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B, MAINTENANCE OF THE ECONOMY
1. Task Force A's policy has, as one of its general objectives, the
maintenance of "a strong and sound U,S. economy based on free enterprise."

2, Comparison with Soviet Economy

8., We were interested in the comparative strength of the U.S.
and U.5.5.R. economies over a sustained period (Chart B-1), According
to the estimates of the Central Intelligence Agency, the Soviet economy
will not zrow so as to reduce our preponderance of economic strength in
the fereaseable future -- assuming that our economy continues an average
growth of the order of 3% percent a year, shown on the Chart,

2, TImplications of Our Economic Objective

a. The general objective, stated in par., 1 above, emphasizes
2 aced for a security policy minimizing both the risk of war and of the
necessity for a high state of mobilization with their concomitant risks
of a controlled economy. The stated objective also implies a steady
course of security effort at a reasonably high level of preparedness.
Major fluctuations in the security program are bound to disrupt the
economy. Any recession in our security effort which meets a sudden
increase in tension with the Soviet Union is likely to necessitate
limited mobilization, to regain an adequate plateau of preparedness,
with consequent temporary impact on free enterprise. General war, of

course, would leave us little of either health or free enterprise,
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L, Ability of the Economy to Sustain the Security Load

a, Task Force A has studied the trends in our economy over the
period since 1947 during which we have been engaged in combatting Commu-
nism and notes that:

(1) Our industrial plant has been greatly expanded and
modernized through a steady, high rate of invertment.

(2) The gross national product has risen steadily -=-
averaging l-5 percent per year.

(3) Our non-renewable resources have not been consumed
significantly faster than under a condition of near full employment
with lower security expenditures. The products of our economy, under
the latter condition, would of course have been different and might have
resulted in a fraction less consumption of some metals., Our country has,
in effect, been putting resources both into its militery shield for the
economy and into the standard of living., The resources would otherwise
have gone partly to accelerate further the rise in the standard of living.
There might have been additional public investment, providing the govern-
ment and public had been willing to continue to take by taxes some of the
increment, which have instead been devoted to security, to build roads,
schools, etc,

(4) The civilian standard of living has gone up steadily,
averaging a rise of over two percent per year in consumption exp enditures
and slightly lessthan two percent per year in disposable income.

(5) Economic controls, imposed during about two years of the
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limited mobilization since 1950, have, with a few exceptions, been elimi-
nated due to the production expansion generated by our private enterprise.

b, Turning to an appraisal of U,S. capacity to support a security
program over a sustained period, Task Force A considered the currently pro-
Jjected security expenditures to 1960, in comparison with the estimated
national production for the same period (Chart B-2),

c. In order to generate a reasoned view as to the impact of
likely security expenditures on the standard of living, we considered
(Chart B-3) the same information as on the previous chart, but presented
to assume that the standard of living (the highest yet attained) is frozen
at the current level, It is apparent that, barring a serious recession,
there should be an increasing increment of production available for either
increased investment and a higher standard of living, or for increasing
the effort against Communism, This increment mey be of the order of 70-80
billion dollars by 1960 or not much below the current magnitude of total
Soviet production (Chart B-1).

d. Believing that relative rather than absolute costs may be the
best measure of the true impact of the security program on our economy,
we considered that program (Chart B-L) as a proportion of national produc-

tion. As now estimated, the proportlon decllnes steadlly in future years.

e s o e

&, Task Torce A concludes that there is no questlon that our

}
country has the economic capacity to provide a high plateau of prepared- }
ness =-- certainly the program envisaged by Task Force A -- over a sus- f

tained period, ;
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f. NSC 153/1 states that the cost in resources of our security

program over a sustained period (we interpret a sustained period as ten

years or more) may from the economic standpoint present a principal threat

e AN N S BETRT, T M e P S e T
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to the survival of the U.S. way of llfe:7§Ehe resl threat from the ero-
Twngmggﬁﬁiandp@intjmiﬁ-our’opihioﬁ;méééé-h;£ arise from absolute cost of
l security so much as from other dangers. They include;

