafter as costs increase. 

The baseline Federal nondefense budget allows for some increases 
: : -. 

the things the Government buys, and the pay of civilian Government employees 

must be raised more or less in pace with wages and salaries in the private 

sector. More veterans will become eligible for pensions; more Government 

-- employees will qualify for retirement benefits with the pas sage of time;- a 

growjp.g population will increase the workloads of many Government agencies, 

such as the Post Office Department and the National Park Service; and so on. 

Social security benefits will rise even with an unchanged benefit formula, as 

more persons become eligible for benefits and as the average past income 

of applicants rises. As a result of such increases in prices, pay, and work-

loads, baseline nondefense expenditures rise at a rate of about $7 billion to 

$8 billion per year. In addition, an estimate of the Fed~ral Government's 

share of the cost of the special housing program has been included in baseline 
-~-- ...-.., ____~.... 

Federal expenditures. This share is forecast to rise to about $1. 1 billion 

by FY 1972. Total expenditures under the special housing program are 



.. , 

projected to be $_6_._o ·..,,, in that year - - the remaining $ 4. 9__ billion 

(al 
billion,i;is- · -counted as private expenditures. 

• The method of handling social security is worthy of special note. 

The revenue projections include the proceeds from increases in social 

security taxes that have already been enacted and are scheduled to go into 

effect in 1969 and 1971. However, benefit pay·ments included in baseline 

That is, allowance is made in baseline expenditures for increased social 

security benefits resulting from an increased number of recipients and 

an increase in the average income of recipients under the present benefit 

formula, but not for a liberalization of the formula itself. Some liperaliza-

tion is likely to be enacted, in part to _keep pace with past and future in-

creases in the cost of living. But since the amount and timing remain an 

open issue, benefit liberalization is not included in the baseline expenditure 

... • ....: ➔- .. -

total. 

The peace-and-growth dividend 

The peace-and-growth dividend may be defined as the additional GNP 

expenditures over and above normal private demand and baseline Federal 

!,W£4JU&IIJJW..M#WWWlf.,@SAW-
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expenditures
lthat, according to the projections, will be needed if the economy is to 

• -achie~e the specified GNP targets. For example, GNP is projected 
,... 

I 
.. ,I 

....,...____ .. t.9 b.e_$.L.J.Q4__billionjn FY 19.7Z.._--;--N.o..n::..Fede~al....expenditures-{private 

consumption and investment, net exports, State and local government 

purchases, and the special housing program), together with baseline 

Federal purchases, add up to $1,075 billion. The difference of $29 

. _ _.,.._....,_ .,. ,..,.,.._~. j_c-"' ~=•·~ •. ''-""•.,,;~--. . ·.__.. •· . • -_;.,:._,.,,,,,_....,-,,--:"""""', • •~ . _,,,_._ •. ~-"'""•· • .,.,,_._""'-·°'•· .,,....- • • 

billion between these expenditures and the GNP projection is the peace-and-growth 

dividend. It represents the additional amount of expenditures that would 

have to be forthcoming in order to achieve the GNP target of $1, 104 billion. 

The $29 billion could take the form of additional Federal purchases of 

goods and services, or alternatively of _additional private expenditures: 

To illustrate the calculations, Table I shows the main results for 

FY 1972 and FY 1973. These calculations assume that the demobilization 

process has been completed, _an assumption that is reasonably consistent 

with the demobilization scenario above if a truce occurs within calendar 

IIJll?,l).@~.!'¾ASC#Jk; &J&WtUM41 
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_Table 1 

Illustrative Projections for Fiscal Years 1969 and 1972-73 
(Amounts in. billions of dollars) 

•, -· 

GNP in current dollars ......... . 

GNP in 1958 dollars 

Baseline Federal 
expenditures 

Defense . ............ •.. ~ .. . 
.,,, 

Nondefens e .............. . 

Peace-and-growth dividend ....... _ 

Total Federal expenditures 
including fis~al dividend ... 

Federal revenues .......•....... 

Federal surplus or 
deficit(-), N.I.A. basis ..• 

1969 

:893· .... ' ..~ 

'721 '. 
,, .··.' 

185____ 

78 

107 

185 

184 

,,._, 

- -·--

Projections 
1972 1973 

1,104 1, 182 
- . -=~ 

818 855 

193 202 

66 67 

127 135 

- -- 29 

222 238 

226 242 

4 4 

Note: Details may not add to totals due to rounding 

~., .. ............-~-



1969. The peace -and-growth dividends shown in Table I are $29 billion 

for FY 1972 and $36 billion for FY 1913. 

--- ----~he peace -a:aci-gi:.owth-div-idend--is-thus a--fl>ugh-tne-a:sure of the 

resources available for additional Government spending or for tax reduc-

tion. It should especially be noted that a dollar o~ peace -and-growth 

dividend may be "used up" either by a dollar of increase in Federal purchas·es; 

-- ...___..•.. -·~ 

or by a dollar of additional private spending such as might be induced by a 

reduction in taxes,· an increase in Federal transfer payments, or an easip.g 

-of monetary policy. 

The peace -and-growth dividend may be regarded as a resultant of 
, 

the operation of four factors: 

1. Tax revenues.-- With our present tax system, the normal gain 

in Federal revenues under conditions of high-employment and steady eco-

nomic growth amounts to about 6 to 7 percent per year. The normal revenue 

growth is augmented in the projections by scheduled increases in social 

security tax rates in 1969 and 1971, but i~ reduced by the expiration of 

MWAWJ:UP.:tJ!4*-'--~-~t Z~C¼'4b.,IIQ%U At 4334#0 
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the current 10 percent income tax surcharge and of excise taxes on 

. ·,' 

. telephone service and automobiles. Between FY 1972 and FY 1973,
• I 

. I •
I . 

~---"\ ___ ,....,.,._ .."'~~- •;~---...,-----------

. revenues are estimated to increase· by $16 billion. 

2~ Decline in baseline defense expenditures. The_ second component in 

· the peac_e -and-growth dividend is. the decline in defense expenditures associated-

defense spending falls from an estimated $78 billion in FY 1969 to $66 

billion in FY 1972. At that point it begins to rise gradually due to con-

tinuing increases in prices and pay rates. 

3. Increase in baseline nondefense expenditures. A portion of the 

budgetary resources made available by growing tax revenues and declining 

defense spending will be absorbed by increases in baseline nondefense 

•_spending. These_increases are estimated to be $7 billion-in FY 1972 and 
' 

$8 billion in_ FY 1_9]_3. • 

WWWWJhAP.!!DEC . $ •= 
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4. Change in budget deficit or surplus. What needs to happen to 

the budget deficit or surplus (on a national income_ account~_basis) in any 

' ' 
given year. is determined. by the growth of.target GNP in relation to the 

growth of private demand. In the particular exercise presented in Table I, 

surpluses of $4 billion in FY 1972 and FY 1973 are estimated to be con-

sistent with the achievement of target levels of GNP. _The peace-and-
,'.. _.-., -- ~ ::;·.:·:---_.,, -· .,t_.,-:; - ,. ' 

growth dividend is reduced whenever a portion of the gain in tax revenues 

must be used to reduce the deficit or increase the surplus. 

The effects of these four factors on the peace-and-growth dividend 

for FY 1972 and FY 1973, using estimated values for FY 1969 as a base, 

} . 

are shown in the f~llowing table (amounts in billions of dollars). 

4> 4 SSL! .#S& l#SS4 ,;:nu &UIS OOA 
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Change from FY 1969 to 

' FY 1972 FYi973 
I 
I· ' 

------~----_:-~,.:._-. 42 _,.--- -~----Increase· in• revenues 

Plus: Decline in baseline defense 
spending 12 11 

Less: Increase in baseline non­
defense spending 20. 28 

Increase in Federal surplus, 

[ _ N. I. A. basis 5 5 

,w..._.. ..,. __ 

_.,._,. "-Equals: Peace.:ancf~growth ci{;'iae;;,d .3629 

I 

To illustrate, in FY 1972, Federal revenues exceed FY 1969 by $42 

billion, while baseline defense expenditures are $12 billion below FY 1969. • 

This provides a total of $54 billion of budgetary resources .. Of this, $20 

•billion is absorbed by an ~crease in baseline nondefense expenditures 

above the FY 1969 level. In addition, the N.I.A. budget shifts from a defic:it 

of' $1 billion in FY 1969 to a surplus of $4 billion in FY 1972, using up $5 

billion of budgetary resources. This leaves a peace -and .,-growth dividend of 

$29 billion for FY 1972. That is, there will be room for an additional $29 

billion of expenditures in FY 1972 over the estimated cost of current program 
.. 
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commitments -- indeed, this amount of extra demand will have to be 
,? 

' fo_rthcoming if the GNP and em 0ploYJilent targets are to be achieved in 

FY 1972. 

C. Elements of Uncertainty 

The estimates presented above should be ~aken as indicating the orders 

- .. 

of magnitude of the peace-and-growth dividends that will become available 

in FY 1972 and FY 1973. Several elements of uncertainty should be recog-

nized which may make the peace-and-growth dividends depart from the 

estimates presented. First, the demands emanating from sectors of 

th~ eco~omy other than the Federal Government may be either weaker 

or stronger than we have assumed, thereby requiring either more or 

less economic stimulus through the budget. The estimates of private 

demand incorporated in the above projections suggest that it will be 

possible to keep the economy operating at capacity in FY 1972 and FY 1973 

with small surpluses ($4 billion) in the Fed~ral NIA budget. If private 

- . . -~- ·-
demand is not strori"g" inou-gh to permit this, smaller surpluses (or 
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pos~ibJy deficits). will be needed, and the peace-and-growth dividends 

~ilt be larger· than:those -shown above. Conversely, if private demand is 

----stronger than indica~ed, larger surpluses will ·be needed anathe-peace:-

-~nd-g_rowth._.d~~idemds-cwill be smaller than shown above. Second, the 

proje~ctions imply a .certain monetary policy po_sture on the part of the 

c!Jt~oug_h. t11i~ -postt,tre :ts_ p.ot:: specified in detail. If Federal Re·serve .policy 

is ~ore restrictive or easier _than is implicitly assumed, offsetting fiscal 

acti_on"will be required which will increase or decrease the peace-and-

,-Finapy, -it should be. noted .. that the peace-and-growth dividend is a 

mea_s~i:e _of the addit_ional fiscal stimulus the Federal Government can 

P:r-o-vi_de:Qver and above the expenditures included in the baseline budget 

~!llYcQu.·.the:a:s_sumption·that·aU:9f this a:dded stimulus takes the fo·rm- of 

purchases of goods and services. To the extent that adjustments in 

f¥.J\1Jt;t.tA@M%A&.&1$J.t&L&m@, ewem 

mailto:f�.J\1Jt;t.tA@M%A&.&1$J.t&L&m


____ 

;:i ., 

transfer payments or taxes are used to provide the needed stimulus, 

___ t~: i~::_~ase in transfer payme~~ :>r the ,:__~~uction in taxes can be so_m_e_- _ 
~ 

what greater than the peace-and-growth dividend. This is because an 

increase in transfer payments or a reduction in taxes of one dollar 

will generally not increase private spending by a full dollar, since some 

'• _'1'1'r. .... -• ... :~• _... - ,.,.-~.~"'- ,;, .. , • - - lo~-~- -

• • of the impact will fall on saving. 

