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THE 1970 MIDYEAR REVIEW OF THE STATE OF
THE ECONOMY

WEDNESDAY, JULY 8, 1970

Coxcress oF THE UNITED STATES,
Jorxt Economic COMMITTEE,
Washington, D.C.

The Joint Economic Committee met, pursnant to notice, at 10:05
aam., in room S-407, the Capitol Building, Hon. Wright Patman
(chairman of the committee) presiding.

Present: Representatives Patman, Reuss, Widnall, Conable, and
Brown ; and Senators Proxmire, Fulbright, and Miller.

Also present : John R. Stark, executive director ; James W. Knowles,
director of research; Loughlin F. McHugh, senior economist: Rich-
ard F: Kaufman, economist ; and George D. Krumbhaar and Douglas:
C. Frechtling, economists for the minority.

Chairman Patyan. The committee will please come to order.

Today the Joint Economic Committee is beginning an intensive
review of the economic situation. In these hearings, which will carry
through July 23, and possibly July 24, we shall hear from high Gov-
ernment officials responsible for economic policy and leaders in indus-
try, labor, and the academic world who are intimately acquainted with
our economic system. As I said in my statement announcing the hear-
ings: “This midyear review is especially important this year because
there is mounting evidence that, for the first time since the passage
of the Employment Act, none—not one—of the major goals of the act
is being achieved.”

These goals are: high employment, steady economic growth, and
stable prices. Unemployment reached 4.7 million in June, 1.3 million
higher than a vear ago. The seasonally adjusted unemplovment rate
for nonfarm blue-collar workers rose to 10.4 percent in June, com-
pared with 6.1 percent 12 months earlier. For youngsters, the rate is
even higher, 14.6 percent. The workweek in manufacturing is the low-
est in almost 9 years.

We have had no growth in the economy in the past vear when
normal growth should be 414 percent. We are now operating at a rate
over $20 billion below our economic potential. The housing market
has been devastated. State and local governments cannot find the
money they need, even at usurious interest rates.

Nevertheless. inflation is still rampant. The most comprehensive
price index—the GNP deflator—rose at an annual rate of 6.3 percent
in the early part of this vear, compared with a rate of 4.9 percent in
the same period last year.

On top of all this, despite some loosening of the money supply, long-
term interest rates have reached new peaks, while the Federal Gov-
ernment budget moves into the red again.

(1)
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What has gone wrong? How can we make it right again? Can we
depend solely on such monetary fiscal policies as we have seen last
vear and this. We hear that a hiquidity crisis is about to engulf the
Nation. This must be avoided. What steps can we—must we—make
now and in the future to bring the economy back on track?

T hope that from these hearings we can develop a rounded, balanced
program to halt inflation, reduce unemployment, and renew stable eco-
nomic growth. The gentlemen here this morning are two of the most
eminent authorities in the labor and business worlds. Mr. I. W. Abel
is chairman of the AFT-CIO economic policy committee, as well as
president of the United States Steel Workers of America. We shall
also be hearing from Fred .J. Borch, chairman of the board and chief
executive of General Electric, one of the Nation’s largest industrial
firms. Both men have had long experience in examining the broad
economic issues of the day.

Mr. Abel. if you will start first, your statement in full will be placed
in the record; please summarize your remarks in about 20 minutes, to
bring out the main points. We will want you to yield for auestions by
the committee. That will give us more time to ask you questions. Often-
times we bring out things in questions that are not always brought out
in the original statement. So we would appreciate vour cooperation.

Tt you have to have more time, of course, we will do that.

Representative Wipnary.. Mr. Chairman, before Mr. Abel’s state-
ment, would the gentleman vield to me for a short opening statement ?

Chairman Pataax. Certainly, yes, sir.

Representative Winxarn., At the opening of these hearings on the
state of the economy and prospects for the future, T believe it is essen-
tial we place them in the proper perspective. The administration has
been attempting to bring 5 vears of substantial inflation to a final
conclusion by first cooling off an overheated economy and then main-
taining the rate of production at a level calculated to discourage infla-
tionary price and wage behavior,

To my mind, it is quite significant that the administration embarked
upon this course with a definite, well-articulated plan in hand, and
while many have criticized this program, no one as yet has provided
a realistic and comprehensive alternative.

The most widespread criticism is that the administration has relied
on general monetarv and fiscal restraint to the exclusion of various
forms of incomes policy to directly affect individual private wage and
price decisions.

Most of the incomes policy nroposals suegested include the resur-
rection of the waoe-price guidelines created by the Kennedy adminis-
tration and abandoned by the Johnson administration, and while
learned men have arcued strenuouslv over whether or not the enide-
lines did actually influence wages and prices in the middle 1960, the
record is embarrassingly clear on one major point. The wage-price
gnidelines did not nrevent or terminate the inflation that began gath-
erine momentum in 1965 nor did this incomes poliev enable us to
actually maintain an economv of high employment without inflation,
as the Emplovment Act of 1946 indicates must be a primary objec-
tive of the Government.

At the other extreme on the incomes policy spectrum are direct con-
trols on wages and prices, an alluring but deceptive proposal to ficht
inflation.
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Aside from the fact that such controls will at best be ineffective and
at worst produce substantial distortions in our economy, such controls
are inimical to the freedom we allow and prize in our economic system.

The predominantly free enterprise economy which we enjoy has
been the engine of this Nation’s unmatched economic progress, and
any measures to adjust its behavior must work within the institutional
framework of that economy lest we severely inhibit its ability to con-
tinue to provide economic growth and employment.

I would be the first to agree that the present administration under-
estimated the strength of the 1970 inflation and the time it would
take to return the economy to price stability. But it is only fair to
recall that it was the top economic advisers of the previous adminis-
tration who assured us that inflation would be stopped by the 1-year,
10-percent surcharge enacted in 1968. Furthermore, but for the dis-
agreement on incomes policy, even economists of the previous admin-
istration have indicated that we ave on the right path to a stable price
environment.

I doubt that there is one among us who does not find the current
period uncomfortable if not downright discouraging. We have gone
through several months of that nightmare world of rising unemploy-
ment and rising prices at one and the sume time. However, evidence
is beginning to accumulate indicating that we have passed through
the most difficult period and that relief is near at hand.

