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THE CENTER OF ECONOMIC RESEARCH

The Center of Economic Research in Greece was estab-
lished in the expectation that it would fulfill three
JSunctions: (1) Basic research on the structure and be-
havior of the Greek economy, (2) Scientific programming
of resource allocation for economic development, and (3)
Technical-economic training of personnel for key posi-
tions in government and industry. Its financial resources
have been contributed by the Greek Government, the Unit-
ed States Mission in Greece and the Ford and Rocke-
Jeller Foundations. The University of California at Ber-
keley participates in the process of selection of foreign
scholars who join the Center’s staff on an annual basis. It
also participates in a fellowship program which sup-
ports research in Greece by American graduate students,
as well as studies for an advanced degree in economics of
Greek students in American Universities.

Fellowships are also provided to young men who have
graduated from a Greek University. They join the Cen-
ter as junior research fellows for a three-year period
during which they assist the semior fellows in their re-
search and participate in seminars given by them.

The Center’s main task, naturally, is the carrying on
of research on key aspects of the Greek economy and on
the fundamental policy problems facing the country in
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its effort to develop rapidly in the framework of the Eu-
ropean Common Market. This research is carried on by
teams under the direction of senior fellows. The results
will be published in a Research Monograph Series.

The lectures and seminars included in the Center’s
program are not for the benefit only of those working for
the Center. Economusts, scholars and students of econom-
ics are also invited to attend and participate in this cul-
tural exchange which, it s hoped, will be carried out in
co-operation with institutions of higher learning here and
abroad. A Lecture Series and a Training Seminar Series
will round off the publications program of the Center.

Another need which the Center has set out to meet is
the establishment of a library and a bibliographical serv-
ice in the economic sciences. Besides its usefulness for
the education of the trainees of the Center, this service
will be of particular interest to Greek economists in general.

It is contemplated that the Center will exchange infor-
mation and results with similar Centers in other countries
and will participate in joint research efforts with Greek
or foreign public and private organizations.

Finally, one should emphasize that this is one more
example of Greek-American co-operation, a pooling of
human talent, funds and efforts, designed to promote the
training of economists and help in meeting Greece’s needs
in the field of economic development.

The final aim is eminently practical: to help in creating
a better life for the Greek people.

GEORGE COUTSOUMARIS, Director
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SOME THOUGHTS ON THE RECENT
SLOW GROWTH OF THE AMERICAN
ECONOMY

In discussing the recent slow growth and high
level of unemployment in the United States I
shall, first, attempt briefly to review the salient
facts; second, suggest some reasons for the recent
course of American economic development; third,
attempt to draw a few general inferences regard-
ing the dynamic behavior of advanced economies;
and, finally and most rashly, peer cautiously into
the future.

I

The most salient phenomenon in the contemp-
orary American economy is the unbroken high
rate of unemployment since the middleof the1950’s.
The rate of unemployment as we define it — and
the way we define it is not radically different from
the way most European countries define unem-
ployment — has not been as low as 49, since 1953.
It has not been as low as 59, since 1957. In con-
trast, the rate of unemployment in most of the
advanced industrial countries of Western Europe
has recently been at levels of 29, or 19, or even
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less. For the calendar year 1962 the average unem-
ployment rate in the United States was 5.6%, —
almost 50 %, more than the goal of 49, taken,
not as an ultimate goal, but as a first goal to be
achieved before going on to something better.
That rate of 5.6%, was also the seasonally adjust-
ed rate of unemployment in the United States
last month, the month of September, 1963. It has
not improved significantly in the last year and a
half, although GNP has risen, industrial produc-
tion has increased, and it is generally said in the
United States that business is much better than
it was a year ago.

While space does not permit an extensive exam-
ination of the unemployment problem in Amer-
ica, we must at least pause briefly to mention
the fact that this problem is multi-dimensional
and therein markedly different from that which
exists in most western European countries. Among
the advanced industrial countries, America has
the most heterogeneous labor force in the world.
The most tragic of these elements of heterogeneity
rests on differences in color of skin. Also, for rea-
sons which are not yet fully understood, age makes
more of a difference in America than it does in
Europe. Skill also carries greater weight. Also,
because of the vast extent of the country, geogra-
phical region makes more of a difference.