·;t 

.. 

4,,·. 

• ,(' A-~- .... ·-·~ ::a: ... ,.,. • ·'"i .. 
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.D. UsP.s of the Peace-and-Growth Dividend 

··The projections presented above provide rough estimates of the 
I 
I 

fiscal resources that can be expected to become available in the period 

after the transition from war to peace in Vietnam. By FY 1972 and 

FY 1973, the peace-and-growth dividends can be expected to reach 

In succeeding years, the dividend should expand at a rate of about $8 

billion a year as tax revenues rise more rapidly than increases in 

. baseline Federal expenditures. 

The peace_-and-growth divi~end must be used in some fashion if 

the growth and employment targets are to be achieved. And it surely 

can be used -- through strengthened Federal programs and for tax 

reduction. There is no shortage of useful Federal programs on which 

the peace-and-growth dividend can be spent. Indeed, with given tax 

rates, the problem will be to choose among many worthy alternatives. 

A bro~d classification of the possible uses of the fiscal dividend 



developed by the Bureau of the Budget and the Council of Economic 
~ 

Advisers is presented in Table II, listing annual expenditure require-

list of programs is sufficiently flexible to permit a .. gradual buildup. 

as funds become available. The $52 billion total of the list far exceeds 

the estimated fiscal dividend and makes clear the need for careful 

choices. The various categories shown in Table II are discussed in 

the foll owing pages. 

Additional defense activities 

.. --·--"-=~-

The baseline level of defense expenditures used above in calculating 

the ffscal dividend was $66 billion for FY 1972. This was meant to 

mark a return to the pre-1965 level of defense outlays in real terms. 

Estimating the cost of the pre-196 5 defense program in terms of 
·-· 

current and projected pay scales and prices is extremely difficult primarily. 

because defense equipment, programs, and deployment, other than for 

Vietnam, have changed markedly since 1965 and will continue to change 
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Table II 

____ 

Programs 
Peace-and-Growth 

,.:..,...(annual-rates 
billions 

for Using the 
Dividend, FY 1972 

of- expenditur e--in --·--
of dollars) 

.,.-· 

,,· 

Additional defense activities ............................. 6.2 

Increases needed to maintain standards under 
cash benefit programs as general living costs rise........ 4. 8 

Expansion 
authorized 

of existing programs to 
levels . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6. 1 

Select~d new or expanded programs to meet 
major national needs .................................. 46. 2 

Total ............................................... 63.3 



in the futu.re. The estimate above implies that it would cost about one-

thir,d more in FY 1972 than it did in FY 196 5 to provide the same level of 

real resources for defense. In addition, there is approximately $6 to 

_$6-1/2 billion of regular defense programs over and above the $66 billion 

which are currently funded or appfoved. In orde~ not to exceed the $66 

I 
billion level for defense, approved program levels would have to be cut 

-~~ ·~- _.... ....-· ,:~ .,, ___..:.............- -~"'"· ;.~:,~ ·-~----- .,....... ........ - ~~-· -... -~ i 

~ack or markedly stretched out. Consequently, these additional defense 

costs may be a prime claim against the fiscal dividend. The $6 to $6-1/2 

billion additional expenditure does not provide funds for new defense 

programs currently under consideration. 

Increases needed to maintain standards under cash benefit programs 

"'·...._ 

To cover anticipated increases in living costs, cash benefit expenditures 

(social security, Federal retirement, railroad retirement,- veterans' 

benefits, and welfare prograrn:s) must increase by nearly 10 percent, __9r. 

$4. 8 billion, between fiscal 1969 and 1972. The baseline expenditure 
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estimates make no allowance for liberalization of benefits to compensate 

.. .,. 
··,-·",.~ 

for rising prices or for other reasons except to the extent that such 

.·--''"'~-~--- ~-

adjustments are provided for in existing legislation. Preswnably, liberaliza-

.tion of ·benefits would have a high priority claim on the fiscal dividend. 

Indeed, if there were no legislated liberalization, social insurance trust· 

.......... 

Expansion of existing programs 

Several Federal programs adopted in the past few years are not yet 

operating at authorized levels. To bring appropriations for these programs 

up to authorizations would cost $6. 1 billion per year, distributed as 

follows (in billions of dollars): 

·.) 



Education: 

Elementary and se~ondary 2.0 

Higher 

Housing and cormnunity development 0.7 

Water and air pollution control o. 5 

Crilne control and prevention 0.2 

Health training and research, etc·.· 0.4 

• Agricultural conservation and 
adjustment o. 5 

Total - expansion of existing 
programs 6. 1 

Since these programs are already making important contributions to the 

solut~on of major social and environmental problems, increasing their 

appropriations to authorized levels presumabiy commands high priority. 

}•levertheless, in establishing priorities, the relative value of each of 

these programs should be weighed against the new or expanded programs 
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in the following section, 

f New progr~ms 
r 

which may be of equal or greater value. 

' A variety of new - - or major expansions of existing - - programs are 

highly eligible claimants against the peace-and-growth dividend. Expendi-

tures for these programs, which are shown by major areas in Table III, 

....---·. __Jtal $4~ ,jL_billi9.!!,_....ln '!'anx i'!~.t~.~•, the ;!,mounts fali well below the....,.______ .._. 

recommendations of relevant recent task forces or study groups. Thus, 

they by no means exhaust the possibilities for Federal initiatives; rather 

they represent moderate steps that would help significantly in dealing 

with important problen:,s. Some of the details for the individual program 

areas are set forth in the following paragraphs. 

Education $7. 0 billion 

Preschool 

Elementary 

Higher 

Vocational 

and secondary 

$1. 0 billion 

2. 5 

3.0 

o.s 
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Table III 

tJ New Programs or Major 
·. Expans~ons in Existing 

Progz:ams 
.-(annual rates of expenditures 

in. billions of dotlars) 
~-·~ . ___:...:.,;,.,;;._--:----•-· ... ---•::....-~-)-- . 

Education 7.0 

Health 3.8. 

Nutrition 1.0 

Community service programs 0.8 

Jobs and manpower 2. 5 

Cash benefits 9. 5 

Veterans 0.3 

Economic, area, and other special 
development programs 2.2 

Crime, delinquency, and riots 1.0· C ~ 

· Quality of envirorunent 1. 7 

Natural resource development and utilization 1. 4 
< 

Urban development s. 5 

. Transportation 1.0 

National defense 6. 5 

Science and space exploration ·1.0 

Foreign economic and financial aid 1.0 

Total 46.2 
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··-.Th~ preschool program, an extension of Head Start, would provide full-

• • tim_e preschool for about 500, 000 children. The elementary and secondary 
I , 

. . 

education funds would about double the Federal support in that area, 

_raising to one- sixth the Federal share in the costs of public education 

by 1972. The funds proposed for higher education would more than 

• I 

double the Federal support of ,FY 196~.!- rn.aking_th.~_F.X. 1972 FedAW.- _ ..
.-7"~-+._~·- .. ~-~) - ' • ···--=------- -------....... .-• 

' 

contribution to higher education 20 percent of projected expenditures. 

The vocational education funds would raise Federal support about half-

way toward the recommendation of the 1968 Advisory Council on Vocational 

Education. 

Health $3. 7 billion 

Kiddie- care $0. 5 billion 

Medicare for disabled 
and coverage of high-
use drugs 1. 8 

Comprehensive health 
centers 1.0 

Hospital construction 
and modernization 0. 5 

The so- called "kiddie care" proposal would provide health care for 



---

• £ 

. mothe_rs and infants under one year_ of age. Medicare on a contributory 

basis for beneficiaries of social security disability insurance would paten---~,_______________ _____________:__ ._;. _ 
tially reach 2. 2 million persons in 1972. About 3 50 additional compre-

hensive neighborhood health care centers a year could be built for the 

• $1 billion listed above. The add-on for health facilities would enable the 

$Federal Gover!l-Inent_ tg_double.J.h,e....r~at~,..2i..o11tput of such faciliti~. as.. ,W 

' 

indicated by estimates of national needs . 
. ·- - ___,..,.__ -

Nutrition $1. 0 billion 

--.: 

_Nutritional supplements for pregnant women, nursing mothers, and 

small infants account for about $200 million, while the remainder would 

allow a doubling of existing food assistance programs. Considerably 

more could also be done in expanding nutritional programs for the elderly . 
...__.-. ·-- •· 

-Community service programs $0. 8 billion 

This category includes $0. 5 billion for expanded daycare centers for 

children of working A~DC mothers and $0. 3 billion for expansion of the 

OEO Community Action Program. 

https://tg_double.J.h,e....r~at~,..2i


Jobs and manpower· . $2. 5 billion 
I. 

•Public jobs $1. 8 billion 

..,..,..------MOTA ---,· • ------

Employment service 0.2 

Most of the current efforts in _public jobs is for summer jobs for youth and 

for work-training programs for youth and adults. The proposed expansion 

.--- - • --c>rabout-;-(fo: 000T<:>bs;-focludmg pul:illcse-rvice employment for lnechronically 

disadvantaged, is related to the proposed expansion in education, health 

services, urban and area redevelopment, etc. The increase in MOTA 

. training is necessary to hold down levels of un~x:nployme~t in accordance 

with. goals in Section II and also ~o provide trained manpower for proposed 

expansion in the constr~ction of public facilities in the new programs cited 

in this section. The growth in employment service operations envisions 

strengthening, decentralizing, and computerizing manpower activities, 

development on a viable basis of a rural manpower service, and greatly 

enlarging services to the disadvantaged.· 



Cash benefits $9. 5 billion 
~ 

Unemployment insurance $2. 0 billion 

f 
I Public assistance 4.0--------- -~ 

Social security improvements 3. 5 

_The unemployment insurance funds would provide for higher unemployment 

insurance benefits, extended benefits during recessions, and aid to the 

uliemployed through retraining, increasing mobility, and so on. The
~~•-I .. . . -~~--~ - --·~-- -~--- .. --~····-·........ 

allowance for income protection for the poor could permit revision of 
~ •. , ...:~ ..... 

public assistance standards and extend coverage, or the adoption of a_ 

modest new income aid program with objective standards, possibly with 

. ..... ,' . 

emphasis on families with children. The added expenditure listed above 

about 
could fill/40 percent of the poverty income gap for the poor. The social 

security allowance would permit a 10 percent improvement. This could 

include a higher minimum benefit for those dependent on. social insurance 

benefits as the main source .of income, permit liberalization of eligibility 

requirements for disability insurance, and some general improvement 

in benefit levels. 



,. ' ·•ve·terans $0. 3 billion 

!he higher priority recommendations made by the Veterans' Advisory 
---~-~-•---_,.: ___________ n______________ _ 

Commission in March .1968 could be instituted with these funds. 