For one thing, the wholesale price index has risen less than 1
percent since January compared with over 2 percent in the previous
6 months. For another, consumer prices have ceased to grow at an
accelerated rate giving indications they will slow down in the near
future.

Finally, the drop in the unemployment rate last month, while prob-
ably not signaling an immediate trend, does indicate that the adverse
effects of the slowing economy on employment may well be largely
behind us.

Having described the general economic context of these hearings, I
look forward to these hearings as set forth the alternatives to insure
that relief from accelerating price growth will become more pro-
nounced and prove permanent over the months ahead. once having
solved the problem of inflation. how to best get us back to the road
to healthy economic growth, high employment, and price stability.
Thank you, Mr. Chairman.

Chairman Paraax. I must reply brieflv to the distinguished gentle-
man from New Jersey, Mr. Widnall. on the points that he brought out
which, of course, were rather partisan in nature, which is all right
with me, if he wants to bring them out. But he mentioned that infla-
tion must be stopped, and I certainly and thoroughly agree with him
that inflation should never have been started.

High interest rates started inflation. They had the false assump-
tion that if you raised interest rates that that would deter borrowing,
and that would have a tendency to stop inflation. But the truth is,
and everyone knows it, that if you raise interest rates you immediately
unbalance every budget in America from the housewife to the Federal
Government, and vou raise all prices. even the prices of the goods
on the shelves, and the used cars on the carlots; you raise the price
of everything immediately. That has been going on too long. It has
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been ruinous to our country, and I think practically all of our eco-
nomic evils can be traced directly to high, extortionate, excessive,
usurious interest rates, and the way to stop inflation is to roll interest
rates back. Last December our Committee on Banking and Currency
in the House, of which Mr. Widnall is a member and T am a member,
initiated legislation to give the President of the United States the
same authority that a Wall Street banker has to go out on the front
porch and raise the prime interest rate. When the present adminis-
tration came into power, the prime interest rate was 6 percent. It
wasn’t long until it was 814 percent, and considering the fact that
every time you raise rates you affect all debts, public and private,
aggregating at that time when it was raised on June 9. 1969, 1 per-
cent. that automatically had a potential rise of $15 billion a year on
all the people because our debts, public and private, aggregated $1
trillion 500 billion at that time.

So I join Mr. Widnall in the hope that we can stop inflation, and I
offer as a remedy the same thing that caused inflation, just do the
reverse. and the President has the power to lower interest rates now
under that law that we passed, and I hope that he will soon go out
on his front porch, like the Bankers Trust representative did on
June 9, 1969. and announce that rates are lowered, the prime rate is
not 814 or 8 but is back to even 6 percent, where it should be, or even
lower. if he feels like he should place it there.

And if the President doesn’t have enough power, I feel like our
committees on the Hill will join his efforts to give him the legislation
that he needs to fully and fairly and properly stop the inflation that
is going on in our country.

Al right, Mr. Abel, will you start now, please, sir.

STATEMENT OF I. W. ABEL, CHAIRMAN, ECONOMIC POLICY COM-
MITTEE, AMERICAN FEDERATION OF LABOR-CONGRESS OF
INDUSTRIAL ORGANIZATIONS; ACCOMPANIED BY NAT GOLD-
FINGER, DEPARTMENT OF RESEARCH, AFL-CIO

Mr. Aper. Thank you, Mr. Chairman and members of the committee.

My name, as the chairman has said, is I. W. Abel, and I do appear
here as chairman of the Economic Policy Committee of the American
Federation of Labor and Congress of Industrial Organizations.

I want, at the outset, to express my appreciation to the committee for
the invitation to be here, and to express and convey to the committee,
and through the committee to the Members of Congress, the mood
that prevails among the men of the mines, mills, and factories today.

This is a mood of great uncertainly, a feeling of great frustration,
coupled with anger, and a feeling of some helplessness in the face
of what has been happening; there is a hesitancy about what lies in
store for the future. a well-founded feeling that they have been the
victims of inflation by shrinking buying power and now layoffs and
cuts in working hours, and this mood is neither good for the workers
of the country nor for the Nation itself. : )

One does not have to have a degree in economics or mathematics to
know whether your paycheck is enough, whether vou are making it
or vou are lagging behind, to read the stories in the press of record
profits in the 1960’s, and to conclude bitterly that you have heen denied
a fair share of such record affluence.
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‘Our free enterprise system, as our democracy, is supposed to func-
tion for the benefit of all, not just a majority, silent or otherwise. The
truth of the matter is that the economy has not been functioning for
the benefit of all, and so today we find ourselves with the worst pos-
sible combination of developments. We have the most severe inflation
in 20 years, the highest interest rates in 100 years, and the sharpest
increase in unemployment in 10 years.

The longest economic recovery in our history has come to an end.
The acceleration in the cost of living has been shocking. To the average
worker it has been brutal. The cost of living increased 5.4 percent in
1969, and since last December it has been rising at a yearly rate of
more than 6 percent. Recently, the Department of Labor reported that
unemployment was 3.9 million in June, an increase of 1.1 million since
last December. The rise in unemployment is concentrated among the
unskilled, Negroes, teenagers, construction workers and the semi-
skilled. But, Mr. Chairman, the sharpest percentage increase has been
among professional, technical, and skilled workers.

Also, weekly working hours are being cut. In June the average
workweek in manufacturing was down to its lowest level since the
recession year of 1961. And for all nonsupervisory employees in pri-
vate, nonfarm employment, their average weekly working hours in
June were nearly the lowest on record. As a result of these trends,
average weekly earnings of many workers have been cut while inflation
continues. _

Recently, the Labor Department reported that the average worker
in private, nonfarm employment earned $118.72 a week in May. For
such a worker, with three dependents, after Federal tax take-home pay
was only $104.02. In terms of buying power, his take-home pay was
less than last year and less than in 1965.

As for the interest rates, in recent months they have remained at
or close to their record peaks, after skyrocketing 1n 1969 as the chair-
man has just pointed out.