Let us consider for a moment just two of these
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differential unemployment rates. At the time when
the overall unemployment rate for the entire la-
bor force was 5.69,, the rate for non-whites, which
means essentially negroes, was almost precisely
double that, 119,. One out of every nine negroes
looking for work in the United States last year
could not find work. The rate among those who
in the United States are called teen-agers, boys
and girls aged 14 to 19, was 13.3%,. This leads to
a dramatic and tragic relationship —what we
call the «two times two formula». The rate for
youth is roughly twice the overall rate in the Uni-
ted States, and the rate for negroes is also twice
the overall rate. This means that, when there is
something like a 69, overall unemployment rate
in the United States, the unemployment rate for
negro youth is 24 - 259%,. At this point we are -
strongly tempted to leave purely objective ana-
lysis and, instead, to speak about the human va-
lues involved.

The high unemployment rate is primarily a re-
flection of the slow growth of aggregate demand,
which has not kept pace with the increase in pro-
ductive capacity of the country. The facts regard-
ing the growth of GNP are, at least in a statisti-
cal sense, rather startling. Around the middle of
the 1950’s, something happened to the growth ra-
te of the American economy. Now one can argue
about whether to put the dividing point in the
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year 1953, 1955, or 1957. Let us first take 1953
as the dividing point in the postwar period. The
average annual growth rate of GNP from 1947
to 1953 was 4.69%,; from 1953 to 1962, it was only
2.8%. But perhaps we bias the results by taking
1953. Therefore let us take 1957, the other end
of the range within which the change occurred.
From 1947 to 1957, the average annual rate of
growth was 3.89,; for the five years since 1957,
the rate of growth was 2.9%,. So that if we look
from the present back over the last half decade
or more, the rate of growth of American output —
whether we take 1953 or 1957 as the beginning—
was only about 2.99;, compared to something like
49, to 4.59%, for the first six to ten years after the
war.

Let us consider for a moment the historical back-
ground. There are some convenient figures avail-
able from the recent valuable study by Edward
Denison on the sources of growth of the Ameri-
can economy from the year 1909. The period from
1909 to 1929 covers the half-dozen moderately
prosperous years before the first war, the tremen-
dous expansion during the first war, and the boom
of the 1920’s, but it stops at 1929 and reflects none
of the Great Depression. What was the growth
rate during that period of twenty years in which
America plainly was the envy of the entire world
and no one talked about unemployment serious-
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ly? The growth rate was 2.89,, almost exactly
what it has been in the last seven or eight years.
What was good enough for Americans and beyond
what the rest of the world could achieve in growth
rates before 1929 is today tragically inadequate.
Something has happened. What is it?

11

There has been a significant acceleration in the
upward trend of productivity since the 1930’s in
the entire western world, and pre-1929 growth
rates are no longer adequate. We still are largely
ignorant as to what has caused this dramatic
change. Let us first consider briefly a very famil-
iar set of relationships which I shall call the basic
«aggregate supply identity».

Ever since The General Theory in 1936, econo-
mists have been fond of talking about aggregate
demand identities (consumption -} investment =
national output) ; and furthermore, since there are
also governments in the world, C+ I =Y, must
be rewritten C 4+ I 4+ G =Y. This, however, is
all on the demand side, and concentration on de-
mand is a striking characteristic of what I call
aggregative economics.

In this connection, there is almost nothing said
about the dynamics of aggregate supply. I find it
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useful to start with the basic supply identity: the
rate of growth of employment plus the rate of
growth in productivity per man or per man/hour
equals the rate of growth in total output. This is,
of course, just a simple identity. It tells us just
aslittleas C + I = Y tells us. Butlike C+1 =Y,
it takes a total and breaks it down into two parts,
each of which asks questions. And here of course
the significant questions are about the product-
ivity variable.