(1) The effect on adequate legislative action of the unpre-
. cedented absolute cost short of war,

(2) The effect of an economic recession which might cccasion
a retreat from our military position, gravely upset the economies of
countries in the in-between world with consequent politiecal disruptions,
and provide a great propaganda victory for Communism by giving a demon-
stration (they would say) of the inadequacy of our economic system com-
pared to theirs. The U.S.5.R. might grasp the opportunity for economiec
warfare,

(3) Lack of an economic readiness for mobilization, general
war, and atomic attack on the U,S. NSC 153/1 does not, we think, contain
any policy guidance for those preparatory economic and industrial mobiliza-
tion arrangements within the Executive Branch which are consistent with
our stated policy of military readiness. The long run need for standby
production and consumer control measures as part of a defense against
atomic attack seems clearly apparent, These arrangements, for a full mobili-
zation, require about nine months to place in operation according to informa-
tion available to the Task Force, providing it is necessary to start from

secratch,
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g. Task Force A considers the government planning should take
account of the points raised in (2) and (3) above and that, at the appro-
priate opportunity, standhy legislation should be obtained on which to
base sustained economic mobilization readiness consistent with military
readiness, These internal problems just listed, and they are serious,
are under our own control and arrangements -- unlike the external threat.

5. Ability of Covermmental Arrangements to Provide Resources

g8, The capability, existent in the economy, to support an ade~
quate security program still does not assure that the governmental mech-
anisms exist to provide these resources to the security effort. There is
certainly a’point at which the fiscal and tax structures no longer can
make the needed transfers from the eivilian economy -- or can make these
transfers only with unacceptable damage to that economy. Based on the
World War II experience of the United States and Great FPritain, we think
the saturation point of the economy in all-out war is the diversion to
the war effort of somewhere between 50 and 60 percent of national produc-
tion. This rough estimate assumes no material atomic damage. We believe
our Government should be carrying forward studies of the capabilities of
the economy in case of such atomic damage. Ve make no estimates thereon
since we are dealing in our examination with the problems of the economy
in supporting not a war program but a preparedness program of the scope
required by the policy of Task Force A.

b. Our Task Force was impressed by the budgetary and financial
problems, currently facing the U.S. Government, as explained to us by the
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Director of the Bureau of the Budget, Charts B-5 and B-8 contain some data
indicating the nature of these problems, Certainly our Government should

not operate in ordinary times on an unbalanced budget continuously year

after year. The current problem is one of completing a build-up of mili-
tary strength over the next two to four years and then sustaining that
strength at a high level of preparedness. The current years are, we hope

and believe, not ordinary times. ?he main qugst@pn concerning the national
debt is, to us, whether it is likely to become so high as to be a threat

to the strength of the U,S...Charts B-9 and B-10 show the debt (the latter
presenting it as a percentage of national production) assuming that there

is no significant increase thereof., This we realize may prove to be an N
unwarranted assumption but it does not necessarily invalidate our conclu-
sion as to the degree to which the debt constitutes a threat. ;gg[‘§§33§§"g\x\

)

i
existent in the debt does not seem comparable to the Sov1et threat. The f)(
el AL

U

debt situvation does, however, have grave polltlcal and psychologlcal \

\
|

_M’/ﬂ T

¢c. The economic policy set forth in FSC 153/1 contains an impli-

protlems and presents major difficulties to our federal finaneial

administration,

cation of a reduction of taxes and certainly no suggestion of increasing
the level of taxes to balance the budget, Uie understand that the reduction
of federal income which may occur due to lapses of taxation legislation is
of the order of eight billion dollars a year.

d. In searching for a guide to tax capacity and for possible
arguments for ouf implied economic policy in the tax area we examined the
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ESTIMATED REVENUE LOSS FROM