These Interest rates are a major factor in the inflation of the past
2 years as these peak rates are passed on, through the economic sys-
tem, to the consumer. In 1968, for example, the effective interest rate
on FHA new-home mortgages was 7.13 percent. In the past several
months this rate has been between 9.10 percent and 9.29 percent—
an increase of approximately 30 percent. And the home buyer is being
saddled for years in the future, as he pays off a mortgage for 20 or
30 years—a burden which is more than heavy enough in so-called
normal times but is truly shocking at present rates.

An analysis of the accelerated rise of consumer prices in the first
quarter of 1970, by the Labor Department in its Monthly Labor
Review (June 1970), stated that—

The rise in mortgage interest rates—at an annual rate of 14 percent in the
first quarter of 1970—was in large part the result of policies to reduce inflationary
pressures.

Now, all of this deterioration in the economy has been greater than
the administration expected. The rise in unemployment has been
sharper than expected. The administration anticipated that the sharp
rise of the price level would start to ease before now. Now we are
informed that administration economists expect a small pickup in
sales, employment and production in the next several months. This
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expectation is based upon the easing of monetary policy by the Federal
Reserve Board, the social security increases of last April, the Federal
pay increase legislation, the expiration of the surcharge tax and the
recently effective small tax reduction—with some show of strength in
consumer markets.They believe that the softness in the economy will
depress prices and increase sales. They also expect a pickup in pro-
ductivity and less pressure on unit costs.

These expectations, or hopes, of administration economists, even if
realized, would not mean the end of the problems of our members. I
say this because even if such expectations are realized, there will still
be a continuing rise in unemployment. There will be this continuing
rise because their expected improvement in economic activity would
be rather slow—not enough to absorb the normal growth in the labor
market and increasing numbers of discharged servicemen. So, even if
their expectations pan out, there will still be substantial unemploy-
ment and trouble for our members. It also must be said that what they
expect, may not happen. They have been off the mark in their other
expectations. And of course, nothing can be assumed to be a certainty
at the present time because if there is one word which describes the
present economic situation, that word is uncertainty. Administration
economists fail to recognize this, as they fail to recognize the serious-
ness of the present situation or to face the possibility that present con-
ditions could snowball.

We must also take into account in assessing the present situation,
that we have had 6 years of an investment boom in plant and equip-
ment. And with all this being installed, and now with industrial pro-
duction moving down, there is a buildup of idle productive capacity.
Industry’s operating rate the past several months has been approxi-
mately 7914 percent of capacity, down from 8414 percent in 1968, and
it 1s still declining. With this kind of a situation and the present de-
terioration in the economy, many businesses are postponing their in-
vestment plans. Now, in this regard, if two things happen, we can be
in for more serious times. If consumer markets do not show the ex-
pected strength, and if business investment keeps moving down, there
is a veal danger that the present deterioration of the economy may
begin to feed on itself. I say this because at some point, if these two
things happen, we will experience widespread inventory cutbacks, fur-
ther production cutbacks and still more layoffs.

However, despite the uncertainty and the possibility of real chaos,
the administration is permitting the downward drift in the economy
to continue and holding to what is called its “game plan”—a rather
inept and calloused phrase for what it entails. But worse than this
sideline position, the administration shows no sign that it is prepared
to move the economy quickly back to a high employment even after
the present recession runs its course. The Council of Economic Ad-
visers’ Report of February 1970, makes this statement, and I quote
from it.

They said :

Projected available output is assumed to be below potential from 1970 until
1972, as a result of policies to slow inflation * * *

In brief, the.administration is allowing the present recession to con-
tinue, with a danger of a deepening of the recession and with the threat
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of economic stagnation and widespread unemployment even after the
recession has run its course.

We know what has happened, what is happening, and we have some
ideas on what may happen. But let’s take a moment to see how we got
where we are today. The events and actions which caused the present
cconomic situation were not unplanned ; they just didn’t happen. They
were the result of deliberate, planned policies. In the name of fighting
inflation, the Federal Reserve Board began its tight money policy in
December 1968, and when the present administration assumed office, it
reinforced this restrictive policy. :

So, daring 1969, the sequeeze on the economy became tighter. Be-
tween June 1969 and February 1970, there was hardly any increase in
the Nation’s money supply; and with that, interest rates skyrocketed.
Also, Federal construction projects were cut. This kind of policy might
have been justified if there had been widespread shortages—a case of
too many dollars chasing too few goods. But there were no general
shortages of goods and manpower, and there was no real reason to
apply such a squeeze. But the squeeze was applied and its immediate
and most devastating effect was on residential construction.

Housing starts were at a yearly rate of 1.9 million in January 1969.
By May of this year the yearly rate was down to 1.2 million—a drastic
drop of 37 percent. In the face of steep advances in interest rates, State
and local governments have been forced to put off building hospitals,
schools, roads, and public buildings, and again, adding to the burdens
of those not responsible for the inflation in the first place—the worlkers,
their families; and consumers in need of such facilities. Small and
medium-sized businesses also were hit by an inability to obtain loans,
or had to settle for loans at very high rates. These increases in interest
rates alone have been a major factor in raising costs and prices all along
the line—to the farmer, to the manufacturer, to the wholesaler, to
the retailer, to the worker, to the consumer, and to government at
all levels. Additionally, these record interest rates have built-in high
costs and prices for years to come. And as this whole process continued,
we got a recession with inflation.

Moreover, as the volume of sales and production levelled off and de-
clined, productivity also lagged. As a result, unit costs rose, adding
to inflationary pressures.

In the name of fighting inflation, the administration’s “game plan,”
with its high interest rates and production cutbacks, has actually been
a major source of the accelerating price pressures of the past 18 months.

But the squeeze on the cconomy had little effect on most of the
big, blue chip corporations—with their huge profits, large depreciation
allowances, and preferred lines of credit at the banks which gave
them first call on loans. Moreover, when these companies borrow
money, they pay the lowest available rates from the banks. Is this
favored treatment of the wealthy corporations a fair rule for the
players covered by the so-called “game plan*?