Economic, area, and other special development programs $2. 2 billion 

Entrepreneurial aid $0. 5 billion 

Area redevelopment o.5 

Rural development 1.0 

Indian assistance 0.2 

The entrepreneurial assistance program could help in the development of 

areas populated by minority groups so- called "black capitalism. 11 

Area redevelopment programs assist growth centers in less populated 

areas, while rural redevelopment programs concentrate on small com-

munities, providing community facility development, special housing, 

and family farm assistance. The Indian assistance would pro,.-ide expanded 

programs in education, health, housing, employinent, and economic and 

community developme~t. 



,.......... 

. -~ 
'· Crime, delinquency, and riots ; $1. 0 billion 

Violence and riot prevention 

--------- • -----.-----------~-----
Safe Streets program 0.3 

Rehabilitation of offenders and 
delinquents 0.3 

...... 

Prevention of delinquency and 
crime by special measures for 

. delisquency-prone y_:oJ!!;h 
·~"'~· .• :,-....w- -

Fe<;!~ral aid to State and}oc~_! governments c<:>uld be prqviq_ed to help 

prevent violence and riots and .permit a higher degree of Federal readiness 

t 
to cope with such emergencies, in line with the Kerner Commission 

reconunendations. The Safe Streets program funds would be used to work 
~~. 

towards the objectives of the National Criine Commission with respect 

to strengthening the police and courts. Rehabilitation of offenders and 

,. t ~ 

delinquents would be achieved by intensive retraining and ·other 

T 



~lity of environment $1. 7 billion 

Aii: pollution prevention and control $0. 1 billion 

Public water supply construction 
~ffOgra:r_ns 0.3 

Water pollution control and sewage 
treatment 1.0 

Solid waste disposal o.1 

Natural beautification, environ­
.-mental-protection, and 
r·ecreational development 0.2 

Most of the costs of pollution abatement should be borne by the private 
! 

sector; however, some Federal funds may be required to enforce standards, 

investigate claims, or abate pollution caused by government or inallocable 

among private individuals. Assistance in exp,anding the Nation's water 

supply system will be limited to a small fraction of the $2. ~ billion annual 

requirements over the next ten years. Nevertheless, this assistance is 

particularly important in low income areas seeking to develop. Provision 

of more recreational areas near population centers would pe made possible. 

·-------------------



Natural resource development and utilization· $1 . 4 billion 

Sand and forest conservation .z 

Mineral and energy ( ex. hydro. ) .2 

Natural environmental development . 5 

Department of Interior, Corps of Engineers, and Department of Agriculture 

.:...---

programs relating to land, mineral, energy, forest, recreational and 
--.

'" 

other fields have large backlogs of useful projects, many already planned 

and authorized but held back for budgetary reasons. 
. . •. ··. 

Urban development 

New cities 
; , 

Land acquisition and financial 
planning (suburban) o. 5 

Urban mass transportation o. 5 

Model cities 2.0 

Other urban facilities and renewal 1. 0 

Metropolitan development assistance arises from recognition that.orderly 
•'. ... . __.. . -· -· ._......... 

development requires improved planning and coordinated advanced land 



JI .• 

acquisition. Each of these programs emphasizes these requirements, 

I 
whether in new communities, suburbs, or older central cities. The 

allowances represent on a fractional contribution to the reconstruction 

and development of the cities. 

Transportation $1. 0 billion 

~ •··-~Mrway and airport moderni_zation $0. 4··billion 

Rapid interurban ground transit · o. 1 

Modernization of merchant marine 0.2 

. Motor vehicle and transportation 
safety research and safety grants 0.3 

Economic development,· safety, and national defense concerns all points 

to the need for expansion of investments in the improvement of the prin-

dpal elements of the Nation's transportation system. 

National defense 

Military construction $1 ~ 7 billion 

$6. 5 billion 
.-,,,,,;r. 

Family housing :0. 1 

Aire raft development 
modernization 

and 
2.0 

Shipbuilding 1.5 



Production base modernization o. 5 

Meeting inventory objectives 0.7 

The programs -would permit the construction of defense installations-and 

family housing projects which have been held back by the war in South-

east Asia; would provide funds for research, pro<;=urement, and operations 

in connection with aircraft development 1_>rograms, such as the VFX, AX, 

·Ii,. 

and FX; would permit modernization development of naval forces; would 

allow for renovation and modernization of munitions plants, shipyards, 

etc; and would make allowance for inventory adjustments that might not 

be taken care of in the period of Vietnam phasedown .. 

Science and space exploration $1. 0 billion 

Post-Apollo space program $0. 5 billion 

Scientific research in oceanography, 
comm_u!).ications, social and 
behavioral sciences, and natural scienceso. 5 

The allowances would permit the science -and space agencies to fund 

some of the research opportunities not covered in the stringent budgets 

of recent years. 
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Foreign economic and financial aid $1. O billion 

II 

This _additional amount would help to meet growth targets in Southeast 
. I· 

f-
l ' 

. Asia and un~E:! the A!~i~_gce jor PrQg_r_es.s .. as.-well as.t0--.cove~r---aid---------'__________ ,.. . . 

requirements; however, even this increase would riot return our foreign 

assistance program to levels of a few years back. 

Possible major new initiatives 

LTh~ Jlr0g ram-; iticluded !;;'Table I;-and discussed a bo~::-::;~-s-e_n_t ..., ....... ---

.. ,.....__._ 

for the most part, expansions of initiatives that are already under way, 

in many instances on a relatively small scale. The proposals are new 

in the sense that legislation would be required to implement them, but 

in most instances they do not represent entirely new approaches to our 

problems. 

The major domestic is sues facing the Nation in the next few years 

are the problems of poverty and of urban development. Both of these 

problems are· extremely complex (one-third of the population and one-

third of the poor live in the central cities of metropolitan areas). Many 

UZJWISSU:itt1&%A-AMW)M(h$$!.0..._<WWJ&.£t&:SA.WWW+GQC " ·--->. m:;ase.J.•%-suau;v ~ 



of the programs listed above are designed to alleviate poverty or revitalize 
' 

- urban areas. Indeed, out of the total of $63._ 3 billion of expenditures_ in-

. . . ..,._. .. . 
eluded m Table ll, • rougliiy-$Ttr'biflion-wouta: be dire'cted toward the poor 

- --and another $7 billion would go toward urban development. 

The approach reflected above is essentially piecemeal: expand or build 

on existing programs. For poverty, this means increasing aid for children, 

improving the diet of poor families, manpower training, social security, 

unemployment insurance, and welfare. For cities, the approach emphasizes 

a modest piecemeal expansion of air and water pollution abatement, urban 

transportation, Model Cities, crime prevention and public facilities programs. 

-- -In place of such a piecemeal approach, other more elaborate proposals 

could be directed ~t the poverty and urban problems. These proposals would 

- not eliminate the need for all of the special programs n:ientioned above, but 

represent substitutes, in each case, for some of these programs.they do 

Since the draft raises major issues of equity and has important social implica-

tions, two proposals for major reforms in the system of recruiting military 

_manpower are also included below. 



- --~-- =-- --·. .-., •. 
: t, -

Comprehensive income maintenance $15 to $20 bi~lion 

(There have been.widespread discussions of the "negative income tax" 
l _.. 

--- j - ·- - -

a-s,a'simple and-equitable device· to assist those in poverty. To make a 

major contribution, the negative income tax would have to be quite expen- . 

sive. If it set a minimum income standard close· to the poverty line and 

I , . --: :· ~:: ~ : • - .-__ . . • : . . •- • . 
sought to preserve work incentives by keeping the "tax rate" moderate,
I . - ··. - . . . , •. - --:---. -
i 

- -- . - .. _... - .. . - . 
--
. 

. - . . . . -
' 

. . - - -- -- - - .. 
it would necessarily involve providing substantial assistance to families 
I - • 

above the poverty line. For example, a plan which set a minimum of 

.... 

·$3, 000 for a family of 4 and which taxed the earnings of negative tax 

recipients 50 percent would pay some benefits ~p to a$6, 000 family 

.. -- ... -

income. It would cost about $f6 billion more than the current welfare 

system, and only about half of this increase would go to those below the 

poverty line. A somewhat more modest plan, added to.the present 

income maintenance system-for a~i gro~ps· not· no~ covered, and involving 

a minimum payment of $1, 000 to a family of 4 and a marginal tax rate 

- =. - - ....... --



-.... 

of ·soperc~nt, would increase income maintenance costs $5 billion, 

all of which would go to the poor. Any of a variety oi plans, including--··-

children's allowances, would represent a major step toward a general 

income· maintenance system. The amounts shown above are· ir).tended 

to give a general range for the cost of a major new initiative in thfs 

direction.·------~- -~ •• 

Another possible initiative would be federalization of welfare costs, ___ 
• .. ,. - 0 • L -•- ---. -~• 

either through a new general program or Federal assumption of present 
... 

programs. It would save State and local governments abo\l.t. $4 .. 0 'i:>illion 
. ' 

annually by 1972. 

Adoption of a major initiative in income maintenance would eliminate 

the need for some -- but not very many -- others whose benefits go 

mainly to the poor. Income maintenance would serve as a ·means of 

•protecting people in the short run against the ravages of poverty. At the 

same time, initiatives_ in housing, health, education, and job training 

would still be necessary. 
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Revenue sharing • $5 to $10 billion 

Grants:..in-aid _by the Federal Government to State and locc!:l govern-
.. ----- . . . • . ·~- -· - -·· 

programs listed above would involve additional categorical grants. As a 

means of relieving the mounting financial pressures on State and local 

governments and possibly reducing more onerous and less equitable State 

and local taxes, the Federal Government might adopt some general scheme 

-
of revenue sharing. A number of varieties have been proposed -- including 

a return of some personal tax revenues to the States (and/ or localities) 

and a Federal credit on State income taxes. 