SCHEDULED TAX REDUCTIONS UNDER PRESENT LAW
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Type of tax expirg.t?on ﬁsgal year ﬁs?:a.le §ear
1954 1956

(In billions of dollars)

Corporation

excess profits . . . . June 30, 1953 .8 2.3

Individual

income . . . . . . December 31, 1953 1.1 3.1

Selected

excises . . . . . . . March3l,1954 5 1.0

Corporation

income . . . . . . March3l,1954 —_ 1.9

Tatal « « & w % 5 E = 8 § & &6 = & 2.1 8.3

CONFIDENTIAL



GROWTH OF THE FEDERAL DEBT

LU ...

49 A

$Bil.
Peak
Now
Korea
240
160 -
280 2571/2 267'/2
, Pre-
! 80 Wtr)rld
POS"’ WO(H
i World War I Post-
Pre- Peak World War I
Low
World 43‘/[
! Il/l Wwarl 26'& I—-|6—L
Mar.3l,  Aug. 3l Dec. 3, June30,  Feb.28, June3O, Jan3l,
1930 1940 1946 1950 1953




TOP SECRET

e =
s00. (BILLIONS OF - SECURITY INFORMATION ,._-g' /,,
| | ] | | |
N T TODAY
il COMPARISON OF NATIONAL DEB 1 ’/
AND GROSS NATIONAL PRODUCT ! | ™|

400 /4 /
350
Gross National Product
Tax Rate based on Level National Debt
300 //
National Debt \
‘___.-"-"'"-..___- __.—--‘-‘--__-_'——'_——-"—"—"—_—“-"—"‘"—'—'—'
L S — — e e e ==
250 >l — e — S iaizalol
/!
/
s
200
—  /
/
/
//
150 /] /
7
‘P
/ £
/
100 / e
¥ i - N
/ " N, L ederal Expenditures
4 ~ e ™t e o J
- / N T et Mk TR VPR e e S
// # s /r_"- """"" I ST
500~ /‘ . st
/r’ IO i s e L e iint -l Federal Receipts
e il
P N
1941 42 43 44 45 46 47 48 49 50 51 52 53 54 55 56 57 58 59 60

~ 4 £ TOP™SECRET



TOP SECRET

'ngcml Receipts

|
National Debt

I
TODAY

A7 US NATIONAL DEBT
/\ | AS PERCENT OF GNP

i s el i

\

S

\

Fc}dcral Expenditures

I T ST

1941 42

cra

44

46 48 50

| |
52 53 54 56

E/6

TOP SECRET

SECURITY INFORMATION



e TOP-SECRET

SEC. IIT SECURITY INFORMATION

taxes of our principal Allies (Chart B-11) and made an estimate of the
likely U.S. situation in 1960 under our current program. Taxes as a
percentage of national production would in that year be less than all
except two or three of our NATO Allies today. The average per capita pro=-
duetion of these countries (Chart B-12) is below LO percent of ours for
the best of them, Hence their tax burden is almost certainly more oppres-
sive than in the U.S.

e. Looking at comparative defense expenditures as a percentage
of gross national production (Chart E-12) ours will, according to our cur-
rently proposed secuwrity program, be lower by 1957 than the present defense
expernditures of England and France, By 1960 our program will be propor-
tionately below the average of current programs of the Furopean NATO
countries,

f. There is a _way of thcught in some governments wzth uhlch we

x5 e T e ettt s g

deal in our collective Secnrlty effort, which equates the Soviet mllltary

jr— 85 TR A g TRV

threat to somethlng less than a selected tax rate or a selected percentage
—— - e S