So, the banks toolk care of the rich and the blue chips. They also
evaded the Government’s economic squeeze that has been putting
everyone else through the wringer, and they increased their lending.
They did it by calling in dollars from their foreign branches and
by heavy use of commercial paper, mainly by newly created one-bank
holding companies. Therefore, while available funds dried up for
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home construction, State and local governments and small business,
bank loans were increased to the huge corporations and the rich to
bankroll the capital goods boom, business mergers and the conglom-
erate takeovers, gambling casinos, and investments in foreign sub-
sidiaries. Today, with the Federal Reserve having moderately relaxed
its monetary squeeze, the banks are continuing to ration money, as
they see fit, without regard for the needs of the American people and
with any Gevernment regulation.

It is also important, in examining the entire inflation picture, to
see not only how we got where we are but also “why.” Too many are
too anxious to single out trade unions as the villain in the picture.
They simply overlook the facts of what has happened and ignore
completely the role of corporate greed.

When unions bargain, they try to offset previous increases in living
costs and to gain some improvement in buying power and living
standards. The theory is that this is not only good for the workers,
but it is good and essential for the health of the economy and business.

In the 1960’s, the record shows that the accelerated rise in living
costs came first, Jong before the push for larger wage settlements.
Between 1960 and 1965, increases in wages and fringe benefits in
manufacturing industries were less than the rise of industrial pro-
ductivity. Unit labor costs of industrial goods moved down 1.6 percent
but wholesale industrial prices went up 1.7 percent. Profit margins
on each item widened and, with the expansion of sales, total profits
of industrial companies skyrocketed.

In the same period, unit labor costs in the total private economy
increased only modestly but consumer prices jumped 6.6 percent—
more than twice as fast as the small rise of unit labor costs. As a
result, profit margins in the total economy widened, and with increas-
ing sales, business profits soared.

Tt was not until 1966-67, after the increased rate of rising living
costs got underway in 1965, that the size of collective bargaining
settlements also began to move up. Unit labor costs began to increase
and business raised prices at an accelerated rate in an attempt to
maintain or even widen profit margins.

Until 1965, when living costs increased 1 to 1.5 percent a year, the
median collective bargaining settlement was under 4 percent. This is
according to the Department of Labor. Wage and fringe benefit in-
creases of more than 5 percent did not hecome widespread nntil 1967
and 1968, long after the sharper increase in the cost of living began
in 1965. In 1969, it was 7.4 percent per year over the life of the collec-
tive bargaining agreement, normally 3 years, and with an 8.2 percent
in the first year.

The fact is that the inflation that developed in the 1960’s has been
largely a profit inflation—combined with a dangerous credit inflation
in the past 18 months. From 1960 through the first half of 1969, cor-
porate profits nfter taxes were up 93 percent.: but the after-tax weekly
earnings of the average nonsupervisory worker were up only 34 per-
cent—three-fifths less than profits. And in terms or real buying power,
the main for this worker was only 10 percent.

It was in 1966 that Gardner Ackley, Chairman of the President’s
Council of Economic Advisers. fold a meeting of the U.S. Chamber of
Commerce, and I quote from Mr. Ackley’s statement, he said :
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Now that profits after taxes . . . are providing the highest sustained rate of
return on owner's equity in our modern history, it is time to ask whether a
further rise in the share of profits in the national income is in the interests of the
health of the Nation's economy or in the interest of business itself.

The conclusions from a reading of these facts are these: Workers
have not shared fairly in the record prosperity of the 1960’s through
equitable wage adjustments; consumers have not shared fairly in
such prosperity because industry did not hold the price line when it
could well have afforded to do so and still make substantial profits.
Moreover, if the facts on the increased profits and take-home wages.
had been reversed, then only could the finger be pointed at unions.

Business profits have dipped since mid-1969, despite the continning
rise of prices as a result of the administration’s squeezc on the economy
and the decline in the volume-of sales and production. However, the
price structure, as a whole, is now set so that when sales do start to go
hack up, profits again will shoot, through the roof.

Last February the AFL~CIO Economic Policy Committee made this
comment, and I quote from the committee, we said :

Confronted by these developments in recent years, the AFL-CIO has urged
the Government to combat inflation through selective measures, specifically
aimed at the profit inflation, the business investment boom and other trouble
spots, rather than a severe squeeze on the economy as a whole—with its dis-
criminatory impacts on homebuilding and other sectors of the economy.

The AFL~CIO also has made other specific recommendations to take
America out of recession and end inflation before the bankrupt policies
of the administration aggravate the already grave damage to Ameri-
can living standards . . . and before present conditions snowball.

We have said that selective, pinpointed credit controls should have
been imposed a year and a half ago, rather than putting -the whole
economy through the wringer. If the President and the Federal
Re=erve had followed such a policy, the Government would have
curbed the amount of credit going to the blue chips for mergers, con-
glomerate takeovers, et cetera, and we would not have had the tight
money, high-interest rate squeeze on the economy. But they did not
choose to do so. And we know the results.

Last December, Congress granted the President broad authority to
curb the specific causes of credit inflation, to impose interest-rate ceil-
ings and to expand credit for needed housing, public facilities and
regular business operations.

Six months have passed and the President has failed to use this
specific grant of authority by the Congress.

So prices continue to rise rapidly ; layoffs and production cutbacks
are spreading ; and urgent social needs are unmet. Therefore, the AFL~
CIO executive council, at its meeting on May 12-13 of this year, in
the face of what has happened, recommended the following steps to
end the recession and inflation:

1. Confronted by the President’s failure to use his authority, we
urge Congress to direct the Federal Reserve System to establish selec-
tive credit controls, to establish maximum interest rates on specific
types of loans and the allocation of credit to where it will do the most
good for America. We believe this is a matter of great urgency—
top priority—and is needed now. Congress should step in and direct
the Federal Reserve to do what the President has failed to do.
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2. The council recommended that the Government should require
that a portion of such tax-exempt funds as pension, college endowment
and foundation funds—as well as bank reserves—be invested in Gov-
ernment-guaranteed mortgages to meet the goal of 26 million new and
rehabilitated housing units in 10 years. :

3. To enrb the price-raising ability of the dominant corporations.
Government action is nceded to curtail the continuing high rate of
business mergers, which has been greatly increasing the concentration
of economic power in a narrowing group of corporations and banks.

