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The Council of Economic Advisers
Under Chairman Walter W. Heller,
1961-1964

Summary History

Presldent-elect Joha F. Kennedy’s announcement of his ap-
pointment of Walter W. Heller, a Minnesota econcamist, as Chairman
of the Council of Economlc Advisers came in December 1960 ag he
was also announcing his Cahinet appointments. Heller was well-
respectad within the economlcs profession and could he expected to
reflect the llberal economic views associated with the Kennedy
candidacy. Heller then recommended for the other two positions
James Tobin of Yale and Kermit Gordon of Williams., While Heller
was an active chajrman, there was a division of labor, with Tobin
respondible for monetary policy and Gordon in charge of industrial
organization and incomes policy.

Heller was basically an activist concerned more with policy
application than with theory. He saw nothing wrong wlth the CEA
publicly advocating the policies {t felt to be economical ly wise
and educating the public in the "New Economics" espoused by him-
self and his colleagues. If JFK was more cautious and perhaps
congservative In his economics, he still encouraged Heller and his
assoclates to take advanced positions on economic {ssues. Consis-
tent with this desire for consensus and his sense of political
vulnerability, Kennedy preferred that his advisers feel out and
educate the public on more unorthodox polfcles such as a tax cut
to stimulate growth even with the economy on the upswing, He was
thus able to avoid risking his own position on less popular poli-
cles while still trying out new ideas and retaining the image of
a liberal admintstration.

Kennedy supported open testimony by the Council before con-
gressional committees, While there was at first much concern that
the CEA be cautious and not violate {ts advisory role In testi-
fying, Kennedy soon recognized the educative value of such testi-
mony as well as the importance of cultlvating a friendly Congress.
Along this same line, Heller and his assoclates also made speeches
around the country to mobilize popular support. For instance, in
1962, after the steel crisis, Heller”s frequent speaking engage-—
ments were pact of the administration’s strategy to win business
support. Interviews and articles that could build support for
administration policy were also encouraged.

Heller and the Council helped prepare Kennedy for his public
appearances. In addition to working on the President™s major
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economic messages, Heller was a menber of the group of close
advisers that troutinely wmet with JFK to brlef him prior to press
conferences. The CEA prepared lists of possible questions and
answers for Keanedy to study, aad then Heller would follow up with
an oral brieflag at breakfast the day of the press conference.
And of coutrse, the Council”s memos were not confined just to press
conference briefings. Hundreds of often rather lengthy memos werte
sent regularly to the President on various issues. While Kennedy
did not often specifically acknowledge the CEA"s memos, he ap-
pacrently did read them, for the Council was frequently pleased to
find the President later using a particular coancept developed in
the menos.

Kennedy preferred to deal with small groups whenever possible
and only with reluctance held large formal cablnet neetings.
Believing in the value of expertise, he did not want advice from
agency heads outside their own jurisdictions. He preferced in-
stead to consult only with those directly lnvolved in the Llssues.
In economic policy, this meant meeting with what Heller termed the
Quadriad, Set up at the request of the CEA, the Quadriad con-
sisted of the heads of the CEA, the Treasury, the Bureau of the
Budget, and the Federal Reserve. Its meetings were not regularly
scheduled, and they usually met only when Heller suggested to the
President that a particular problem needed to be discussed by the
President™s top economic advisers. Perhaps more important was the
Troika, the same group but without representation from the Fed.
The Troilka did not meet with the President but rather reported to
him confidentially on the state of the budget, revenue, and the
economy, Although there was at times internal disagreement over
such matters, the Troika attempted to reach a measure of agreement
before reporting to the President. Functloning at three levels
{staff, sub-cabinet, and cabinet), the Trolka became an important
mechanism for cootdinating economfc policy during the Rennedy
years., One other group was set up at Heller”s suggestion in
August 1962 in order to work out inter-administration differeaces
over the proposed tax cut. This Cabinet Comnmittee on Econonic
Growth was made up of the CEA chairman, the BOB director, and the
gecretaries of Treasury, Commerce and Labor. Under the Johnson
administration, this committee”s duties were expanded to include
consideration of wage-price policy. Johnson also continued the
Trolka and the Quadriad.