kgf the national production. Task Force A COn31ders that the United States

— sl

is certainly not yet in a position where it needs to consider this line of

reasoning which would have the effect of prov1d1ng milltary defenses Whlch

g i

_may bear little relationchip to the military requ1rement

g, Our Task Force knows that some of the matters falling within
our mission are the subject of complicated and controversial economic anal-
ysis. We seriously question, however, that, in the face of an unbalanced
budget, the current security need, and an economy operating at around full
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normal capacity, there is any urgent,qunpmig_iggument for reducing the

e NP B A T R S B e BNTR R

total of federel taxes. We recognize it may be desirable to change from

one type of tax to another.
h, Task Force A, although given a general mission of advocacy

of NSC 153/1, does not advocate 211 the tax policies implied therein. It

recommeg@s_contlnuatlon of taxes at the present or higher levels. The

-

Unitgiméﬁgtes seems certainly to have the tax structure, debt sitmation,..
S = e s - E——— » e S

o m———

fg@hggggngizfiscal capability to sustain any security load which-seems
m}ikeky.undgzhike program of Task Force A.

i, There remains, however, the problem of the completion of the
military buildup and temporary "humps" in defense costs, such as might be
occasioned by a rapid expansion in continental defense, One possible way
of dealing with such a situation would be to accept, temporarily, deficit
financing, Special taxation should be considered in connection with the
financings of such "humps." Our Task Force was impressed by the fact that
clearly demarcated temporary defense taxes, defined for specifiec purposes,

such as continental defense, would serve the useful multiple purposes of
(1) impressing on citizens the need for a particular type of defense,
(2) emphasizing the citizen's responsibility in the defense of his country,

and (3) helping to balance the budget.

6. Public Will to Pay Taxes

a., The will of the people, as reflected through their elected
representatives, to bear the tax burden is the principal determinant of
the resourses allocated to security over a sustained period -~ unless our

- Bl &
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country were to operate on a sustained unbalanced budget, a course which
we do not recommend, Taxes are the minor part of the defense burden for
many. Personal service, worry over sons away from home -- such intangibles
hurt more than taxes,

'-\
b, Our Task Force is cognizant of the existence of a concern that

continued high taxes will serve as a brake on expansion of production, This
is a point hard to prove either way although the economic indicators for
the last six years do not give a significant, if any, indication support-
ing the view,

Cas The”tax problem seems to us, in the context in which we are
requ%zfg;ygggggsiderim,.hghgap%imgrily a_political and Psychological
prob&g@:_“gEEEGEEEzE?Egﬂgaigwggﬁzhgnggyigm_Sfﬂg?inipg pub;%p S?Pp?rt for
an adequat?rPiﬁﬁzigwfgﬂyffcggigy. The main problem-becoﬁés that of cone
vincing local leadership and the general public of the need to pay more
taxes in order to pay as we go. There have been some negative forces
affecting the public will to pay texes and the will of Corgress to enact
them, We offer the following suggestions as being consistent with this
report's overall approach that the U.S. should take a balanced and confi-
dent attitude in dealing with the security problems

(1) Put the wastes and inefficiencies (there will always be

some) in their proper perspective, so that newspaper headlines about a
small sum will not create the impression that billions are being poured
down ratholes,

(2) Place more emphasis on positive statements about the

- 22 =
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general and increasing efficiency of our Government. The inefficiencies
should be sought out and eliminated ruthlessly, The public should be
informed of essential facts concerning the elimination of waste but such
facts should not be treated in a sensastional way, since such treatment
reduces the public will to support security measures,

(3) Present the fact that each citizen, in deriving benefits
from the security of our way of life, has a responsibility to provide means
to the Govermment to do an adeguate security job.