4. The specific causes of soaring pressures on living costs, such as
phyvsicians’ fees, hospital charges, housing cost and auto insurance
rates, should be examined for the development of practical, sensible
mensures to dampen these pressures. .

We have also said that the Government should examine the whole
area of administered prices and adopt legislation to curb the price-
raising ability of major corporations in major industries.

As far as selective, pinpoint actions by the Federal Reserve Board
are concerned, we call to your attention the fact that the Board recently
has taken two selective actions of the kind that are far from priority
needs. The Board has reduced margin requirements for purchases of
stock to encourage speculation in the stock market, and it has removed
the interest rate ceiling on a 30- to 90-day bank deposits of $100,000 and
more—this latter action to aid the banks, the blue chips and the rich.

Now for some very brief comments about controls and guidelines
before 1 conclude my remarks with some general observations. The
AFL~-CIO has taken the position that if the President, after the estab-
lishment of selective credit controls, determines that he needs more
authority to stabilize the economy, the AFT-CIO will cooperate. But
we have stipulated that such controls must be equitably placed on all
costs and incomes—including all prices, profits, dividends, rents, and
executive compensation, as well as employees’ wages and salaries. And
plus the additional condition that where inequities do exist, they will
be corrected. Certainly, there are many such instances at the present
time.

Talk of a wage guideline policy as an incomes policy is economic
fakery. One-sided curbs on workers’ wages—with no effective restraint
on prices or incomes of other groups—would be inequitable and un-
acceptable. Moreover, the guidelines approach has a record of futility
and failure.

What is needed, what has been needed for some time, is an effective
and equitable policy to stabilize the economy, to strengthen the fabric
of American society and sustain full employment. I know we are all
aware that full employment is stated national policy as expressed in
the Employment Act of 1946. But we all also know that it has not been
implemented and there certainly are no indications that its imple-
mentation is under consideration. But it should be, because America
needs expansionary economic policies to revive the economy, to bring
us what we have promised ourselves—full employment. Moreover, the
needed rise in output will, in itself, reduce inflationary pressures by
boosting productivity and slowing the rise of unit costs.

Weneed an expanding supply of money at reasonable rates. We need
the full funding of Federal appropriations for such socially vital needs
as housing, education and health care, community facilities, hospi-

¢
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tals—and the Federal Government must act as the employer of last
resort.

The way to balance the Federal budget is to balance the American
cconomy. The welfare of the American people and the desired expan-
sion of the national economy need a fiscal stimulus, not continued fiscal
restraint.

We have urged the Congress, and we reiterate our plea, to adopt
appropriate expansionary policies that can quickly get the economy
back on its feet, get us on the road to full employment with jobs at
decent wages for all those willing and able to work.

President Nixon also subscribes to this philosophy—or at least he
did as a presidential candidate on October 21, 1968, when he said, and
I quote him:

In the next four years, we must help create 15 million new jobs. . . . Econonic
growth is the answer to job security. Economic growth is the best assurance for
1 workingman that his job will be secure, his real earnings on the rise. his route
to advancement open.

IEnd of the quote of the President.

Later, after assuming oftice, the President sent a message to AFIL—~
CIO President George Meany— this was in February 1969—in which
he said:

We must find ways to curb inflation . . . without asking the wage earners to
pay for the cost of stability with their jobs.

In the absence of presidential deeds to support such presidential
words, one must conclude that the administration is willing to tolerate
substantial unemployment to slow down inflation. But let us make the
charge that only the administration regards the worker as expendable
in the fight against inflation. It alone does not believe in the trade-off

. theory—jobs and full paychecks for less inflation. It is shared by
many. When the Business Council met during the October before the
present administration took office, it agreed that the Nixon administra-
tion should take swift steps to halt inflation even if such steps meant
an increase in unemployment to as much as 534 percent. They may very
well realize their figure without any fear that they will be among the
514 percent.

And this is what deeply disturbs me, and my colleagues in the labor
movement—his detached, unconcerned, coldly analytical assumption
that the American worker is expendable in the fight against inflation ;
that the unemployment is the price that has to be paid.

The American worker is not expendable. He is not a cold statistic
on a computer print-out. It is time he is recognized as not expendable.
It is time he is recognized as indispensable. It 1s economic nonsense and
unjustifiable to ask the worker, who has not shared fairly in the profit
hoom and whose real earnings have lagged, to make the further sacri-
fice of joblessness in order to cool the inflation he did not cause.

After all the statistics have been recited, after all the charts have
been drawn and analyzed, one gets down to the basic fact that inflation
and unemployment concern human beings. Unemployment means
hardship, privation and perhaps some suffering. The state of jobless-
ness is not something that a worker can look at with detachment. So he
has a right to expect, and I would say, Mr. Chairman, to demand, that
another way be found to harness inflation.
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He has the right to ask the question: Is there any real suffering if
General Motors or Ford or AT&T or U.S. Steel make a few million
dollars less a year? Is there any real denial of the necessities of life if
corporations hold the price line when they enjoy fat profits? He has
the right to ask: Why shouldn’t industry share 1its affluence with con-
sumers through steady prices and with their workers through wage
adjustments instead of charging what the market will bear? To him
this is the correct, painless answer to a sound economy.

Much time could be spent in reciting the litany of problems con-
fronting our Nation. I will mention only one: The crisis of confidence
in our institutions; a fear that they are not responding to the needs of
people. In making our economy truly work for the good of all, there
must come from those who hold economic, political and legislative
power and authority, a general resolve to bring equity and stability to
the economy without making the worker the fall guy. Not until this is
done, not until the economy works for those who need it the most—the
old, the aged, the jobless, the untrained—can it be said that our eco-
nomic system is meeting the needs of all Americans. We think it can be
done. We will continue to insist that it be done. And we will continue
to take the position that the only correct policy regarding unemploy-
ment is one of full employment.

Mr. Chairman, I again, on behalf of the AFL~CIO Economic Pol-
icy Committee, appreciate the opportunity to appear before this com-
mittee this morning with a presentation of some of the views repre-
sentative of organized labor.

Thank you. \

Chairman Parmaw. Thank you very much, Mr. Abel.