Let us apply this basic supply identity to the
United States. Of the two components that equal
the rate of change in total output, one component
is the rate of change in employment or in man/
hours. For the twenty years before 1929 the rate
of growth in man hours in the United States was
approximately 1.15%, per year. It fell off dram-
atically during the Great Depression. During the
last decade, the labor force as a whole in the Uni-
ted States grew at about 19,. This rate is now
accelerating, and it is estimated that for the de-
cade of the 1960’s the total labor force will grow
at a rate of about 1.59, a year. But, choosing to
be conservative, I shall allow for some further
shortening of hours and for some further decline
in labor-force participation among the young and
the old, and shall assume that the employment
part of our supply identity calls for an increase in
output (if these workers are to be employed) of

14



about 1.39, a year. This is higher than during
the last decade but not far from the rate of in-
crease in man/hours during the twenty years be-
fore 1929. Thus, from one point of view, nothing
dramatic has happened on the labor supply side.

Now let us turn to the productivity side. For
the period 1909 - 1929, the rate of increase in pro-
ductivity per man/hour was approximately 1.6%, a
year. The Council of Economic Advisors has been
using as a goal for the United States a total growth
rate of 3.59, a year. This allows 19, for the growth
of employment and 2.59, for growth in producti-
vity. I consider this too low for the remainder of
the 1960’s. From here on, the growth in the po-
tential supply of labor will be somewhat greater,
and I believe also that the potential growth in
productivity may be closer to 2.79%, than to 2.5%,.
Further, if a growth in potential productivity of
2.5 - 2.79%, is added to anticipated growth in the
supply of labor of something like 1.39,, the res-
ulting figure is close to 49%,. Perhaps the figure
is only 3.89,, but it is more than 3.5%, and much
more than the 2.89, that was achieved during
1909 - 1929. This is the growth rate that the
United States needs in the 1960’s if full employ-

ment is to be maintained.
Thus, in considering what economic policies are

appropriate, the fact must be faced that potential
supply in the United States is now growing at a
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rate about one percentage point higher than be-
fore 1929. And the change is almost entirely in
productivity. Thus, the American growth prob-
lem of the last half-dozen years or more can be
restated by saying that, at a time when America
needed to expand output at a rate significantly
higher than before 1929, conditions in the United
States were such that the country was able to
expand aggregate demand at only about the pre-
1929 rate.

We must now turn to the demand side and ask:
what has been wrong ? Why, when America should
have been expanding aggregate demand (in con-
stant prices) at a rate of 3.5 - 49, per year, has it
been able to expand aggregate demand in real
terms only at a rate of something like 2.89,?

The first point to emphasize on the demand
side is that the Federal Government must take a
large part of the blame. The government com-
ponent has failed badly to contribute its share to
the necessary expansion of aggregate demand. Go-
vernment spending did not rise rapidly enough,
and, given the rate at which government spending
did rise, the government did not employ tax, mon-
etary, and other measures in such a way as to
offset the deflationary effect of the behavior of
government spending.

In real terms, total government spending in the
United States showed a significant net decline
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between the business-cycle peaks of 1953 and 1957.
And from 1957 to 1960, when the next cyclical
peak occurred, the net rise in government spend-
ing in real terms was only about 19, at a time
when total demand should have been expanding at
about 49%,. Of the slight expansion that took place
between 1957 and 1960 in government expend-
itures, all of it was in state and local expenditures.
During the 1953 - 1957 period, the first four years
after the end of the Korean war, federal govern-
ment spending in real terms declined by 259,.
About half of this decline was offset by the con-
tinued rapid expansion in expenditures of state
and local governments.

