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to the pessimistic projects, it results in a GNP of about $560 bil-
lion. Thus, what we call the multiplier of the tax cut is about 2.

It may also be of interest that of the $6 billion initial tax cut, some-
thing like a third to a half would be recovered through the higher
tax yields of improved economic activity. Let me add that we did
not suggest that a $6 billion tax cut was the right amount. Larger
tax cuts would have larger effects, of course, but we see no immediate
reason to expect the resultant impact on the economy to be greater in
a more than a proportionate manner. Thus, a $10 billion tax cut
lr)l}lifght improve GNP by about $20 billion, a $4 billion tax cut by $8

illion.

What do tax cuts do to unemployment? The $6 billion tax cut
would lower the rate of unemployment by about 0.6 percent, or 400,000
persons. The improvement in employment would be greater as the
labor force returns closer to its normal rate of expansion.

The single most interesting fact about these figures is this: even if
the optimistic assumptions come true, that is, if the present supposedly
“mixed bag of signals” resolves itself on the side of optimism, a tax
cut would still be appropriate, since there is virtually no prospect of
areal improvement in the unemployment situation.

If the tax cut were enacted, even under these circumstances, the
resultant rate of unemployment would still be above 4.5 percent, and
therefore short of full employment. Thus, a tax cut would not be a
mistake even if the optimists were correct and things turned out just
as well as one could reasonably hope for. The risks of policy, there-
fore, are not being run with regard to inflation, but recession and de-
pression. For if things really go sour after this lengthy period of
under-utilization of capacity and high unemployment and after the
large decline in the stock market, no one can foresee just how the de-
cline will oceur and when and where it will stop. The prudent action,
therefore, is a tax cut.

REASONS FOR INACTION

The diagnosis I have just presented is now held very widely both by
economists and by business and labor leaders. It would take someone
with a lot more understanding of the political process than I possess
to explain the present dim outlook for action in the face of this agree-
ment. Let me discuss a few of the more economic points, however.

First, we are much too preoccupied with the ups and downs of reces-
sions and expansions, and have lost sight of the longer-term trend of
the economy in the process. It is indeed a fascinating sport to col-
lect the straws in the wind every week about the immediate direction
of movement of the economy.

In fact, however, the business cycle per se has become extremely:
mild. Inventory movements, as the recent studies prepared for this
committee showed, are a large part of the quick ups and downs of
recession. As the economy has become more slack and supplies abun-
dant, business has gotten more and more cautious in its inventory
policies. The inventory movement of the 1960-61 recession was sub-
stantially smaller than n the 1958 recession. Inventory buying duz-
ing the present expansion was even more hand-to-mouth. Policies
for fixed investment have also become more cautious and based on low
assumptions of economic growth. These factors make recessions mild,
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