The basic concern of economic policy in the early 1960s was
the conflict betwean economic growth and stability that had domi-
nated the Eilsenhower years. While most Republicans and conserva-
tives remained committed to the necessity of a balanced budget in
order to maintain the price stability essential to economic growth
and a favorable balance of payments, many liberals and Democrats
felt that Eiscal activism to achieve economic growth and lessen
unemployment should take precedence over anti-inflation policy.
When he entered office, Kennedy was forced to deal with this
divergence of oplnion. In addition to his own doubts about the
validity of liberal economics, Kennedy realized the potential
political problems of pursuing expansionist policles. His narrow
victory in the presidential race had scarcely been a mandate for
the "New Economics,” and the control of Congress by conservatives
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of both patties indicated that an orthodox approach to economtie
policy would be politically wise, The new Presldent was also
concerned that he not be branded Flarcally Lrrespunaible and that
his policles be consfstent with his campaign call for sacrifice by
the pecple. Political considerations simply outweighed economic
reasoning.

The clearest example of this acceptance of orthodox economics
was Kennedy’s anti-recessfon program in early 1961l. Some sort of
recovery program was essential, and his liberal advisers urged a
tax cut or possible increased spending. They were not prepared
for his commitwent in his State of the Union Message to fighting
the recession within the confines of a balanced budget. His
advisers were nobL concerned so much that JFK's political conces=
slon to the budget balancers would prevent recovery bhut that it
would mean a sluggish recovery short of the economic potential of
the naction. Although the anti-recession program worked out by the
CEA within Kennedy’s guidelines was fairly conventlonal and stop-
gap {(centering on administrative acceleration of expenditures and
legislative proposal to broaden government welfare tranafers), the
President™s promise to re-evaluate his anti-recession program In
mid-April held out the possibility of a more expansionist policy.
But recovery by March 1961 made fiscal activism even less justi-
fiable than beforte.

Kennedy continued to insist on the necessity of maintaining a
fiscally responaible program throughout the first year of his
administration. Despite the arguments of his advisers, he re-
malned unconvianced of the wisdom of a deficit except during a
severe economic downturn., A tax cut when the economy was on the
upswing was not justifiable despite arguments about the need to
move beyond sluggish recovery and the slack economic growth of the
past decade. Accelerated defense spending did provide some stimu-
lus to the economy, but Kennedy tried to offset such expenditures
with drives for economy and efficiency. When the Berlin crisis of
July 1961 threatened to inctease the deficit, Kennedy considered
even more drastic actlon. Concern over avoiding inflation,
balancing the budget, and emphasizing the sacrifice expected of
all Americans led to a move within the administration to seek a
tax increagse to finance the cost of U.S. involvement. Secretary
of Health, Education and Welfare Abhraham Ribicoff, Secretary of
Labor Arthur Goldberg, Attorney General Robert Kennedy, Secretacy
of the Treasury Douglas Dillen, and Theodore Sorensen were some of
the supporters of this action. Kennedy had apparently approved
the proposal and was preparing to announce it, when the Council
intervened with the agsistance of Paul Samuelson and Kenneth
ODonnell to change the President”s mind. Using national income
accounts flgures, the Council convinced JFK that a tax Iincrease to
cover the cost of the Berlin crisis would damage the already
sluggish economy and that a small deficit would probably help the
economy. But he was still not willing to abandon his emphasis on
tiscal responsibility and made clear his commitment to a balanced
budget in FY 1963,