Many economists in the United States have
been arguing for about two years that a substan-
tial reduction in taxes is necessary if government
spending is to behave in the way described. It can
be said that my colleagues and I were about three
vears too late in waking up to this. A substantial
cut in taxes should have come during the re-
cession of 1957 - 1958. As things stand, the first
large discretionary tax cut has not yet gone
through the American Congress. Parenthetically,
it is interesting to note over the last twenty years
or so the gradual shift in emphasis in the way lib-
eral economists in the United States treat fiscal
policy. In the text books of the 1930’s and imme-
diately after the war, the emphasis was on govern-

1%



ment spending as the variable element to offset
changes in aggregate demand. Today, however,
one would hear very few economists even of the
strongest Keynesian persuasion arguing for large
changes in government expenditures on goods and
services. The emphasis has shifted to changes in
tax rates.

There are two considerations which argue
against the large-scale use of expenditure policy at
the federal level in the United States to stimulate
demand and growth. One reason, which I am not
competent to discuss, lies in the domain of the social
psychologist and the political scientist. This has
to do with the basic conservative psychology of
the great American middle class and the influence
which this attitude has on Congress. The second
reason for thisshift in attitude toward fiscal poli-
cy is simpler to explain. It is no more than a mat-
ter of simple arithmetic, but it is one that one sel-
dom sees emphasized. American textbooks contin-
ue to be written as if there were only one level
of government in the United States and as if that
level of government had one homogeneous type
of public service on which to expend funds the
amount of which could be changed with complete
freedom. Consider now these shocking facts: Of the
total federal budget, non-defense expenditures ac-
count for only one-sixth of the total; five-sixths
are for defense. And the federal budget, including

18



defense, is only slightly larger than the total of
state and local expenditures. Let us now assume
there occurs an increase of 109, in the total of
federal non-defense expenditures on goods and
services. This would increase the total of govern-
ment spending on goods and services — federal,
state and local, defense and non-defense — by ap-
proximately 19,. Thus the range for freedom of
action at the federal level on the expenditure side
is very limited.

What I have said so far is that the federal gov-
ernment budget in the years from 1953 on, partic-
ularly from 1953 to 1960, was a major deflation-
ary influence operating on the American econo-
my. Expenditures on real goods and services de-
clined in the face of the need for an expansion of
total aggregate demand, and there were no ade--
quate offsets on the revenue side that might have
stimulated private spending.

But this is not the whole problem; the behavior
of private investment must also be considered.
Between 1957 and 1960, when the federal budget
wat not expanding, private investment in the Uni-
ted States showed no increase at all. Between 1960
and 1962 it increased at about 39, per annum.
Over the whole period of five years from 1957 to
1962 the rate of expansion in private investment
in real terms was only about 1.29%, a year. Thus
private capital formation also failed to contribute
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its proportional share to the needed increase in
aggregate demand.

Now in discussing the problems that led to an
unsatisfactory rate of expansion i private invest-
ment during these years, we must warn against
the danger of over-aggregating. Given the way
official statistics are usually presented, one can
break gross capital formation down into what may
loosely be called industrial investment (manufac-
turing, public utilities, transportation, and min-
ing), commercial investment (retail and whole-
sale trade, various service industries, office build-
ing, and so on), residential construction, and fi-
nally a catch-all category which is largely non-
profit building (private schools, colleges, universi-
ties, hospitals, etc.). Of total private gross capital
formation in the United States, industrial invest-
ment makes up about 409, ; manufacturing alone
makes up about 259%; commercial investment
comprises about 159, of the total; residential
building makes up about 259%,. I think I am not
overstating the case by saying that most of what
has been written about the theory of investment
at the aggregative level in the last twenty years
has implicitly referred to only industrial and parti-
cularly only manufacturing investment. This is
one of the reasons why I urge disaggregation: be-
cause the type of investment that economists most
talk about amounts to about only 259, of all pri-
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vate gross capital formation in the United States.

Let us briefly consider each of these types of
investment in the United States in the last decade.
The chief problem has been with industrial in-
vestment —not only manufacturing but also with
that highly dynamic industry, electric power,
which has been—and this is not as well known as
it should be—a significant deflationary force on
the investment side in the United States for half
a dozen vears now.