Model Cities Trust Fund $4 bi_llion 

,, 

A variant of revenue ·sharing worthy of consideration wo1.1ld be the 

e_stablishrnent of a trust fund to finance a generalized Model Cities 

program. The capital cost requirements of rebuilding the Nation I s cities, 

though not the greatest expenditure problem of local governments, are 

quite impressive.- The Model Cities program is a first step towards a 



_a ~ene_ral 1a~ sistance ~rogram for the cities, oriented towards rebuilding. 
, . \ ~ 

The Federal Government could pay a certain amount (perhaps $4 billion)
I . • 
I , 

...;.....-i,;:;,~•'".... •---. :,._,.•~_.,._. -~- .,_ -----------~-.,.~•- . _.,,, ______ R-~-------~ _______ ,,,._,,.._. __ _ 

into a Trust Fund each year. All cities would be eligible for the Trust Fund 

program, with their share in the funds proportionate to their low income 

population. Cities would become eligible by submitting and having approved a 

comprehensive development plan (encompassing metropolitan planning agen-
. I. . . 

~~~ .... •.-... ~ -. ' --~--~.ir.~., .,._ _~ l C ,~..,.,1 • • • ·,.:.. ... ----:"" ' -.. ~•,...-~ .. ~'.;., .. -..-..!~"': .J:. f'r"-:~- ~ 

cies in large urban areas). As under the highway trust fund, cities could 

then proceed to build whatever portion of their planned activity they chose, 

gover~ed by the funds·availablE? to them in any given yea·r. 

_The list of programs presented above includes $2 billion for the Model 

Cities program. Th~ trust fund plan would represent an enlargement 

beyond this amount and would make provision for an orderly, more 

. dependable financial basis for the program. 

Community development bank· $5 to $10 billion 
- Of. r-e~S OU r Ce S 

The establishment of a community development bank has frequently 

been proposed. The usual suggestion is that the bank be set up outside 

the budget, raising its fu~ds in the capital market and lending to State and 
i.YE!t.b!Clb!CWWWtiWS'.t~Y.t$)Piit¾i#W •A/1!!14}M ◄;.. ":'( '.-.-,rm.ea: $L&i¥KWE£•WW&wt%WWWJ2LJ±E&L&%i.2➔~-rJW:i!ii.Ji&.W.LWWWMM m . wt!WWW&IB R W 
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·I 

local governments (and perhaps to private nonprofit organizations con-· 

'cerned with urban and regional development). Bonds issued by the bank 

. ' .:.:...:.-
-·~-::::- -..jlt -

• could be given a Federal Government guarantee, and interest on them would 

be subject to Federal income tax. The proposal probably would result 

in lessened use of tax exempt securities by State and local governments, 

:... ~th_eieby_ re9-}lcing t_he ,excessive load that has been placed on fp.is area.~-

the capital market. The increased Federal revenues obtained as a result 

of the displacement of tax exempt municipal securities by taxable securi-

ties of the bank would be used to subsidize the interest rate charged by 

the bank, the_reby enabling it to lend to State and local governments at 

interest rates below its borrowing rate in the market. 

The net impact of a community development bank on the Federal 

budget would presumably be minimal, since the cost of the· interest 

.....subsidies would be wholly or largely off set by the revenue gains from 

the displacement of ta~ exempt securities. However, the main purpose 



. - -- -...._ .- ----;;- - - 71 

of the ente'rprise would ·presumably be to make larger amounts of capital 

~y~;_l~ble_f~r_ ur1,a~ and: ~~gional development. To the extent that this 
I • 

9~~~rz:~dt: t~e 1;,a~~•.s own borrowing to finance its lending operations would 
- - - . - - • - - . . '~ . 

force up interest rates, causing some cutbacks in private spending. But 

this rise in interest rates would be unlikely to cause a fully offsetting 

rtduction in credit-financed private spending. 

Thus, the establishment of a community development bank which 

made an expanded supply of funds available to State and local governments 

.. 
. would not by itself divert sufficient real resources from other uses to 

~llo'Vv'.'_a large_r_ vol~~ _of development projects. To the extent that the 

operations of such an institution raised non- Federal spending, corr es­

"-
pondingly less room would be left for increases in Federal Government 

expenditures or tax reductions. The Community Development Bank pro-

posal would absorb a greater amount of the peace-and-growth dividend 

that the Federal budgetary expense would imply. 



- - - -- -
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All vol~::e.e= ermy $5 fo $9 billion 
~ 

. 
Pu.1::::5.cdiscussion of the problems. in the current military dz_-aft has 

led to s---~.gestions-for substituting volunteers for draftees by increasing- -- --~-
c C .C ·,.:~ ~ : ~ :_ . ~ ~-~ : ? :·. > • = ~ --. :-. ·: : :'" :-: . -. : ~--; : : :°: • • - . • • • • : --; ..C" ~- ~ ~ i·: : - ...~ -· •• 

comper:.~tion. Advocates point to major benefits from the elimination of 
. . - -

.4- ;__, ------- --· - - - ...-:. -- ---. -:. - -: ... .. -~-----.;. --

compuls::.on, the improved morale of an army of ~olunteers, and the greater 

equity c.5sociated with imposing the burdens of recruitment on all taxpayers 

not just those who are inducted. 
. . . 

,,. •• C :.-.<c E:'.i:.:.::.·..:··.c:·.· .:: E. 

Finally, proponents claim that an all-volunteer system would improve 
,... . •· - . - --.-- --... 

efficiency of the civilian economy. Since individuals could plan their 
... - . .. . - .. --·-- -·-. - .... - .... -- .__ 

future with more certainty, long- range decisions on schooling, on-the-job 

training, and employinent would be made in the light of economic_ considera-

tions, not to escape or delay the draft. Moreover, those who could con-
.:. :: : -.- --- ... -

tribute most to civilian output would be unlikely to become recruits. Under 

the draft, highly skilled individuals are sometimes used as foot soldiers 

with a loss to the Nation of the individual's skill. 

https://compuls::.on


National Service Corps 

I ·- . . •- .. . 
/ This would be an alternative to the Volunteer Army as a solution to 

1---­, 

the military manpower problem. Every young person would be expected 

to give at least two years to the service of the Nation, either as a member 

of the Armed Forces or doing civilian work that would contribute to the 

.Lution of-important national proble:mr.-.------•.r- ~;._,."'. __.............,,-----· 

Conclusion. 

It is clear that the problems of poverty and human resource develop-. 

ment, together with the pressing needs to improve our physical environ-

. ment, will iinpose very heavy demands on our national resources and on 

the Federal budget in the years ahead. .The end of the struggle in Vietnam, 
,,_' 

together with the expansion in tax revenues resulting from economic 

growth, will make a sizable volume of resources available to deal with 

these p_roblems. But the t>eace-and-growth dividend will not reach the 



----

,•· . 
••• •., ~ • ,. •i 

' 
heroic proportions that are required for several years. In the meantime, 

some very hard choices must be made choices that involve the balancing 
•• • .- \ .. I• • '!._ ._,• • ·~- ,.._ .~ • ·•c-•.':..-•- ,_,:,.....•~-' "r .~~---=:-7'11------

•. . ..,. . . 

off of defense spending against nondefense programs and the careful 

selection of the highest priority programs in the nondefense area. The 

calculations set forth above allow for tax reduction f.r_om present rate 

ievels~ tlirougli the-expiratJ.ort'of the 10 percent surcharge and-of certain- • -

excise taxes. These funds would be turned over to th~-private sector 

• to. be spent for private conswnption or investment. But in view of the 

vast and urgent needs of the public sector, further large- scale Federal 

•· tax r·eductions would not be desirable in the years immediately following 

the end of Vietnam hostilities. 



-- -··. ·-- - . . - -.- . - . ..·-""=-.:..~_- ------:.:.--·-· :.;..;..· ·- - . ·-

.IV. Policies to Assist Particular Communities 
. .,i· and Individuals 

·•. •. 
• --~- ;_· ·:~ ·-: :"~ ~-~-·- •••• ,· . .'· _._ •. 7 .... ·, - : 

'.·- • . • . •• .~ .. ~--· 
As section II of.this report ~mphasized, the principal weapon for 

maintaining high. employ~ent duri~g the transition p~riod· of dem9biliza-
... •· ~. -~--~..;.~_:..~~.;:-_..-: ·, .. ·. 

tion and declining defense spending should be monetary and fiscal policy. 

• • -
However, no matter how smoothly and effectively the necessary monetary 

and fiscal adjustments are made, some communities and some individual 

workers are bound to experience severe adjustment problems. Accordingly, 

monetary and fiscal policy must be supplemented by specific adjustment 

--' -~:~meaiflir~s t~ ·assi-s-t such c~m-munities and individuals if th~-r-a~·on-·is ........ 

to be accomplished in a fully satisfactory way. 
·- ·-----

·The Magnitude of the Post-Vietnam Transition 

... - • The magnitude of the demobilization dislocation will vary with the 
• ·... ~ - -~. • . '. <"~ 

. specific demob_ilization scenario. pnder the particula.r s~enario used in 

• _. this paper, as many as 750, 000 civilian employees could be required to 

. . . • . . 

• shift their jobs_ as a result of the _decline in defense purchases from the 

·private sector. In addition, there would be a reduction in the armed 
' ·'' • 

forces of l ,_ 000, 000 and a decline of 170, 000 in civilian personnel in DOD. 

•This would be partially offset by a decline of 250, 000 in the number of 

women in the labor force. The net result of this would. be ·an increase of-
920,000 in the private labor force. Altogether, these adjustments wo':11d 

,_.---·-,.-·.· ··--~-
generate a need for the creation of about 1,670,000 additional new jobs 

spread over a period of 10 quarters. 

J 



- .... -
- .. ~-::-~_-~- -. :--:_· __ :.. _--·:-: .·-:- ! -

-:o-·-··._-=-•----~:-.:.- --;-r- • 

To give some perspective to these figures, the average number of 

layoffs per' month in manufacturing a_lon~ was 230, 000 during the labor . 

shortage of 1966 and 271,000a month during 1967. Manufacturing
I • . .. 
1. 

employers were hiring workers at the -rate of 729~ 000 a month in 1966 and, 
~----•-«---- .. -- - -·-- - .... --. ____ __,..,.,, ~ • - --~~ • . . . . . , : .. ----· --

in 1967, at the rate of 619, ooo~ There are no C<_;>mparable data for nonmanu­

facturirig sectors, However, manufacturing accounts for only a quarter of 

the civilian labor force; layoffs and hirings for the total" economy must be 

far larger. 

-~~---

~u:::,:w;~:,.._ ~- L T: a:.•d~:a:~=--a~~~~,:~".:ptations of tlie' .. . 

labor market. They do not suggest that specific problems of severe dis-

.• location in certain areas do not or will _not occur, nor that defense cutbacks - --;:.-
• . . . . . . • . . .• 

will produce the same mix of frictional and structural unemployment that 

exist today. The figures do indicate that the magnitude of the demobiliza­

tion program should be manageable in an environment of over-all prosperity. 
• -

Federal policies must as~ure that the job market will be able to absorban 
~ • . . ' - . 

. . . 

added 100,000 new job seekers a month. 

Proper fiscal an<:1 m_onetary policy should ensure that the demand for 

labor remains strong. If over-all unemployment remains low,, the shift 

of individuals and communities to a peacetime economy should, in general, 

, .• 

be relatively easy to accomplish. 

The measures propo_~ed e._~low_will assist monetary and.fiscal 



policies to produce a smooth noninflationary transition ~y inc-~easing the 

' • 

;m?bility of resources from sectors of the e~onomy experiencing contract-· 
~-. :,. . ·: .. •. •. ·. ·.. 

\1- • '· ,: ;.•. ·- , •• ~;;:. : : 

., -~ 
--- .. ··:"'."'" • e:xperie-nc!rig-~~pariding· dem~nd ..:-ingcteftffti~o-s~ 

. ! . . . • . 

,. 
will ease the transition for specific individuals and communities most 

severely affected by demobilization. 