7. Evaluation of Economic Policy in NSC 153/1

a, Task Force A was given a mission of evaluation of current
volicy. We believe that the economic aspect of security policy and the
need for a sound, healthy economy should be stressed continually., We do

Mgueutlon, however, that the pollcv expressed in N“G 153/1 is based on a

*—-wﬁ""“_\-a._‘ S——

mpletely correct estlmate of the true nature of the economlc threat to

the/U.5, way of 1ife under the pollcy contalned in that paper. As stated

it v S PSR gy,

i

previously, rather than the absolute cost of the sustained security pro-
gram eonstituting the threat, we feel that the much more likely dangers
lie in other areas, These other areas include the hazards inherent in a
recession (even though the economy remai ned basically sound, heal thy, and
one of free enterprise), thed ependence of the in-between world on the U.S.
in economic matters, a possible growing executive unpreparedness for eco-
nomic mobilization, and the political-economic problem of adequate tax
legislation, We also question, as in the case of the military portion of

the policy in 153/1 that the statement of the economic portion is as well

s B3
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integrated with other parts of the secwity policy as it could be.

b, If the United States is to succeed in the deterrent aspect
of its security strategy, and Task Force A believes it can and will, the
economic (and also the militany) portions of the security policy will both
be used primarily in support of the political aim of the policy. While
guidance for improved integration is hard to set down in words and harder
to indoctrinate throughout the huge administrative structure desling with
these matters, it is worth trying. % Force A recommends that the eco-_. .
nomic portlops#EE¢NSC 153/1 be restudled in llght of the foregoing.

s

c. As part of our evaluation we should give some comparison with
the probable costs of the programs studied by the two other Task Farces in
ile Task Group. Each Task Force has to allow for costs incident to the
particular risks of general war under its proposed course of action and,
in addition, must allow for costs to make the various aspects of its policy
effective chort of war,

d., Task Force A considers that 1ts course of actlon in the short

ena o s 7

Egg_m%ghto*m is materla*lv less costly than the other two by s, Task
Foree B (which, stated oversimply, "draws a line" and issues an atomlc

ultinztum) increases the risk of genmeral war in the viewof our Task Force.

An increased cost, clearlJ apparent, lies in the necessity for hav1ng a

P T e AT
e
e e

hisher desree of readiness. Otherwise, the Soviet Union (and our allles)
probably would not consider the policy as meaningful, nor would the UsSs
people be willing to live, without a very high state of continental defense,
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under a policy by which our own Govermment might pull the trigger on the
Soviet atomic capability. As a sample of immediate increased readiness
required, U.S. forces in Germany would have to have increased allied (and
U.5.) support before any other nation would be likely to consider the
policy meaningful or, for that matter, the U,S. people would be likely
to support the policy.

es, As to Task Force C's policy, this would mean, in the opinion
of our Task Force, an increased risk of war and a materially increased
cost in the next few years., We are unable to reach a judgment on the
long term costs if the policy were successful.

f. If either of the policies B or C prove unsuccessful, the
United States may well be committed in the long term to ep enditures of a
magnitude which would threaten, through impact on our economy, the U.S.
way of life, rlﬁkifwi?ﬁéifmfffﬁiPlgnFP shift from Policy A to either B or

(}g,xxﬁut once shifted, §ur country could not turn back easily, if at all,

and would be committed to the new course -- both more costly and more
hazardous,

g. When the values being hazarded are those of the U.S. way of

life, Task Force A considers that the lesser hazard should be chosen and L/ff?

that th i NSC 153/1 i th the 1 r hazard and 1 t1ly.

a ji}Eﬂ;&z;gﬁmﬁEE_ﬁggi is bo e lesser haza §2“$f?§imfgﬁr.¥
8, Conclusion

a., Task Farce A has not stated uncgualifiedly that our country

ghould spend more on security although, at least in the short run, some

increase in currently programmed expenditures seems necessary to do the job

o 55 -
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envisaged in NSC 153/1 as developed by this Task Force., Any unqualified
statement would imply an accuracy of estimating which is beyond our capa-
bility. Our Task Force is convinced that the United States can spend more
than now contemplated, if necessary, and still maintain over an indefinite
sustained period a sound, healthy, free enterprise economy, The United
States can and should reduce the deficits in the annual budgets, should
not have a policy of operating continuously on an unbalanced budget,_and -
sgggld achieve those objectives by paying moreﬁE§§Q§Eg§;wgﬁggﬂ£g§ward in