What were the reasons for the setback in man-
ufacturing investment? During the period 1953 -
1957, when the growth rate was at a high but
not exceptionally high level, there was a private
investment boom in the United States. This in-
vestment boom, particularly marked during the
years 1955 to 1957, led (to use a somewhat old-
fashioned but nonetheless useful term) to a partial
exchaustion of investment opportunitites in the
United States.

Among the factors that I think were building
up during the first postwar decade, were the fol-
lowing: There was a tremendous pent-up demand
for consumers’ durable goods after the war that
had not yet been satisfied at the time the Korean
War broke out. American industry rushed to sa-
tisfy this demand after the Korean War ended.
Recall the tremendous automobile boom that took
place in the United States in the middle fifties.
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This pent-up demand for consumers’ durables had
been largely satisfied by 1957. Second, there was
a similar demand for expansion and moderni-
zation of capacity, which again had been held
back by the Korean War, and this also was large-
ly satisfied by 1957. Third, and here I only surmi-
se, the United States reached a peak in what
might be called the first wave of the «automation
revolution» — automation in the narrow sense in
which it is used in the United States, of electro-
nic controls, push buttons, etc. (In Europe the
word automation is much more loosely used to
cover what in the United States was called «mass
production» in the nineteen twenties). United
States industry, particularly in manufacturing and
I think especially in durable goods, but also in
oil refining and certain other lines, went through
a major wave of adaptation to what might be
called the electronic revolution. This, I suspect, was
the first wave of adjustment. This initial period
had tapered off by 1957, and then industry slowed
down further investment to wait to see what the
engineers would think up next. And, finally, yet
another depressing factor came into operation. In
1955 - 1957 American industry simply overin-
vested in the old-fashioned sense. Businessmen
were too optimistic; they overestimated the conti-
nued expansion of demand. All measurements that
we have made since then indicate clearly that by
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the end of the investment boom in 1957 there was
substantial excess capacity, however one measures
this rather elusive concept.

Thus, for all of these reasons, manufacturing had
a much less strong stimulus to invest after the re-
cession of 1957 - 1958, when the economy began
to move up slowly again. Investment no longer
provided an additional strong, partly autonomous,
stimulus to aggregate demand but waited for de-
mand from the consumption side or from the gov-
ernment side to expand first.

Now I come to the case of the electric power
industry. In the face of continued expansion in
the production of electric power of 7%, per year
after 1957, investment in the electric power in-
dustry (in constant prices) went through an abso-
lute decline. Now it is true that electric power
production in the first postwar years had risen at
an even faster rate than 79%,. But from 1957 on,
expansion in output did continue at a rapid rate—
something like 79, a year. In the face of this, and
despite the fact that there was no noticeable ex-
cess capacity, investment in the electric power in-
dustry showed an absolute decline after 1957.
Here again the notion of pent-up demands and
investment opportunities is useful in understand-
ing what happened. The electric power industry
in the United States did a job during World War
IT that most experts in 1939 and 1940 would
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have said was absolutely impossible. The industry
generated more power out of a given rated capa-
city than the producers of the equipment ever
conceived of. And in the course of this, it devel-
oped systems of long-distance transmission to
make use of every possible kilowatt of available ca-
pacity. When the war ended, the industry launch-
ed into a tremendous investment program, mo-
dernizing and expanding capacity in order both
to catch up with the continued expansion of de-
mand for power and also to get back into a more
normal and economical basis of operation. This
process was largely achieved by 1957, so that from
1957 on the electric power industry needed to
continue to invest only to satisfy further increases
in demand for output and no longer to meet the
backlog of accumulated needs.

As to the other types of investment, there was
some flattening out in residential building after
1959. Residential construction held up nicely dur-
ing the 1958 recession, but after 1959 there was
a slackening and even a cessation of further net
growth. Commercial investment also fell; although
it did not decline absolutely, its rate of increase
was retarded after 1957. Here again we can speak
of at least a partial satisfaction of accumulated in-
vestment opportunities. There was at least partial
completion of a wave of adjustment to the expan-
sion of the service industries, to the huge move-
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ment of population to the suburbs, and so on. The
laying out of shopping neighborhoods and other
«infrastructure» investment did not have to conti-
nue at such a frantic pace as during the earlier
postwar years. Here again there was some loss of
expansionary stimulus.