After hearing from the next witness, each member will be allowed to
question the witnesses, on the first go around, 10 minutes each.

Now we shall hear from Mr. Fred J. Borch, chairman of the board
and chief executive of General Electric.

Mr. Borch, you are recognized, sir.

I will ask you to remain, Mr. Abel, and we will interrogate you at
the same time we interrogate Mr. Borch.

Mr. ABeL. Thank you, Mr. Chairman,

STATEMENT OF FRED J. BORCH, CHAIRMAN OF THE BOARD AND
CHIEF EXECUTIVE, GENERAL ELECTRIC CO.

Mr. Borcr. Mr. Chairman, distinguished members of the Joint Eco-
nomic Committee, my name is Fred J. Borch, and I am chairman of
the board of the General Electric Co.

It is a privilege to appear here at your invitation today to partici-
pate in the Joint Economic Committee hearings on the 1970 midyear
review of the economy. '

Now, as so often happens in a nation’s history, we are tugged in
opposite directions. Both economists, and our economic indicators, dis-
agreeas to what our course should be.

I have been asked to discuss what role productivity, prices, wages,
and profits play on public policy. Since most of the action in this area
for the last couple of years has had its origin in the need to bring in-
flation under control, I will begin there. But, with the indulgence of
this committee, I would like then to go on to a subject of considerable
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concern to me—the need to bring our productivity up to the sternest
and best requirements of the 1970°s—just ahead.

The administration has been trying to bring back under control
an inflation that had its origins in the guns and butter philosophy
that accompanted the Vietnam buildup, through fiscal and monetary
measures designed to dampen demand and cool the economy. The
distortions resulting from the inflation have become deeply rooted
and the measures required to correct them will, understandably, take
time to become effective. For the year 1970, having been committed
to such a program, the Government’s proper course, in our opinion,
isto follow through with its existing program.?

By this, we mean Government fiscal and monetary programs that
avoid deficit financing, and provide modest monetary expansion.

For the longer term beyond 1970, however, we believe that the
character of the economy and the attitudes of the American public are
‘changing in such a way that public policies should be used to better
meet the accelerating needs of people, to enlarge the pool of skills, to
raise productivity, and to increase our real national output.

I would like to examine with you, very briefly, this morning three
reasons for this: )

I. The Nation’s commitment to higher levels of employment,

II. The higher expectations of people ; and

III. A fundamental shift in our economy from the industry-agri-
cultural sectors, to the services-producing and Government sectors.

L

First, the Nation is committed to ever higher levels of employment
but we still have not learned how to achieve this goal without excessive
inflation.?

T assume that your committee will be examining the relationship
between monetary and fiscal policies and current levels of employment.
But from where I sit I should point out that some rise in the unem-
ployment index is an inevitable consequence of past rises in unit labor
costs, as employers struggle to keep costs under control.

Another part of the rise in the index has been sparked by the desired
reentry into the labor force of women looking for jobs to supplement
the family income which has been hit by inflation.

Another very significant factor is the result of the cutbacks in
spending for space and defense as we face the problem of those leav-
ing the Armed Forces, or laid off in defense production.

In General Electric, for example, our total employment in defense-
related products (aerospace and aircraft engines) predominantly,

1 Beginning in 1966, until enactment in 1968, I endorsed the idea of a tax increase as
being needed to stem inflation—even though, short-term. it would have an adverse effect
on our consumer businesses. This was consistent with the views taken at that time by
the Council of Economic Advisers in their annual reports of 1966—68.

ZEven the definition of what we mean by “high levels of employment” has become &
moving target. Back in the expansionary days of the early 1960’s. a 5-percent unemploy-
ment rate would have been regarded as reasonable progress toward the 4-percent “interim
target” set by the Kennedy administration. Now a 5-percent unemployment rate is
regarded by some as an excessive price to pay for dealing with inflation.

3 Defense Secretary Laird. in a recent speech. said that defense spending in the next
fiscal year would be cut back to 7 percent of GNP—the smallest percentage in 20 vears.
Employment in the Defense Department (military-civilian) would be reduced by 650.000
from fiscal year 1969 to 1971; with a reduction in the work force required for defense
production of another 600,000—down to 6 percent of the labor force from 8§ percent in
1969. Even without counting the cutbacks in our space programs, this will involve more
than 2 million men and women in the next 2 years.

49-774—70—pt. 1 2
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peaked in June 1969, and the same period in which total employment
for the company peaked. Between then and last March the decline in
our total defense employment has accounted for 10,000 of the 12,000
reduction in jobs across the whole company. ’

As we get back hopefully toward the end of this year to a resump-
tion of real growth in the economy, with a lesser rate of inflation, we

should see the employment index respond.

I1.

In addition to the commitment to keep employment at high levels—
a second major reason for the changing character of the U.S. economy
Involves the higher expectations of our people. These tend to change
and expand with the ability to serve them. In our American society,
attainable goals have a way of becoming imperatives.

As we look to the 1970’s, there is an urgent need for more output than
we have learned how to produce. Needs presented by our international
obligations, the problems of our cities, the problems of our physical
environment—all will press heavily on and substantialy influence the
nature of the output of the 1970,

Henee, it is essential that we get that additional output without
excessive inflation.

But there ave disturbing trends working against this objective.

III.

One consequence of the shift in social expectations and consumer
demands leads me to my third point—that is the growth in the
service-Government sector of our economy; which by 1967, had in-
creased to 56 percent of the working population, versus industry at
39 percent, and agriculture at 5 percent.*

The significance of this change in our economy is that it represents
a shift of consumer demand and employment from work areas which
have had a record of relatively high increases in productivity per-
person per-year to others where the increases in productivity per
person have been very much lower—as in the very fast growing State
and local government sector.

An example of the growing differential in productivity between
the manufacturing sector and the services sector, and its effect on
cost of living, is shown by the fact that in the last 2 years durable
goods prices have increased about 7.2 percent while medical care has
gone up about 13 percent—an average of about 3.6 percent per year
i durable goods prices versus 6.5 percent for medical. At the same
time, construction labor costs increased 9.1 percent on an average
annual basis; while State and local taxes increased 15.2 percent per
year.