Sur.nmary of Recommendations 

'l'he principal immediate order of business is to establish a Re.:.. 

-·· 

- adjustment Operations Committee to assume th~ r·esponsibility for detailed 

planning of Federal readjustment assistance and to main:tai:n relations with 

_ \··;::.: • State ·and local demobilization planning authoritie·s~ Later·, this co~ittee 

;.-

should .be responsjble for coordinating Federal ·readju~tment programs. 

;_•. 
•' 

·t _t·--~-:, ' ~ 
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Th~~magnitude of the program~_th~t will be required to i.nsu~e a 
,_ ... 

•smooth transition during demobilization cannot. be determined at this early 

date.:· Federal program needs will depe~d upon the speed of demobiliza-. . . . . 
' . :· '. 

,.,.~.ri:...., ___.__,...--,, .. • • • ,.,,~·,,,,. ,.--· . , . . . ·---.-..:--~· _.._._ ________ ,._,.__.-:-"'__ .. _,~. 

.'-tion, the geographical distribution of_ cutpacks in defense expenditures, 

the size of the permanent commitment of military forces in Southeast 

·Asia, and a number of other factors which will not be known until either 

just be~ore or during demobilization. Nevertheless, some tentative limits 

can be placed on the approximate size of these programs, as shown in the 

_._.....-~-

_.,.._ 

·program Low High 

EDA Community Development 
• . Assistance -: . • :.. ""{. ~ \t ...$20 million . $50 million 

• ~- ' • - >- ·... ,·. 

SBA Loans. 

Homeowner Emergency Loans· (HUD) 

5 

1 

10 

. MDT A Training · 53 140 

Employment Service 7 20 

Relocation Assistance • __L _li 

$90 $238 

?.' 
The occurrence of international developments that will permit· -

demobilization will be separated 

. . 

date when actual demobilization 

by a considerable time period from 

. . ,.,..,_....;,, -~ ·~ '"·""~~;._,_ 

begins. This interim should be used 

the 

to 

seek supplemental appropriations for readjustment. Allexpen4ilures from 
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;:,_·... 

. . 

. special appropriations should be coordinated by the Readjustment Operations 
,. ··. . ' 

Committee, _thus insuring interagency cooperation in attacking the problems 

of dispr_oportionately affected communities and individuals .. 
••.~ 2.:: ~-.. 

. '/_;,: ··;· ::::_/:< ·:_:~W~en~ dem,obilization plans.are definitely known,_ more _e:x;a.cLprogram. -~------

. . 

expenditures should be determined by the Readjustment Operations Com-
~ ':. 

' 

mittee .. Initial appropriations, however, should be at the low end of the 

estimated range, with executive and legislative branch understanding that 
. . • . . . 

. . . . 

additional approp1·iations may be n·eeded if the magnitude of the problem 

is more severe. 

These program supplements would be re.served for users directly 

• 1 

related to the post-Vietnam transition~. In addition, funds should be re-

quested to provide returning servicemen with veterans' benefits und~r 

•·e,dsting programs and to assist State unemployment insurance programs 

• , in case of high unemployment . 

.' Before the beginning of de~obilization, permanent improvements 
.:..-' 

should be made in some existing programs to facilitate the successful 

transition t<;>a post-Vietnam economy. Unemployment compensation should 
'·, .... 

be improved by increasing coverage, raising benefits, lengthening the 

~uration of payments, and improving the financial base_ of the system. In 

addition, the Administration proposal to establish minimum standards of 

vesting of private pension plans should continue to be pursued. 
C : . • -: 



- -

_go 
,:. ... . ,. __ ,,. ,, 

- f ~ 

• ---Rec9mmend.ation No. I: Establfsh--a Readjustment Operations Committee. 

• The __specific details of the proba~le size, duration and nature of 

··--·· 

• demc;;bilization will change over time, and consequently the detailed opera-
--- :- : ..:_ ___ • .:~~-- ------"'"""~-~-~-·--~----------- ·~------'-.......... ...... 

tional planning of program r~quirements must be. conti:n:ual~y r·evised~ 

Furthermore, the principal policy instruments are in two different execu-

. ·---
tive departments -- Labor, for manpower training and employment services, 

and Commerce, for community assistance so that coordination is re-

quired between agencies. Finally, some States such as New York and 

..,~-~;"':-New--J~-ey;. ·are·ac.tively engaged irrthel:r own-demobilization planni~g ~~d 

require some central point for their communication with the Federal Govern­

ment. 

• Accordingly, we recommend: 

. A Readjustment Operations Committee should be established in the 

:near future by Presidential memorandum or executive order. It should be 

. composed of the Secretaries of Commerce, Defense, and Labor, the Director· 

of the Bureau of the Budget, the Chairman of the Council of Economic 

Advisers, and the Director of the Office of Emergency Planning. 

T~e organization structure of this committee can follow either of two 

•'-.,. alternatives. 

Alternative A: The Secretaries of Commerce and of Labor could 

act as co-cl~airmen. The principal advantage of this organizational 

structure is that these are the two agencies with the deepest 



------

..---.·· 
: ::· • ·progr,a~matic involvement in the operations of the committee . 

:.~-;.:,: ..:,,.... 
: . . ~ . ~ ...- . . ., 

·;, • , :. • 
~ 

•. --; •• Alternative B: The Director of_ the Office of Emergency Planning 
.. •·..,.. .• ,:;. 

.• ~: • • ~,..-:- < ~~ . . : .. • . • . : . ~ . . . • . • '. ' 
•• ) couid act as coordinator of committee activities, in the same fashion 

. I • . • . . 
~-· 1- . 

-----~_-.,_;,__,: _____________---· ·-···--··--------,'-'-"" ___ 
•that the Chairman of the Council of Economic Advisers coordinates 

I': 
.... - . 

the activities of the Cabinet Committee on Price Stability. The prin­

cipal advantage~ of this structure are: (1) before demobilization 

occurs, the principal activities of the committee will be in planning 

and in maintaining relations with State and local governments, both 

•• _.., ____ ,;..,/....,..._. a-Jioe--existi:ag-activities (-z+the-....sta£f of...th.e....c..ornmittee. -~.-e&f-wli-iebo .. .oLOEP-;,. ._ 

would be primarily drawn from OEP, at least in the initial planning 

• stages; and (3) the only historical precedent, the Office of War 

Mobilization and Reconversion, was an agency in the Executive Office 

-·which oversaw a number of reconversion activities in executive de-

.. > ~< ~--·... partments after World War II . 

•The_Readjustment Operations Committee will have both predemobil-

. . . 

ization and post-demobilization responsibUities. 

Prior to demobiliz'ation, the Committee should: 

•(1) .Engage in continued planning activities in preparation for demobil- -

'. . ization, including frequent updating of the demobilization con.;. 

•tingency budget requirements of those agencies involved in 

_community and individual assistance; 



-: ... 

•. (2) . U?,dertake and support research on characteristics of individual·. 
&.. 

"V .,.: .> ';: > --:'\:'c:om~i:.i~itf~~ likely to require special readju~tment assistance 

·_::>.\\·. : ~·,: and. ~~ othe; t~pics.pertinent to dem.obili~ation. policy; 
••. • :~ . -i. -~-·- • • • • • . • • 

---~,... .....:.;.~-.- . ....:··~c"2'3.,.)-iA~ctasa: of feclinical aclv1ce and iiiiorinafa~n for- .. ...:...;.--,.· source Sfate 

• •• ' •. . ·-

and local government demobilization ·planning authorities, and 

coordinate Federal planning activities with those of other levels 

of government; and 

(4) Coordinate an inventory by the Departments of Defense, Labor,· 

.,_. ~-~~.;~::_•;-,-~~f~~qo~~.,;!_Ce £~_.s~!_l,l~ .. ~nq_!_!ain~~.g0Qf 9~ense.iz1d.q.~ry, ,. .. -.~----~~~0 

. workers and armed services ~ersonnel, and make an assess-
• : f 

~• y-· 1- • ~-- •. _~_... .,/ •• ,.J,., • • _... ;. . .. 
•ment of the skill requirements of potential sources of employ-

ment in defense-dependent areas. This effort should include 

matching defense contractor and military job classifications 

with the DictioI1ary of Occupational ·Titles . 
. _,. : 

. . ···During the demobilization period,. the Readjustment Operations Com­

mittee should. be responsible for the coordination of Federal assistance 

programs to communiti~s. and individuals with severe readjustment prob-

lems. These responsibilities would include: 

(1) Identifying areas experiencing, or likely to experience, high 

. unemployment during demobilization: performance of this 
. . . . 

Jund:fon will require that the Department of Defense give advance 



. . •'. . .· ._.--~ . . ..- .. - .. 

•po~ification to the Readjustment _Operati~ns Committee of ·.. .;/ ' . : . 
... -~ . . 

. impe:1-ding contract cancellations and_ military b~se ~losings, 
\ . 

• _.I• '"'.: 

: and that the Departments of Labor and Commerce keep the 
. . . . 

-:------:~~ .. ~ .,--.,, ---,-...,,~--,,..-- ~ ____,__ ..•~... .. ____ -~ 
' • Committee fully informed of e~onomic developments in areas 

with significant defense-dependent em'ployment; 

(2) Determining, in cooperation with State and local governments, 

the appropriate size and mix of Federal assistance programs 

j 

• for dealing with the specific problems of areas with severe 

. . 

(3) Recommending specific program actions and budget alloc~tions 
. . . . 

to.deal with the problems of severely affecte.d areas. , In thi; con-

nection, . the Committee should_ establish inte rage_ncy ..te~Fls .- where • 

. appropriate, to assist these localities. 

• Assisting Defense-Dependent Areas 

: _:_One major measure to be coordin~ted by the Readjustmen~ Operations 

Committee is community assistance for those communities which have ex­

perienced a rapid incr~ase in employment .due to the establishment or 

growth . of a def~nse ·plant or military ba_se. Through the defense buildup 
: 

of 1965-66, twenty-one lo~alities experienced increases in defense employ-
. • . 1/ • 

ment exceeding five percent of their total work force. - These localities 

1 / In the 1965-67 period, thirty-eight communities had increases in defense 
employment greater than five percent of their total work force. 



- :.. ;.;. ·r ,. •~ • •· • -- . . ' ...., . .;- -, 
• ·-- --►. ~ •• .• : •.. ,; .J :.. 

. • ·ranged in dze from moderately large metropolit~n areas to small, rural 
-. & • . . " •.. 

•communities. Eight of these areas are predominantly rural counties with 
.r 

. I· 

no urban center exceeding 12;, 000 population. • The latter communities 

-depend ·upon defense-reiated activity for between eight an~ 26 percent of 

. . 

their total employment, and are especially likely 
~ 

to experience consider-

able unemployment if, during the adjustment, their defeJJ,se plants or mili­

tary bases are closed. 

· _ · _ · . _ 1 _ Other measures of defense dependen~y. show corresponding increases.: 

--~--The· nutnber: of·areas··wh·e:r·e·defehefe ·wor1(er;s-- c6nstituteove'rs""'ixi:>ercent of ___ 

the work force increased from 103 to 155 between June 1965 and June 1967, 

. . . 

while the number of areas with more than fifteen percent defen&e dependency. 

·_ rose _from 24 to 54 during this two-year period. • Many of these-communities 

are particularly vulnerable to curtailments in defense· work or closings of 

military in~tallations at the end of hostilities in Vietnam. 

Some of these communities. do not have adequate redevelopment po-

• tential; in these cases the Federal _Government should assist in relocating 

unemployed individuals, >:~s outlined in Recommendation No. S. Other areas 

possess redevelopment potential, but will require Federal assistance to 

reorient their economies to the peacetime environment. 

-----.~ .. 



···,---·-···-.- -.~- .. ::--._ ..... ~.,, ....... 

Re_commex:i.dation No. 2: Provide Community Redevelopment Assistance. 

_:,_-·Among the activiti~s d~fense.;.·dependent communities mu_st undertak~ 