And now, just beginning to show, there is some
tapering off in the huge office building boom of
the past decade in the United States. The news-
papers are beginning to speak of a decline in in-
tentions to build in New York and of some pa-
rallel developments in others parts of the country.

Thus, for a variety of rather interrelated rea-
sons, there was a tapering off and some mild de-
cline in private investment after the mid-1950’s.
This was, of course, exacerbated by the decline
in government spending. If government spending -
had continued to rise, it would have created other
opportunities for private investment. In view of
the moderate decline in private investment and
the significant decline in government expenditu-
res, it is almost a wonder that the American sit-
uation was not even worse in the latter part of
the 1950’s than it actually was.

111

Let us try to draw a few general inferences from
all this. First, as I have already suggested, it seems
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to me still useful to approach the study of invest-
ment from the point of view of changing states of
investment opportunities. To appreciate this point
of view, perhaps it is worthwhile to reread D.H.
Roberston, Alvin Hansen, and Schumpeter for
the insight they offer regarding irregularities in
the process of growth and the role of changing
investment opportunities in this process.
Secondly, as I have mentioned, many types of
analytical problems, particularly if we deal with
the real world and with policy implications, call
for more disaggregation of the conventional ag-
gregates than most economists have in the past
been prepared to engage in. American develop-
ments cannot be understood by relating total
gross capital formation in a simple functional re-
lationship to total output, total capital stock, and
possibly a few other aggregative variables.
Different sets of forces have been at work in
manufacturing, in electric power, in commercial
building, in residential construction, etc. For
«industrial» investment —in industrial manufa-
cturing, mining, electric power, etc. —it may be
possible to formulate a generalized type of invest-
ment function that can then be applied separately
to reasonably homogeneous sectors, for example,
durable manufacturing, nondurable manufactur-
ing, electric power, and so on. Perhaps this is still
too aggregative. But, conceptually, one can think
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of a large number of investment functions, all of
the same general form, each referring to a homo-
geneous sector of the economy. Thus, one could
consider investment in any sector as a function of
output in that sector, the capital stock in that
sector, and what other variables were eventually
discovered to be important. But conceive of a func-
tion along these lines for each homogeneous in-
dustrial sector of the economy, and think also of
separate functions with to some extent different
variables for residential building, for commercial
building, etc. Then one must accept the fact that
the complex process of growth in a reasonably
free society (as a matter of fact even in an unfree
society) will involve not only changes in the para-
meters of each sectoral function but also, as
growth goes on,dramaticchanges in relative weights
when one comes to add the separate sectoral
functions. Perhaps along those lines it would be
possible to develop a more precise formulation of
this loose notion of investment opportunities,
which in spite of efforts to discard it seems to keep
cropping up again whenever a discussion arises on
the uneven pace at which economic growth pro-
ceeds.

This leads me to offer a few comments on two
concepts which have been used in studies of growth
and economic fluctuations. One concerns the
distinction between major and minor cycles and
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the usefulness of this distinction in interpreting hi-
story; the other has to do with long waves in eco-
nomic growth. The distinction between major cy-
cles (which Schumpeter called «Juglars») and mi-
nor cycles (which he called «Kitchin» cycles) has
been stressed by Alvin Hansen and is a fundamen-
tal part of Schumpeter’s schema. This distinction
has been challenged, most recently by R.C.O.
Matthews in his excellent little book on the trade
cycle, and in the light of his criticisms, I would to-
day modify somewhat an article I published in the
Review of Economics and Statistics in 1955 on invest-
ment opportunities and the distinction between
major and minor cycles. I would still define an
«appropriate capital stock» in much the same way
and would retain the notion of «investment op-
portunities» as the difference between the appro-
priate capital stock and that which actually exists
at a particular time. I would also continue to think
of the inducements to exploit this difference between
the appropriate capital stock and that which cur-
rently exists. These inducements are subject to more
short-term fluctuations. What I said in the ar-
ticle was that minor cycles, minor recessions, re-
flected chiefly changes in the inducements to ex-
ploit a given stock of investment opportunities,
while major depressions reflected a significant
change in the underlying stock of investment op-
portunities itself. I am now prepared to meet my