Y W= P S e il
e e

this -age of danger, Task Force A has no fears, of the order of our

concern over the Soviet threat, for our sustained economic future under
the policy the Task Force advocates to the National Security Council.

b. Stated in one sentence: The United States can afford to
2_-_"_—hh--..__ > e =

survive,
h
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1966 2 2101 ¢ 45.0 3 2003 3 LB o5 1 177 ¢ 8.5 ¢ 637 ¢ 30,5 2 L3.0 1 20,2 v 2604 = 139,01 & 147 ¢ BB
I9LT = 23343 3 LT ¢ Bl 2 2.2 ¢ 1.0 3 256 2 10,9 ¢+ k2.5 2 18,3 3 40,2 ¢ 17,2 = 258.3 » 1213 7 4908 § 8l.7
98 o 2591 3 109 Hwe 3 Bed 2 20 3 2249 ¢ B3 : 99,0 3 1550 & L2 3 16,3 & 252.3 1 975 @ 220.1 1 B5.0
1949 ¢ 258.2 ¢ 11.9 O 3 500 8 242 $ 226 % B i ADGD » 35.L 3 3802 2 1.8 » 252.8 v 9B.9 3 2181 1 BB
1950 : 28L.2 ¢ 12,3 a3 2 bl 5 16 £ 23,8 ¢ B2 1 L0.2 2 L1 ¢ 300 ¢« 33,0 3 257 905 & 2440 @ 85,9
1951 » 3282 @ 205 Gar 1 LpuB ¥ Lall ¢ 19,5 548 & dilab o 134 5 LBel 3 Mab 5 255:2 ¢ Tild ¢ 285 : Bhb
1952 = 350,0 : 39. Dyl 5 568 5 Boh 3 Blh byl 3 bl 5 18:9 1 62,1 1 L7.8 ¢ 2590 ¢ FhL.O =+ Z8L0 ¢ 8L
1953 = 363,20 : LiLJh 1202 ¢ BB & 5 ¢ 2 o) Be7 § Theb v 2045 2 65.2 ¢ 18.0 1 268.5 » Th 3 288.L = 79,5 4
1954 = 376.C b3y Ileh & Gal & 1B 3 4.3 6.5 1 "2 s 19.8 2 71,0 3 1B 2 71,7 + 2.2 ¢ 301.8 8043
1955 = 590,80 L0 167 ¢ Bl o 2.6 v 20,2 642 ¢ 05 ¢ 181 5 P05 ¢ 18l x PULE 1 69,7 3195 = 8149 :
1956 ¢ 4OL.O : 39.2 2 9.7 : 5.0 ¢ 1,2 3 23.9 5.9 8.1 ¢ 16,8 : BB, & 1648 ¢ 2717 ¢ B2 ¢ 335.9 » 83,2 »
1957 = L1810 ¢ 364 5 8.7 : 340 ¥ & 5 227 547 6%l & 3541 63,1 % 15,1 ¢ @7LT ¢ 65,0 ¢ 356,99 » Bh.9
1958 2 £330 ¢ 30uh & BeR § 340 1 W7 % 2347 & 5.5 2.1 = Mt 3 62,0 w Jh,3 ¢ 2L.Y & BRY 3 3009 5 BE.L &
1959 = LL48.C : 35.4 Fal 2 .30 » Tt v B39 5.3 621 5 13,9 § 621 5 13,9 » B7l.7 17606 & 3859 3 86,0 3
1960 : 463.0 = 25.4 Teb 2 3,0 £t B,7 2 bl 62,1 & 19,9 & 620 & 18.h & 2717 ¢ 58.5 & LOD.9 : 86,4 .
NOTES:: o All dollar figures are in billions of dollars.
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