Such sharp inereases in price levels in the services sector have a
double barreled effect. The manufacturing sector, under the whiplash
of both foreign and domestic competition, is forced to, and does,
improve productivity. But increases in the cost of living generated
by the services-Government sector create pressures for continually

41 haven’t seen a more recent projection, but all indicators would lead to the assump-
%ioréhthat the services-Government sector has increased its share of total employment still
urther.
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higher salaries and wages in the manufacturing sector. The lack of
productivity improvements in services is thus, in a sense, folded back
into manufacturing costs, contributing further to the overall problem
of inflation.

Tconomists refer to the type of inflation we are currently experi-
encing as “cost-push.” However, it might be more accurate to describe
what 1s currently taking place as—“cost-push” inflation in the aggre-
gate, with “demand-pull” from those areas in which needs are not
really postponable—medicine, education, garbage collection, utilities,
and so forth—being folded into manufacturing costs at the bargaining
table.?

A particularly troublesome effect of this fundamental shift in our
economy from agriculture and manufacting to services is the unfavor-
able leverage it exerts upon our world trade and investment and our
overall balance of payments. As we have already observed the cost of
services and Government functions is the most rapidly rising element
in our cost of living, and as such powerfully enlarges the already un-
favorable wage and tax differentials which exist between American and
offshore pro?lucers competing in both international and domestic
markets.®

It should be noted that the growth in the services-Government sector
will not compensate because we can’t export the output of this sector
to pay for an ever-increasing stream of manufacturing imports as re-
flected in our international balance of payments.

American manufacturers have endeavored to counter these forces
with substantial investments in automation and product development
programs. With their resources thus committed, they have two major
choices:

(1) To respond to cost-push inflation by making still additional
capital investments domestically, directed toward further cost reduc-
tions and improved manufacturing yields; or (2) to build or buy
manufacturing facilities offshore. Hence we have the anomaly in the
United States of a sustained high level of capital investment in the
face of both mounting idle manufacturing capacity and unprecedented
money costs.

With the manufacturing sector accounting for a rapidly diminish-
ing fraction of our total employment and output, it becomes increas-
ingly difficult to “compensate” in this way for the rapidly spiraling
costs in services and Government, with further investments in man-
ufacturing automation.

Once the problem is stated in this form, you can perhaps understand
why businessmen—particularly those of us who are engaged in the
increasingly difficult task of developing, manufacturing, and selling
products around the world—have less faith in the efficacy of the many
proposals for so-called “incomes policy” or wage price controls than
do many others. If effective at all, they would be least effective where
they are needed most—and vice versa.

& A special case is the construction industry—which has been experiencing a “super-
inflation”—swith ripple effects throughout the economy P N pe

¢ Most other industrialized countries provide substantial incentives for capital invest-
ment, including tax policies that encourage it and support their exports. Furthermore, in
many other countries the effective rate of corporate taxes is lower than in the United
States. resulting in a relative disincentive.

Capital investment is the major source of productivity gains. American industry spends
about 6 to S percent of GNP for new plant and equipment. Japan, the most rapidly growing
economy, spends over 30 percent. l
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In the first place, and as a purely practical matter, the extraordinary
number of small establishments and institutions responsible for pric-
ing and wage decisions in the services and Government sectors make
these areas highly resistent to any type of price and wage control or
even policy influence.

In the second place, mounting idle capacity and eroding profit mar-
gins in the manufacturing sector demonstrate that the forces of com-
petition are already restraining prices there relative to the services
sector.

Thus we are confronted with the fundamental question : How to get
the economic growth we need—without inflation—to meet our na-
tional goals. The answer, I think, certainly long-term, must lie in im-
proved productivity—across the board—including all sectors of our
economy and particularly the services Government sectors.

Let’s look at one specific example involving construction labor. Our
company contracted to provide comparable, complete nuclear power-
plants to, respectively, a United States and a Japanese utility. The
plant construction phases went forward under our overall responsi-
bility with these results: The U.S. plant using U.S. construction labor
required over 5.4 million skilled craft man-hours; the Japanese plant
using Japanese labor required less than 4.25 million skilled man-
hours. My associates tell me this reflects primarily the relative produc-
tivity of the work forces rather than any unique requirements of the
site, the specifications, the materials or the regulatory authorities.

This kind of result means much more to businessmen than any
amount of theorizing about productivity. When you have more than
1 million arguably avoidable man-hours on a construction contract
* you have a cost overrun of painful proportions. To the businessman
this means corporate working capital is consumed not generated, it
means that cash flow is negative not positive; this means your bank
loans go up instead of your earnings. It puts a severe strain on the
business involved and in the aggregate on the economy itself.

If this problem were in the manufacturing sector it would be at-
tacked by investment of capital in labor saving facilities. However,
this example, dealing with what is essentially construction labor, where
in our experience the productivity crisis has peaked, is part of the
greater challenge of improving the productivity in the services sector
as we know it today in this country.

Long range, I feel we are going to have to reexamine many of our
Government policies of the last half century in an effort to find an
answer to the problems of lagging productivity in services, and the
as yet inadequately demonstrated capability of the business commun-
ity under present policies to contribute the new technology and modes
of organization that are needed. :

Moreover, I think we have to ask ourselves whether a body of labor
law, born at the beginning of the middle third of this century, during
a period of mass unemployment, may not have tended to create an
unbalanced concentration of power in the hands of organized labor,
whose focus seems to be on status quo rather than adaptability to new
national needs. The result has all too frequently been to frustrate the
development of needed new skills, and the introduction of new tech-
nology in a manner that is quite inappropriate in an economy desiring
such growth, but at the same time struggling with the dilemma that
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full employment without improved productivity translates all too
readily into slow growth and fast inflation.

Another opportunity for increasing U.S. productivity lies in the
need to enhance the efficiency of Government operations—particularly
in State and local governments, which have the most rapidly growing
employment and costs.

1 think we have to ask ourselves whether the current need for im-
proved Government services directed toward urban decay, pollution
and deterioration in the very fabric of our society does not demand a
far more rigorous analysis of our alternatives, and an improved disci-
pline of planning in all levels of government.