In addition to his concern with his image of fiscal responsi~-
bility, Kennedy”s budget balancing was rooted in a fear of infla-
tion. While the Council and the other liberal advisers repeatedly
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{nsisted that other problems were more pressing, the new Preaident
remained concerned with the inflation problem much as his prede-
cessors had been. The most presslng reason for pursulng an antl-
inflatlon program was the balance of payments problen that had
been the Focus of concern within the Efsenhower administration
alnes 1958. According to more orthodox economists like Federal
Reserve Chairman William MeChesney Mariin, the deficit in the
faternational balance of payments and the subsequent gold draln
required government action in the form of tight money policy and a
balanced budget that would insure confidence in the dollar abroad.
Expansionist policies were deemed irresponsible and inflationary.
Although the Democratic platform in 1960 had called for monetary
ease and the Heller Council had subsequently urged that policy,
Rennedy feared the international repercussions of easling credit
and was reluctant then to use monetary policy as an anti-recesslon
device. This concern also restricted Eiscal poliey and was par-
tially reasponsible for his commitment to a balanced budget. A
number of actione were taken to reduce government expenditures
abroad, restrict civilian spending, and expand export trade (the
Trade Expansion Act of 1962), but the major fnnovation was the
monetary "twist” that provided high short-term interest rates and
low long~term rates ln order to encourage domestic lavestment and
reduce the outflow of gold. Although Martin, Dillom, and others
emphasized such policies to atabiliize the dollar, the Counclil
eventually gained support for its own proposals for reforming the
international monetary system in order to lessen pressure on
domestic polfey. Although the balance of payments problems con=-
tinued to trouble the Kennedy and Johnson administrations, efforts
to ease monetary policy were sufficiently successful due to Dil-
lon"s influence with Martin, and the traditional conservatism of
the Fed did not hamper domestlic programs.

Even the CEA, however, came to accept the necessity of an
anti-inflation program. Although Democrats had long eriticized
Republicans for their preoccupation with inflation and fallure to
focus on the need for growth, the Kennedy administration appeared
to be doing the same thing in late 1961 and 1962. Although the
CEA pushed for fiscal activism, 1t soon realized that some program
to insure price stability was pslitically necessary before any
plans for expansion could be realized. The CEA became active in
the development of wage-price stabilization poifey in 1961l. 1In
June it convened an “Economic Consultants” Meetiag" under Kermit
Gordon"s direction to consider the problem. The division of
opinion over the scope of government {intervention was made clear
in the meeting, and Heller, in a private memo to Kennedy, made
clear the conflict over the proper policy and suggested his own
framework involving productivity guidelines for price and wage
changes.

Guidelines had not yet been established, however, in the fall
of 1961 when contract negotiations in the automobile industry and
the possibility of a steel price rise arising from earlier con~
tract negotiations required admiaistration action, The adminis-
tration intervened publicly in the latter case to influence publie
opinion against action by the steel industry. The CEA took a
particularly active role, encouraging Senate debate on the issue
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and pushing Kennedy to lssue public statements critical of a price
rise. Thete was no price fncrease, but it was not entirely clear
how much credit eould be given to administratfon actions.

The administration”™s labor advisers and apecialists could not
reach agreement on proper wage-price stabilization gutdelines
because of Iinternal conflicting interests, but the Councll of
Economic Advisers with Xennedy”s support went ahead anyway and
published the "Guideposts for Non-inflationary Wage and Price
Behavior" in the 1962 Economie Report. Calling for non-infla-
tionary price and wage actlions within the limits of changes {n
productivity, both within the industry and within the economy as a
whole, the guldeposts (written by Kermit Gordon) were non-binding
and dependent up administration persuasiveness and public opinion
for enforcement. Kennedy did not even specifically endorse the
guldelines, As expected, the reaction was not favorable, Labor
consgldered the guideposts too restrictive and questioned the as-
sumption that {income distribution would remaln constant; manage-
ment insisted compliance would eut severely into theilr profits and
restrict expansion; critics on atl sides questioned the practi-
cality of the rather vague criterla and doubted that the gulde~
poats would be applied constatently; and even the Council”s own
staff feared the new poliey would result in direct controls aad an
end to collective bargaining,