to att'ract new in~ustry are Flanning, public relations, modernization of· 

----------------- -------- ,_________________ _ 
•public facilities, industrial site development, and the reconversion of 

..,_ 

defense installations to other uses. The administrative apparatus for pro-

. . . ... 
viding assistance for these activities to communities with redevelopment 

potential already exists in the Federal Government, particularly in the 

Economic Development Administration (public works and industrial develop-

~-- •--i:-•'·, .....ntent·grants and loans to eligible communiti·es and technical-a-ssistance) .....-;,, • p·-· 

and in the Small Business Administration (loans to small business enter-
~ .. -_ ·.:;I .... - .............. ~----"··- • • ~..,. 

prises). 

_The total expenditures required for community development assis­

tance cannot be estimated with exactness at this early date. The President 

_should direct the Readjustment Operations Committee to review periodically 

the need for community development assistance and make recommendations 

to the President· regarding approximate funding requirements. An appro­

priation_ of approxim.ateiy $20-$50 millio:i for the Economic D~velopment 

Administration ~nd $5-$10 million for the Small Business Administration 

•. will probably be required, the exact amount depending on the speed and _ 

extent of demobilization. Again, however, the initial appropriations should 

_assum·e the most favorable condition for any demobilization situation, with 

an indication that thes~ funds be designated an emergency reserve to be 



:~. ~- .- ,'') 
. i • ...... ~-::. ~"'. . , ... 

used exclusiyely for _assistance programs to communities experiencing, or 

. . 
• expected _to experie~ce, a sudden .rise.in unemployment to at least 150 per-

••. cent_ of the national unemployme~t rat~ due ·directly to a cutback in defense 

-----expenditure-s-iirthat-coffimunity~ • (TE.Is uriem.pioyment trigger is currently 

used to determine the eligibi_lity of communities'for EDA assistance.) 

..• : - • :.1.._;,. ; 

Assistance to Dislocated Individuals 

•. 'Yhile most of the individuals who lose their jobs or who are released 

. 
· some will not possess sufficient skills to obtain a good job, while others 

will be·-geographically isolatelfr;;;; job 
·-. 

opportunities. Federal programs 

can be of significant help in matching individuals to jobs. The following 
} 

programs should be undertaken to ease the impact of c1emobilization upon 

these most seriously dislocated individuals. These programs should :t>e in 

~ddition to long-run activities und_ertaken to assist the disadvantaged. 

Recommendation No. 3: Strengthen the Federal Employment Service. 

Post-Vietnam dem-~bilization will place a significant strain on the 

resour_ces. of the Employment Service. Prior to demobilization, plans 

should be made for: 

(a) Expanding the staff of the Employment Service offices and add­

ing to their capacity for handifug1arge·"ii~-;;;be~s of vet·e;~~s 

. and laid-off defense workers; 



81- -
.. - . 
·; 

(b) , Improving the flow of_information about job opportunities out­

s_ide the local labor market area to give workers information 

--.-.c____:? ·•::. about job opportunities in other counties and States; 

:~·--::~~-·~c~, "stat-io~ing employment s-;;;i-ce ~taff -~t l~-cati;ns -·-T~mporarily 

c;nven_ient t~ m.ilitary personnel about to be discharged. 

These improvements would not only ease the readjustment after 

.• -.Vietna~, but·would permanently strengthe_n the Employment Service, and 

thereby ·reduce the .ribrtilal arrrorit. of fridionar unemployment. The addi­

. • ·tiona_l financing required for these improvements (between· $7 and $20 

C: - -· • • • .. • • ... • • ... . - , . ; • ; • ~ • • . • . • 

. . -~ million} should be in.duded :in the· ·special s·upplemerital appropriation des-
!· 

cribed above. 

Ccllecomm'endation No. 4: Limited Expansion of Manpower Training. 

Some individuals dislocated from defense employment will require 
J 

retraining before they will be able to find a good job. The cost per trainee· 

. :2 -~ the Project. Transition progra~, which prepares servicemen for civilian 

.::__.~pUiyment:~$500; ah'd_th~~oc9t1.pati~nal training_co_st per trainee in 

othet tila:npo~e~ pr.ogra~s, which would apply to some laid-off defense 

·workers. and a few returning servicemen, is $2000. (In addition, Project 

Transition trainees continue to receive their military pay and other 

Ai with community -dev·elopmentsa·ssistance, determination of the 

necessary increase in expenditures for these programs during demobilization 



cannot be made until further information regarding the size of the demobil-.' . . •. ' • 

ization 
. 

and the . inventory of defense industry skills is available. .The 
. 

· President should direct the Readjustment Operations Committee to stib"'":mit • 
•, • I •. , • . • • . • • - •• , . 

soon as a definitive decision can be reached. Meanwhile, on the basis of 

preliminary investigations of the need for manpower programs, a reason­

able estimate of initial ~-~ntingency approp.riati6ns requirements is 

$13 million for Project Transition and $40 million for other MDTA pro.::­

_,,_ ~:,,~_grams, with thes_e_funds.to. be_resei:~.sL.fo.):~ exclusive use in connection 

with post-Vietnam demobiiization dislocation. A $53 million special fund 

,. , ~ould ~rovide as~ista~c·e t~ 26, o'oqservice~e~ th~ough Project •• Transition. 

and 20! 000 regular MDTA enrollees, Further appropriations may be re­

quired up to $140 million for both programs. 

,.
Recommendation No. 5: Provision of Relocation Assistance, 

.1 ·: Low income individuals dislocated by a defense cutback who live in 
• - . . 

isolated communities may not have the financial resources necessary to 

migrate to areas offering greater job opportunities. A relocation assis­

tance fund. should be established to help low and middle income workers 

move from defense-dependent communities with inadequate reemployment 

?pportunities. The communities eligible for this program sh~uld be 

• determined by the Readjustment Operations C_ommittee. The program 

https://be_resei:~.sL.fo
https://thes_e_funds.to
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should be administered by the Department of Labor in connection with its 
. . . : •... . . . . . , . . • . • - . • . • . 

•manpower t'raining and employment service activities. General relocation 

I • . . 

assi_stance policy should be worked out by the Department of Labor in 
• -I ·'· . . . • • : .. . . .· . . . 

-------------=-------- __;.-._, . .:. -:-· .
. , cooperation with the Readjustment Operations Committee. The program 

should recognize that only those taking low income jobs n..eed full grant 

assistance, while those taking higher income jobs should receive a mix of 

loans and grants, with the loan portion rising with income. 

_ . Such relocation assistance should be available only to individuals 

~.,,,;.;...,.dslocated. as a r.~aµlt of. cutbacks in defep~expeIJ.<!_~ures_in,~~~~:l~:__: .. 

defense-dependent communities. The number of individuals so assisted 

• should not be large. A rough estimate of numbers would be 
. 
between . 10, 000 ••• 

and 30,000 families. The initial appropriation would be small -- initially 

about $4 million dollars, but perhaps as much as $15 million. As with 
) 

other programs, an indi.cation would be given that additional funding ~ould 

be sought if necessary. 
;.., . 

Recommendation No. 6: Provision of Homeowner Assistance. 

In areas of high unemployment, a homeowner often is unable to meet 

pa:yments _on his mortgage. Foreclosure may follow, perhaps leading to 

a loss of the homeow11:,er's equity. The Federal Government should under­

take to prevent the temporary unemployment in selected areas that arises 
. . 

during d~mobilization from resulting in a widespread loss of homes. The 

Department of Housing and Urban Development should establish a program 



. to _enco_urage private lenders to decla_re .moratoria on mortgages on homes 
_:·.- ... -•-~·""':'•.· ... 

owned and occupi~d by individuals dislocated by a de:£e:0:se cutback. • In 
... ·. 

,•, 

. . . . 
cases ~n which the private lender is unwilling to provide an extension of 

~-~;-·,,_ _____ 
. . 

··mortgage payments, the Depar~ment of Housing and Urban: Development 

• ~-
• -should be authorized to lend the homeowner funds to cover up to eighteen 

mont~s of mortgage payments' at an interest rate equal to the lesser of 

either the current rate on FHA-insured loans or the rate applicable to his 

mortgage,. and for a term equal fu the remaining duration of his mortgage. 

~'"'···.-+:Theprogram· would be' limited to communities that ar~spe·drfe~y'tfie....,e~"_,,,:.. 

. Readjustment Operations Committee as having severe readjustment prob-· 
~. ' •• .-~---:--.-· :.J'"- ••• ....1--..:. ....._:11,·~-~=-·"-~ ~ 

,·• 
• , •• : f 

lems. 

• •. ·A large-scale expenditure should not be required for this program 

• about $2 million should be ample. These funds should be included in the 

supplemental appropriation de_scribed above. 

' Recommendation No. 7: Existing Veterans Assistance Programs should 
have adequate funds. 

Current programs -~vailable to veterans are generally adequate to 

_ cover the needs of returning servicemen. However, the accelerated sep-
_ ·:-.~ . 

• • arations associated with demobilization will require additional appropriations 

for these yeterans programs, especially employment consultation services 

and the e_ducational assistance program. 

Adequate financing of the veterans programs should be included in 

the supplemental ~ppropriation described above. 



• Recommer.dation No. 8: Improvements in Unemployment Insurance.· 

, • : .•.•. · . • The importance ~f an unempl~yment compensation system is seco~d • 
• • ~ •.:. ; . • . • • • • • • • • . • • • ,. . • • ' •• ,?: ·y, •. . . . • 

. . . 

_only_ to that of monetary and fiscal policy .a~ a weapon against _demobiliza-

·tion dislocation. Unemployment insurance not only serves to cushion the 

impa_ct of unemployment on a family's income, but also acts as a partial 

"automatic stabilize.r" by mod_erating the fall in consumer demand_ resulting 

from unemployment. While an improved unemployment compensation 

system ~ould be beneficial during any period, it would be especially 

---~- <-;~~'etfecfivttclurlng the temporir"faislocations··a-iising•frorn ·post~Vietnam --·. 

demobilization . 

. The Department of Labor has recently proposed legislation to improve 

the employment insurance system. The recently proposea' legislation _ 

would increase. the adequacy and duration of benefits (with additional hen.:. 

•efits provided for Vietnam veterans), extend coverage and improv·e £inane­

-· ing arrangements, including the initiation of some.Federal contribution to 

the costs of the system. The post-Vietnam demobilization attaches a 

special urgency to these improvements. 

In addition to the pending proposals, improvements in the· financing 
... 

of unemployment compensation during recessions should also be made. 

The "automatic stabilization" aspect of unemployment insurance is limited 

. . 

because the program is now entirely financed through an experience-rated 

payroll tax. During periods of high unemployment, increases in the payroll 

- -----.. -



• • 

. ·, 
. _tax to_ finance rising unemployment insurance claims lead to even higher 

unemployment and mitiga~e the beneficial impact of unemployment compen-
. . .. ·_ I .· .. ·_ . - - . .. . . . . - _. . - ._.. . - . : . 

t~~-"'"st ..... _______ s_at;e_~ on t?taµt_~~anq~_J3tat~~--S!l:.C?Jl!c~L~~r e9..uir ed to raise ....o__ 

meet the costs of increased unemployment insurance ·claims when the 
,. 