28



critics at least part of the way. While I would con-
tinue to attach importance to the notion of chang-
ing investment opportunities, I am prepared to
make concessions regarding the sharpness of the
distinction between major and minor depressions.
I would now place stress on the notion of changing
investment opportunities—in part for reasons
which are usually considered «exogenous» in for-
mal models—in a growth setting. Thus, changes
in the stock of investment opportunities over time
can lead to swings in growth. And, at least before
the second world war, some of these swings in
growth could generate serious depressions, particu-
larly when the financial structure was weak, the
built-in stabilizers were not strong, and the eco-
nomy was potentially unstable in other respects.

From this point of view, I would say that what
has happened in the United States since the mid-
dle of the 1950’s has been a moderately significant
impairment of investment opportunities for the
reasons 1 cited, compounded by an absolute de-
cline for a significant period in the level of gover-
ment spending. This hasled to substantial retar-
dation in the rate of growth of output. Associated
with this retardation was the 1957-1958 recession,
which was by a significant margin the most seri-
ous of the whole postwar period in the United
States. The revival which then occured from 1958
to 1960 was quite incomplete. In 1960, total pri-
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vate investment was barely back to its 1957 lev-
el, and unemployment was still relatively high.
Thus, while it stretches familiar terms too much
to say that 1957-1958 was a «major depression»,
I think it is fair to say that the 1957-58 down-
swing marked the initial reaction of the American
economy to a significant impairment of investment
opportunities. A variety of structural factors—fin-
ancial and monetary reforms, the much larger
relative role of government in total spending with
the correspondingly smaller role of private invest-
ment, the built-in stabilizers, and other factors
that may easily be added to this list—kept 1957-58
from being a «major depression» in the old pre-
World War II sense.

1V

Obviously, it is exceedingly rash to attempt prer-
cisely to predict the future. There are some moder-
ately optimistic factors for the second half of the
1960’s. America will come into a new upsurge of
household formation as the postwar babies enter
into marriage and begin to have children and
aquire homes. The economy’s excess capacity slow-
ly is beginning to recede. There are growing back-
logs of the new advanced technology to be exploit-
ed through private investment. And there is ac-
cumulated obsolescence from the holding down of
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gross investment in recent years. These are all op-
timistic factors—if not for next year, at least for
the second half of the decade. There are also some
pessimistic factors, among which the most dange-
rous seems to me the possible ending of the huge
commercial building boom in the United States.
But, in looking into the future, the most impor-
tant point I wish to make takes the form not of a
positive statement but of a question— namely,
will the political temper of the American people
permit their government to play the role that it
must play, if aggregate demand is torise at the nec-
essary rate and without at the same time holding
back private investment. Today, very roughly,
government spending on goods and services con-
stitutes 20 9, of agregate demand, and private in-
vestment comprises 13 9%,. Assume that the neces- -
sary conditions can be created for private invest-
ment to grow at 4 %,. Assume also that state and
local government expenditures will grow at 4 %,.
But assume that federal spending does not increase
at all in real terms, that it remains constant—
which is what a large part of Congress would like
to see it do. Under these assumptions, the overall
increase in thesc nonconsumption types of sup-
ports to aggregate demand would average only
2.89, per year; even more weight would have to be
placed on tax cuts than is now the case.The Admin-
istration has not been notably successful in get-
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ting a substantial tax reduction through the cur-
rent session of Congress.

As an economist I should perhaps apologize for
ending on what is essentially a political note. But
one can say very little about the future trend of ag-
gregate demand in the United States without rais-
ing the question as to what role the federal gover-
ment will play.
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