Despite such criticiams, however, the administration was
determined to enforce the policy and set about applying it to
contract negotiations in the steel industry in 1962, Heller
assured Labor Secretary Geldberg in late December 1961 that a non-
inflationary wage settlement within productivity gains could be
negotiated, satisfactory to both labor and management. With CEA
support, then, Goldberg and Kennedy successfully pushed a settle-
ment that met labor demands without neceasitating an inflationary
price increase. Both labor and management seemed willing to
follow the guidelines. Then on April 10, U.S. Steel announced
there would be an across—the-board price rise, Seven other major
steel companies followed suit. Kennedy was incensed by U.S.
Steel”s actions and insisted that the company had committed itself
to holding prices down. Having gone out on a limb to convince
labor to accept a modest settlement, Kennedy was determined not to
allow steel”s actions to jeopardize his labor support. Beginning
with an April 11 presa conference in which JFK bitterly criticlzed
the price rise, the administration undertook to force a roll back,
The FTC and the .Justice Department began pricing iavestigations,
the Defense Department shifted contracts to smaller companies that
had not railsed prices, administration advisers telephoned everyone
they knew in a positlion to influence the decision, sympathetic
congressional leaders prepared to begin thelr own Iinvestigation,
and the Heller CEA worked artound the clock to prepare a "White
Paper" denying steel”s insistence of a cost—-price squeeze as the
basis for the price increase. When Bethlehem Steel yidlded to
administration action and rolled back prices, all others, includ-
ing U.5. Steel, followed suit withifn 72 hours. The administration
had enforced 1ts wage—-price policy, but only by using strong-arm
tactics that further alienated already susplcious business later-
ests.
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The wage-price guldeposts remained in effect after Lyndon
Johnson came to office. Although there was debate within the CEA
and the Cabinet Committee on Economiec Growth about how actively to
apply the policy, Johnson specifically endocded the guldeposts in
the 1964 Report, an action the politically cautious Kennedy had
always managed to avoid. Under Heller”s guidance, machlnery was
set up to identify major problem areas. An inter—agency watch-dog
comnittee, headed by CEA member John P, Lewis, focused on automo-
bile {ndustty negotiations as the major target. The basic problem
was that United Auto Workers would accept the wage guideposts only
1f the price guideposts were also enforced, an action that would
mean price cuts fn 1line with increased productivity. Despite
administration reluctance, Heller and others tried unsuccessfully
to get the industry to accept the price cut, but in the end thelr
major accomplishment was simply preventing further price la-
creagses, Although the wage-price guideposts proved less effective
than planned, the Kennedy~Johnson administration could at least
point to a perfod of relatively stable prices, with inflation less
than 2 percent through 1965.

Persistent unemployment (8.1 percent in February 1961) was
recognized from the heginning of the Kennedy naanspumannoa as
perhaps the major economic problem, but the President”™s concern
with maintaining an Image of fiscal responsibility had limited his
ability to act, Yet even 1f Kennedy had bheen willing to move
beyond his concern with the budget, there was no clear consensus
about just what was the nature of the unemployment problem and how
1t should be dealt with. The more congervative view (held by
Arthur Burns and Federal Reserve Chairman William McChesney
Martin) was that an increasing proportion of the unemployment was
due to structural factors. This view rested on the assumption
that at least 4 percent, and probably more, of those unemployed
could not Find jobs because of lack of tralning or obsolete
skills, and that efforts to stimulate the economy and create more
jobs would only aggravate ilaflation and not deal with the bottle-
neck of the structurally unemployed. What was needed to lessen
unemployment was vocatlonal educatlion, manpower retraining, and
other programs, but within the confines of a balanced budget. The
opposing view held by most liberals was that some sort of Eiscal
stimulus to encourage economic growth was needed to combat the
problem. .