national unemployment rate exceeds tolerable limits. To this end, in each 

State the extra costs of unemployment compensation benefits for u"nemploy­

ment above a specified State rate (perhaps five percent) should be borne 

I . 
by/the Federal Government, financed from the general revenues. . 

,_·.. ,;;-,. , l"!_..,_,,. oo.. -••~•-•-,,.~•NI .In • g.,._...-.,..._. ,,.'-$.,_._. -,_J-;; . . ·:- ~ ___ -,_._:~--,.•--:• -,.~-. 
Recommendation No. 9: Mandatory Vesting of Pension Benefits Should be 

Established. 
_,._.. ,.. --·-~ ..;: •.. ~-:-------- . ' ,..,..:. . ~· ..·-~ 

• One_ of the continuing inequities of the American economy is that 

long-term employees who are discharged usually lose their pension rights . 
. .., . 

This • Administration has sponsored legislation establishing vesting 

standar_ds for private investment plans. • As in the case of improveme~ts 

;_ in unemployment compensation, the readjustments required by demobili-

zation give new urgency to this reform. Defense workers who have-to 

shift to new employment need the assurance that they will receive benefits 

. from the p~nsion plans in which they have participated while in defense_ 

industries. - 4 , •·------ ---·-- -- .. 

- -- . ·• -: ·- - ·-. ,_ - .. 

- -..- . 
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December ,2, 1968 

/. 

' .
I,·,.

Honorable Arthur Okun 
Chairman 
Council of Economic Advisers 
'Executive 0££ice Building 

, Washington, D. C. 

Dear Mr. Chairman: 

I have read the "Post-War Vietnam" report several times. l 
will send you comments as aoon as I can discuss it with othe::-a 
here. 

In the meantime, you may Uke some pr~limina.ry observation::;i: 
/ 

1. This will be one of the last of the documents on behalf 
of the Johnson Administration. It is quite important that it be 

•realistic, neither too optimisti'c nor too pessimistic. The whole 
of the report is a di££icult assignment,· because there are so 
many unknowns. The report, however, should be, to the best of 
our ability, what we estimate· will be the aitua.tion during the period; 
not what it may be. 

2.. The report, in _total, is more optimistic than I had 
anticipated possible. My especial area of concern is necessary 
expenditures for national defense which affect, of course, funds 
available for other purposes. 

a. We should not use estimates for defense.needs 
which do not have the concurrence of the Defense 
Department. I presume you have coordinated the 
figures with Defense, b·ut there is, I believ~, no 
statement to that effect in the report. ;, . • . 

'I • 

b. On my own, I have these problems about future 
military expenditures: 

'.·1' 

https://pr~limina.ry
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(1) The war in Vietnam has bee~ much reduced 
the military inventory and it will need to be 
replenished; 

{2) In some defense areas, our equipment is 
either obsolescent or obsolete; not modern by . 
the standards of current technology. Some 
examples: 

(a) The B-52 heavy bon1.ber is 1·elatively 
obsolete and the inventory has been 
depleted. We have no current replacement. 

(b) The Air Force needs a modE=.::.-nfighter 
plane, and needs many of thein. 

(b) The Navy ha~ 1·ejected the F 111, with 
the consent o! Congress. which will 
require the development of .l. new plane. 

(3) The Navy has already, tentatively, outlined its 
need for surface vessels, calling attention to the 
growing Soviet Navy. 

(4) The events in Czechoslovakia a.re likely to increase 
the costs of NATO and our part in NATO. 

J' (5) Further, rising costs, many of them unanticipated, 
'willi~crease the cost of all military cquipn1ent. The 

recent new estimates ·for the C 105 and the F 111 
l"eflect these trends. 

Because defense expenditu1·ea a.re the largest "lump" in the budget, 
we must be as sure as we can about future military needs, before 
we proceed to forr..1. other figures. 

Many believe that we will find it difficult to fully fund social 
_programs already authorizeq. They are n1oro concerned about 
preparing fo:r that than in advocating new and now unauthorized 
projects. Said in another way, "our job may be to £ind funds 



I 

. I 

for the continuation and full support ·of existing programs, rather 
than finding new projects· or.. which:·new funds could be justifiably 
expended." 

I believe it would be ~e'll, i11 the early Rart of the report, to 
concentrate on funding presently authorized prog1·ams. Get that 
first under cover and then, in a separate section. deal with 

,potentially new progi-ams. 

• Frankly, an early reading of the repo1·t tends to leave the 
impression that exioting prograrr.Ls are in r .. o dan:-;er and we 
should be lookinrt -:c>~ n~w endeavors. I am not sure it has bzon 
proven that th.... .. i.:,o substantial funds ovei- and above -~he 
full requirements oi present progi·ams. 

Another reaction from an early reading is that the 1·epo1·t t4.';;nds, 
in ultimate conclusion, to say something like thio: "All surplus 
funds should be added to government expenditures, in the main 
for aocial objectives. 0 If so, I believe it is too early to come 
to that conclusion, because we do not now know what will be the 
national needs in other areas. 

The report presumes that the 10% income tax uurcharge will be 
abandoned as soon as the financial situation permits. But it 
contemplates 110 further reductions in income taxes, even potential. 
The tax question m.a.y be answered by a set of figures which make 

. it impossible to advocate income tax reductiono. But, isn't it early 
to conclude that there will be none, or to recommend that the:i.·e be 
none? 

We must have a strong economy. Otherwise, the neceosa.ry • 
programs will be difficult to do. To have best chance for that we 
should have the enthusiastic support of the productive workers. 
Man)' o.£ them, p~rbaps ·a.majority of them, will have few direct 
benefits from the &;ocial programs now existing or discussed for 
the future. I hesttu.te to tell them that they will ~eceive no part 
o! the economies renulting from termination of t~e· war. 

'Sincerely yours, 

//J/.
C~ R. Smith 
Secretary of Con'l~erce, 

CRS:gkt 
·CC: Signer 

B,u,tlatt 

https://hesttu.te
https://neceosa.ry
https://prograrr.Ls


FILE MEMO: 
DG/dg FG 11-8-1/Nimetz, Matt 
October 19, 1968 WE 9 LE/Fl2 PU 2-4 

LG/Pasadena LG/Chicago FG 1 
HU 4 PL 6-3 FG 100 
ND 19/CO 312 .FA LE 
FO 3-1 FG 604 HS 2 
FG 105 WE 6 LG 
SP/FG 440 BES-7 ED 
LE/VA JL 3 LA 2 
HS FG 11-8-1/Bohen, Fred FG 170 
Fl 11 FG 11-8-1/Califano, Joe FG 804 

Box# 1594 sent to Central Files, above date from Matt Nimetz's Office containgin · 

•the following folder material~ 

1. Westside Study Center, 1967 (Community Action Program) 
2. Weekend of Oct. 21, 1967 (three folders) (secret) re: ~ational Defense Mobilization 

Committee '---
3. Water for Peace {President's Memo to Sec. of State) 5/22/67 
4. Vice Presiden, Speeches (To Oil Chemical and Atomic Workers re: slums( 1967) 
5. VA Legislation Program (Recommended Legislative Proposals) 
6. Urban Economics (Booklets) 1966-67 
7. Taxation, 1967 
8. S. 1306, 1968 
9. Fifth City: The Ecumenical Institute - Chicago, 1968 
10. Romney, George 
11. Population 
12. Post Viet Nam Planning Committee: Crime Control and Education 
13. Program Reporting Data and Statistics {background for Fred Rohen on Federal 

Aid to Urba.n Areas) 
14. Program Information for Detroit {drafts) 
15. New York Times Article, 6/8/67 "Johnson will Use Cabinet to court States' Official 
16. Legislative Program Development Procedures 
17. Housing for the Poor (Confidential Included} 
18. Big Cities - Genral {Booklets and Drafts) 
19. Big Cities - Education {Article) 
20. Big Cities - Manpowe.r / on-Job Training and Unemployment 
21. Committee on Economic Development 
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THE CHAIRMAN OF" THE 

COUNCIL OF" ECONOMIC ADVISERS F:r11 
WASHINGTON Ft II-;.!) 

July 3, 1968 

MEMORANDUM FOR JOSEPH A. CALIFANO 

Subject: Front or Back Burner? 

In three areas of economic policy which are getting lots of attention 
in the press these days, the Administration has an initiative and a con­
tribution to make, but is silent.· I am not sure we should be leaving the 
field to others, and therefore am asking for your reactions to some 
possible ways that we could move these items to the front burner publicly. 

A. Income Maintenance 

You have seen the h9st of proposals and plans for dealing with the 
welfare and jobs problems: negative income tax, family allowances, 
employer of last resort, wage subsidies, etc. The Heineman Commission 
has been given a mandate to cover this territory but it is not scheduled 
to report until well into 1969. It has assembled a very able staff but 
they are working at a snail's pace. Meanwhile, a number of people 
within the Administration have interesting ideas in this area, but they 
feel constrained to silence. 

In particular, James Duesenberry left behind an ingenious income 
maintenance program. It is evolutionary and eclectic, and yet it contains 
one bold innovation: an assumption of Federal responsibility to supply a 
work opportunity for every family head who wants employment and cannot 
otherwise get it. (I am planning to summarize and simplify the Duesenberry 
paper and present the plan to the President for his information. ) 

If this is to be an action area in the months ahead, we ought to launch 
an effort now. Among the ways to get started would be the following: . 

1. Ask Heineman for a progress report this fall. 

2. Gear up an interagency staff effort within the Administration; 
the Duesenberry plan could be one point of departure. 

3. Develop speech material outlining the President's philosophy in , 
this area (Doug Cater and Ben Wattenberg are already pursuing 
this line). 
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THE WHITE HOUSE 
,r-7;:/

WASHINGTON 
' I • /4,,~ 

' 1 

• •.. , July 10, 1968 re;:: 7?7 
• J Wednesday, 7:00 p. m. ,._'-.:?;e- ~-=-- 7 • 
•· I ;;.; d/ ;,yc,J:;, _,,y /.? 

I 

I ,...,,-~#..;Y
FOR THE PRESIDE~ 

~/2:// 
FROM Joe-Ga-lifanouv u~ F"....z-/--y' 

There are, several unfinished iteID;s - - legislative and administrative 
which merit your attention for possible release within the near future. 

Here is a summary of these items. It would be helpful to have your 
guidance on whe1iher to proceed to develop them further. 

, . • I . 

1. The Kappel Commission R~port on Postal Rear ganization 

'. . 
You previously approved a .short statement commending the 
Commission's work and urging the Co.ngress and the Executive 
Branch to study the proposals, in view of their fundamental 
public importance. If you fpprove, we can release the report 
later this week, and hold a. backgrounder witt°Kappel on _it. 
To refresh your recolle9tion, I am attaching the noncbmmittal 

statement y~u had prer~sl~, a,ppr.o~ed. \ ..:q,-~ 

Approve ✓, · Disapprove 

2. Post-Vietnam Planning Report 

The Council can have this ready in about two weeks. It will deal 
with (a) actions to smooth the transition for displaced workers 
and returning servicemen and (b) overall budgetq.ry management 
to assure pr~sperity and channel the "Peace Dividend" into top 
priority domestic areas. -I believe ~t would be -useful to meet 
with Okun shortly to get a preview 'of the report, and you could 

then c~nsider whethe; re.port should be released.aJi-?:~~::"fa~.· 
• A1;>prove V :. ,. · Disapprove ____ _ 

'': 

I• ,· 

I 
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EXECUTIVE {2) 
/.3'£5-'/ 

OF ~//-.§THE CHAIRMAN THE 

COUNCIL OF ECONOMIC ADVISERS 

WASHINGTON 

May 10, 1968 

,~1r 

MEMORANDUM FOR THE PRESIDENT 

Subject: Post-Vietnam Planning 

Through Joe Califano you asked for a report on Post-Vietnam. 

1. The Post-Vietnam planning committee has stepped up its activity 
in the past few weeks. 

Defense is providing us with updated estimates of their 
plans for redeployment and demobilization of troops and 
gradual reduction of expenditures. 

We are now preparing new estimates of the "peace dividend 1' -­
the amount of expenditure increase or tax reduction required 
to maintain full employment. 

When that job is completed it will be possible to lay out 
some alternative tax and expenditure programs for adjust­
ment to the new situation. 

2. Staff groups are working on a number of special problems including 

the Post-Vietnam balance of payments outlook 

manpower training programs for veterans and 
displaced workers 

programs to ease the adjustment process for_ 
local areas suffering from large defense cutbacks. 

3. These groups are well along in their work. We hope to have a 
detailed progress report for you in about a month. 

d_._/d)_._ ... L l 
~~:s S. Duesenberry 

Acting Chairman 
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~ 
THE CHAIRMAN OF THE 

COUNCIL OF ECONOMIC ADVISERS FG11-3 
WASHINGTON 

,,,l FG7SD 

May 10.~~f 10 

~Jf.S:~ 
MEMORANDUM FOR THE PRESIDENT IiA 'i 

Subject: Matters of Interest ;j I.,3 
co9J 

1. Post- Vietnam Planning PIIPlfrJDr?Ec,u., 1 

The Coordinating Committee you designated on March 1 (Fowler, ~ 
McNamara, Trowbridge, Reynolds (for Wirtz), Schultze, and Ackley) ':Btlrrt,E,4 
met on March 11 to get the project under way. Upon my recommendation 
9 working groups were established, most of which have met a number of 
times, and all of which have extensive study programs underway. The 
Committee met again on May 1 to review the progress of the working 
groups and to discuss general problems raised by their activities. 
Governor Robertson of the Fed has been added to the Coordinating 
Committee, and Fed representatives are participating in a number of 
the working groups. 

The Committee plans to give you a preliminary report by late summer, 
reviewing our progress, and reaching a number of preliminary conclusions. 

At some point we will need to consider what if any information we will 
provide to the public on this effort. 

2. Labor-Management Advisory Committee 

It is my feeling that this Committee is not making the contribution it 
should to resolution of problems in the labor-management area. I believe 
this reflects two basic weaknesses in the organization of the Committee: 

The staff work for the Committee is atrocious; and 

No serious effort is made to enlist the support and to guide the 
thinking of the one source of potentially constructive initiative 
-- namely, the Committee's public members. 
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Staff work for the Committee is provided on a catch-as-catch- can 
basis by one or two officials of Labor or Cormnerce (depending on which 
Secretary currently serves as Chairman). Little or nothing is provided 
in the way of materials or analysis for the work of the Cormnittee. I 
have recommended that the Committee have its own staff, selected by 
and responsible to the Committee. I thought this recommendation had 
been accepted by the Government side, and was to be proposed to the 
Committee at its last meeting, but it was not. 

The public members of the Committee are its only potential source 
of constructive initiatives. But, so far as I know, little or no attempt 
has been made to enlist their support or encourage their leadership. 
Personally, I think the Committee should be reorganized with one of 
the public members as Chairman, and with an independent staff reporting 
to the public Chairman. In any case, I urge that a greater effort should 
be made to encourage the constructive leadership by the Committee I s 
public members. Someone from the Government should keep in touch 
with the public members and discuss the issues with them prior to 
Committee meetings. Given the present organization of the Committee, 
it has not seemed appropriate for the Council to undertake this. 

The Committee has meetings scheduled for May 23, June 13, and 
July 25. 

3. Business Council 

I will be attending the Business Council's meetings Thursday PM 
through Saturday of this week. In discussions with my Liaison Committee, 
and with all others I talk to, I will urge concentrated concern with the 
basic question for our future price stability: How do we prevent 5%-a-year 
(or higher) wage settlements from becoming a habit? What can business 
and the Government do to prevent it? I hope to generate some sense of 
responsibility on the part of business in re-establishing what I called in 
my recent Guidepost speech a new "stabilization compromise." 

4. Wage and Price Developments 

We will give you shortly an analysis of what happened in the first quarter 
to wages, prices, costs, profits, and income shares. 

Based on replies to my telegrams, and a meeting with Don Burnham 
of Westinghouse, we think that there will be no aero ss-the-board 3% increase 
in appliance prices. 
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5. Business Outlook 

The revised March retail sales figures -- and the preliminary figures 
for April -- are extremely disappointing. Once we have digested their 
significance - - along with other data we will get in the next week or two - -
you may wish to schedule a brief discussion of the over-all economic 
situation with the Troika or perhaps the Quadriad. 

6. Andreas Papandreou 

Beginning immediately after the Greek coup, I had numerous calls 
from Andy's American economist friends, urging U.S. intervention in 
his behalf. I was in early touch with Luke Battle in this regard. However, 
I have not been willing to urge special intervention on his behalf, and did 
not bring the matter to your attention. I did not want to see Andy shot 
any more than did his other friends. But Andy voluntarily renounced 
U.S. citizenship, and was willing to play the rough game of Greek politics. 
I felt we should ask no different treatment for him than for the other 
political prisoners. 





11 :40 p. m., Tuesday 
February 28, 1967 

FOR THE PRESIDENT 

FROM Joe Califan~ • 

In this folder are four items for signature if you 
need any news tomorrow. They are: 

1. The formal memorandum setting up 
the post-Vietnam study announced in your 
Economic Report to the Congress. 

2. The Annual Peace Corps Report. 

3. The HEW Report on Protective Pay­
ments made in connection with aid to 
families with dependent children. 

4. The HEW Report to Congress on the 
Community Work and Training Program. 

Two of these should be signed for release to­
morrow: The memo setting up the post-Vietnam 
study so that Gardner Ackl.ey can get things 
underway, and the Report to Congress on the 
Community Work and Traimhg Program because 
John Gardner is testifying tomorrow. Both , ~ 
are identified with a red tag. 

[JJ 
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MEMORANDUM /f,E$= 7y THE WHITE HOUSE 

WASHINGTON "°/~/,;2,,, 

May 8, 1967 
8: 30 p. m., Monday 

rG//-1 

FOR THE PRESIDENT 

FROM Joe Califan~\ 

Attached is a brief 
set up for economic 

report on the 
and program 

coordinating committee 
planning after Vietnam. 

you 

Attachment 
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EXECUTIVE OFFICE OF THE PRESIDENT 

BUREAU OF THE BUDGET 

WASHINGTON, D.C. 20503 

May 4, 1967 

MEMORANroM FOR JOE CALIFANO 

FROM: Stan Ross ~ 

A meeting was held on Monday, May 1, 1967, of the Coordinating 
Committee on Economic Planning for the End of Vietnam Hostilities. 
The major points which emerged are as follows: 

1. A preliminary report is scheduled to be ma.de to the President 
around September 1, describing generally the problems and the 
kinds of actions that could be taken to solve those problems. 
The report will probably be an optimistic one since it will show 
that there are adequate techniques to identify and work through 
the problems of transition to a peacetime economy. 

2. Two major components of the post-Vietnam planning will not be 
available in detailed form until later this year. One is the 
scenario for the cutback in defense spending. The Defense 
Department is building a model to be able to provide this data 
rapidly when the event occurs. 

The second is the long-range goals (three to five years) in the 
non-defense area. The task forces which will be organized out 
of your office and the work of BOB in formulating next year's 
legislative program will be the vehicle to develop these long­
range plans. In basic ways, these long-range goals are the most 
important feature of the post-Vietnam planning since the vital 
issue will be where the country should be after the transition 
period. The transition problems can be solved in a variety of 
ways depending on the ultimate target. 

3. There is a virtually unending amount of work that can take place 
at the technical level on the post-Vietnam planning. The model 
building, fact gathering, etc., which will be very rough cut at 
first, can be refined as time and resources permit. Further, 
decisions as to alternatives cannot really be made until the 
time at which the problems are actually confronted. The under­
lying facts are constantly changing and will remain in flux until 
the Vietnam hostilities terminate. Thus, it seems likely that a 
conclusion will be reached not to prepare a final report with 
definitive recommendations, but to continue to upgrade the 
preliminary report until the time when it is necessary to use it. 
Intermediate reports could be made available if needed. 



REGEi ED 
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The Coordinating Committee is not scheduled to meet again until there 
is a draft of the preliminary report to go over. Until then, the work 
will be carried on through working groups on particular subjects. I 
intend to follow the work of the Federal-State-Local Relations Group 
closely since it has responsibility for developing an Executive Branch 
position on revenue-sharing proposals, a subject which may be important 
before the end of the Vietnam hostilities. 



. I, 

THE SECRETARY OF" THE TREASURY 

WASHINGTON 

MEMORANDUMFORTHE PRESIDENT 

Subject: Your Far Eastern Conference -- Our Long-term 
Balance of Payments -- and a Proposal • 

In planning for reconstruction in war-torn Vietnam and 
long-rai1ge development and security in the Far East, our 
program must be viable and enduring financially, as well as 
militarily and politically .. 

In order to achieve an appropriate financial dimension 
in the program, we must have ground into it from the beginning 
object:i.ves, methods and techniques that minimize the burden 
on our balance of payments. 

For example, as of now our projected net overseas defense " 
expenditures in the Far East account for nearly five-sixths 
of the estimated $2.6 billion military deficit. This is 
substai..ltially in excess of our estimated overall deficit for 
the yea:~·. 

I LO not have a similar computation for the proportion 
, >i the burden on our balance of payments deficit in the aid 

.Eield uhich is attributable to the Far East. But you can 
be sur-". it is a substantial portion and, indeed, comparable 
'Ln ~r :i.:ntage terms to the military if India and Pakistan 
~re in,.; l.uded. 

We can look back with a certain indulgence on the failure 
of our predecessors in the iate Forties and Fifties to erect 
NATOa:1<l a Marshall Plan in a financial framework that did 
not ts.::':!::!into account the U.s. balance of payments. Then 
there was no problem and, probably, one was not foreseeable. 

This is definitely not the case today as we look into-' the 
years that will follow the end of the Vietnam conflict. 

v' 

1' .1 ,·ref ore, it seems imperative that our contingency planning 
for tb : post-hostilities phase in Asia be carried out on a basis 
that will forestall a potential sapping of our international 

OCT 1 2 1966 
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