The problem of the past decade, according to these econo
mists, was that the economy had simply anot been operating at its
full productive potential. While not opposed to structural pro-
grame or meeting socfal needs, these economlats inslsted that the
focus of economic policy should be on stimulating aggregate demand
in order to close the gap between real and potential output.
Increased production would then mean more Jobs and less unemploy~
ment. Tax reduction Iin order to eliminate fiscal drag on the
economy was the main tool, Countering the criticism of conserva-
tives and structuralists, these liberal economists insisted that
the resultant budget deficit would not be inflationary, for there
was 80 much slack 1n the economy. And in any case, existing high
rates of unemployment were more daager than potential inflationary
pressures., The aggregate demand theorists insisted that the addi-
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tional economle outpul would lead in the long run to even greater
revenue for important public needs.

From the [{rst Cablnet meeting, Heller pressed his argument
that recovery alone would not ellmlnate excoss unemployment, In
his March 6, 1961 statement to the Joint Economle Committee,
Heller insfsted that the economy was operating at least 8 percent
under capacity and at a growth rate of only 3.5 percent. An
expansionary fiscal pnliey was needed in nrder to stimulate growth
sufficlently to bring unemp Loyment down to the tatrget of 4 per-
cent. To deal with the sluggish recovery, Heller advocated in the
gspring of 1961 both a stand-by public works program and a $10
billion tax cut, but recovery and potitical considerations elimi-
nated them from JFK”s program. Kennedy was more concerned that
spring and summer with his commitment tn the American space pro-
gram and growing defense needa. While such spending undoubtedty
helped the economy, 1t satisfied nelther the advocates of spending
for public needs nor the proponents of the aggregate demand the-
518, The two groups actually came into dlrect conflict over the
Berlin crisis, for one Ffeared a cut in domestic programs I{f there
were not a tax increase, while the other feared the damaging
effects of a tax increase on the already sluggish economy.

A more politically acceptable aspect of the growth thesis was
an emphasis on encouragilng industrial modernizatfon and expansion,
The Treasury”s proposals in 1961 for tax Incentives to investment
included liberalized depreciation and a 7 percent Ilnvestment cre-—
dit. Even these measures met rrailstance and were not passed until
1962, Although these tax pollicies were directed at long-term
growth, they reflected wore conservative concern with the invest-
ment rather than the consumer side of the economy.

More liberal growth measures were ruled out until mid-1962
when fears of a "Kennedy recesslon" finally convinced all but the
most conservative within the Kennedy administration of the neces-
sity for action. John Kenneth Galbraith still emphasized the
importance of spending, but Kennedy considered such a policy
politically {mpossible, The Heller Council had been pushing for a
tax eut since the spring of 1961, and their arguments were fn=-
creasingly convinecing. Althsugh Treasury Secretary Dillon had
been an opponent of a tax cut and an advocate of a more fiscally
tesponsible program, even he became convinced that a tax cut would
be beneficial, especially when accompanied by the tax reform
ptoposals he had long heen advocating. After the May 28 stock
market crisis, Keanedy also became convinced and on June 7 finally
announced his commitment to tax reductfon in 1963, He fol lowed
this up with his June 11 speech at Yate Ln which he attempted to
lay bare the mytha and {llusions that had Limited economic poliey
deciaions. 1f Kennedy had disappointed the liberals in 1961, he
no longer did so by mid-1962.

Heller and the Council wanted a "quickie" temporary cut as
soon as pogeible in 1962, but Kennedy was not convinced teo go that
far. He realized that congressional consetvatives such as Wilbur
Mills would sinmply not accept a temporary cut in less than an
emetgency situation and that an attempt to secure such actien
might in the long run damage the structural reform. But it was
not until Kennedy read Michael Harrington“s The Other America in
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he began to reallze that the problem was more than just
“..MM_—M<MM“M~ or mwmm poverty but was widespread and not npapspa:;ml.
Beginaing in 1963, Kennedy began to reconsider the maapnpanmwb
tion”s efforts in this regard. 1In the uvn;m of 1963, a ;
analysis by Robert Lampman confirmed Harrington's findings on Mrm
persistence of hard-core poverty. In June of that same wm:mn. p<M
Couneil, with BOB assistance, began planning a compre M:m o
poverty program. In November 1963, shortly before znpa ~ma» .ﬂ
Kennedy told Heller to continue work on the program for tnclusio

4 legislative package.
" nsﬂswwm:mwwmmﬂ told Johnson about the antl-poverty vuovommﬂm Mm
November 23, just after JFK's assassination, Johnson was enthus
astic and adopted the program as his own, In contrast to n_._m nﬂx
cut and civil rights legislatlon, the other two priorities o nam
Johnson administration in 1964, the poverty program was Lo be
Johnson™s own program. With CEA facts and figures backing :..5 :%l_
Johnson then declared in early 1964 his "War on Poverty. w ;
though the resulting program was hampered by v:nmm:nﬂmﬂﬁnp _hl
fighting, limited Eunding, tao .__m:w\m_.ommsn. and not mm:ocm nﬂ M:g
ning, 1t became central to Johnson”s goal of a Great w%o _..u anon
the development of a national consensus as the 19 ele
mvvnOﬂMMﬂMM Heller resigned from the Council soon after the mea
election, In the four years of his tenure on the CEA, Keynes ns
fiscal activism had achieved a new level of nnnavnmsnw nsmn M
making of American economic policy. In 1961, a cm_.man»m u nﬂMI
and price stability had been the goals under the prevall :um»on o
doxy, but under CEA guldance standard administraticon _uoc ._.E:M :
refocused by 1964 on the problems of unemployment and balance

economic growth.

Oral History Interview
The Selection of the Chairman

EH: Would you like to camment briefly on how you came to be
appointed Chairwan of the Council?

WWH: I%ve been told by people that 1 went down to Washington--
somabody wrote something on thir-—~knowing that 1 was going to
be asked to be Chairman of the Councit, but 1 had no idea.
Well, excuse me, that”s not quite right. ¥or all I knew, 1
was golng down there for a consultation about positions.
Sarge Shriver, Kennedy”s brother=-in-law and chief recruiter,
called me. He came into the DuPont Plaza to meet me and he
got & call the moment he got there. I heard him say, "Yeah,
yesh, 1 know we need a woman. Yes, yes, I know we need a
black." So as I met him for the Flrst time, 1 said, "I have
my burnt cork and a wig and I"m ready to go." But T really
didn™t know. Somebody from a Chicago paper had called me and
sald, "Do you know that you™re golng to be offered the chair-
manship of the Councll?" My reaction was, "C’mon, you have
to be kidding.," My assumption had Always been that {f Paul
Samuelson...wanted to be Chairman of the Council, he could
have been. He i{s and always has heen one of my heroves. But
I think the role he played as outside adviser may have been
an even more effective one than he would have played as
chairman, just in terms of the range of his interests and his
desire nr lack of {t on the administrative side.

EH: Do you think it was his recommendatlon to Kennedy on your
behalf that led to your appointment?

WWH: It was one of them, I'm sure. It was Samuelson, Galbraith,

Orville Freeman, Hubert Humphrey--a combination, of economic
and political backing. But it was, a8 I say, a surprise to
me. I did not know that that was the job he was going to
offer me....

Hubert Humphrey recalled that he talked with me about
the Council and that T said that I would not take a positton
on the Council as a member, but that I would be very much
interested in the chalrmanship., It"s a conversation that [
shouldn™t have thought I would have forgotten, but apparently
there s a strong belief in the Humphrey camp that that™s the
way it came about. A1l I can tell you f{s that I recall
vividly that I ran into the Dean of our Graduate School on
the plane on the way back to Minnesota and told him of the
surprising offer 1"d just had and added, "I don“t know whe-
ther T™m going to do it or not." He sald, "You're going to
stew, and you're going to weigh all the pros and cons and
then you're going to say yes." He was right, of course. 1
Just cite that as an indication that I was not at all privy
to the fact that I was golng to be offered the chalrmanship
of the Counmcil.