A particular opportunity, an example, for government industry
cooperation lies in using today’s unemployment to improve the quality
of tomorrow’s work force.

This challenge has been a matter of particular concern to us in
General Electric. Our operating people have emphasized their con-
cern with this problem. They want these so-called hard-core individ-
uals, who have made good, to continue with the company, and they
hopo that this will be possible. To meet this problem, we have devel-
oped some specific ideas which we have been discussing with key
individuals in the administration.

This proposal would require substantial revisions of the current
Government sponsored training programs for disadvantaged people.
These programs would be expanded and restructured to encourage the
training of all employees on layoff, whether or not they are classified
as “disadvantaged.”

Such an approach to training during layoff has the particular
value, in this time of restrained economic growth, of providing con-
tinuity of work activity. It can be a vital asset in honoring the joint
business-Government commitment to the disadvantaged of the Nation.

This might, hopefully, be accompanied by revisions in national labor
policy to achieve a more balanced approach to the problems of a full
employment economy by creating an atmosphere in which unions and
management alike accept the responsibility of continually opening up
work opportunities, upgrading employee skills and improving the
productivity of employees—in part by encouraging employees to learn
new skills and providing encouragement for employees to move into
new areas of responsibility and opportunity.

I have talked here, as I said at the outset, primarily to the sub-
ject of productivity, and from the standpoint of manufacturing pro-
ductivity. In trying to be constructive on the very complex problems
confronting this committee, I have necesarily stressed the rigidities
that have been built in, and prevent or hinder us in achieving steady
growth through the optimum utilization of our resources.

Now, to close on a more upbeat note, let me count our blessings. As
someone has suggested, the uneasiness about the American economy
is at least twice as bad as the economy itself. Personally, I am highly
optimistic. T think the opportunities for the U.S. economy, and in-
cidentally, General Electric, in the next 5 years, are very great.

We are blessed with:

1. A growing and good labor force,

2. An abundant technology, and

3. Great depths of managerial and professional talent in this
country. ’
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Accordingly, I put forward this simple proposition that our society
is a productive society; that its prime mission, as w ell as its great
genius, is its productivity; and that improving productivity in the
services-government sector of the economy, as we continue to im-
prove productlwty in the manufacturing sector, will be the keystone
of our national progress.

And T, too, thank you gentlemen for the privilege of appearing.

Chairman Paryax. Thank you, Mr. Borch. I shall not ask questions
to be answered now, but I want to pose some questions for you gentle-
men to answer when you look over your transcript, please, and T ‘expect
to ask other questions in subsequent hearings before this committee on
the same thing.

First I want to know if you believe that we have reached such a

lwn]\ruptcv of a §7 blﬂlon 1f11hoad concern that couldn t pav 1ts elec-
tric billsand had to go into bankruptcy—that we have to develop a way
of financing Worthv ‘and deserving projects like the Penn Central, one
of the blggest and down to the lowest. It would be similar to, or pat-
terned after, the old Reconstruction Finance Corporation, but not nec-
essarily exactly like it, something that would, if credit is not available
locally’ through financial 1nst1tut10ns receive applications and give
consideration to them for loans at re‘wonable rates of interest. for
worthy purposes.

'The next question is whether or not you believe that interest rates are
too high and, if so, what are your recommendations to lower the in-
terest rates?

And three, Mr. Abel brought out that pension funds should be nsed
for housing. T was very glad that he mentioned that because today
under present interest rates a person who buys a $20,000 home having
only a traditional term of 30 vears, with the present rate of interest
would he compelled to obligate himself to pay not only the $20,000
for the home but $38,000 for the interest. In other words, he wmﬂd
have to pay $58,000 to get a $20,000 home. T would like you to comment
on that.

Next we would like your comments on whether or not the Congress
should permit Delaware corporations to have so much power and in-
fluence over State laws in regard to mergers and conglomerates, and be
allowed to override State laws on such thmos as branch banking and
similar matters. Should Coneress take some action on the Delaware
cornoration question, especially where it involves mergers and con-
glomerates ?

Next is unemplovment. What should he done if unemnloviment
should continue as it is, or what should be done about the present,
unembloyment situation? Millions of people are unemployed and
something should be done to relieve their distress.

And the next is whether or not the Congress should do something
about the trend of the one-bank holding companies, and whether or
not banks should be required to stay in the banking business and
not be permitted to engace in other peonles’ businesses, particularly

ooing into competition “with their own depositors.

And next is what should be done ahout inflation, how it shounld he
fought ?
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Everyone is against inflation. Of course, my remedy is to roll back
the interest rates because that is what caused the inflation; but other
people have different remedies and different ideals.

T'would like to have the comments of you gentlemen on those ques-
tions, so will you comment on them when you look over your transcript
for approval of this testimony.

(The following answers were subsequently supplied for the record
by Mr. Abel and Mr. Borch:)

I. W. ABeL’s REPLIES TO THE QUESTIONS POSED BY CHAIRMAN PATMAN

Answer 1. T believe that such National Development Bank should definitely
be explored by the Congress. Organized labor will certainly examine this issue
carefully and sympathetically. There surely is a need for a federal agency
to provide credit, on long-term and low-interest rate terms, under specified
conditions and for specific purposes.

However, I do not believe that American taxpayers’ money should simply be
handed out, as long-term and low-interest loans, to the managements of cor-
porations in financial trouble. There is no rational reason for the U.S. govern-
ment simply to bail out huge conglomerates (and their banker creditors) that
have gotten themselves into dire debt problems through over-extension of take-
overs, financed by high-interest loans from the banks and their holding com-
panies.

There must be some quid pro quo for the American people and the U.S. govern-
ment in such deals, if there are to be any at all. If the federal govermment
establishes such an agency, it should also set forth the utter necessity for
specifying the specific purposes, priorities and conditions, under which the loan
is granted.

Answer 2. Yes, interest rates are much too high. They are extortionate. They
must be brought down. At present we need a considerable expansion of the supply
of money and credit. We also need selective credit controls, the allocation of
available credit for high-priority purposes and interest-rate ceilings, along the
lines of the statute adopted by Congress in December 1969.

Answer 3. My prepared statement to the Committee recommended :

“The government should require that a portion of such tax-exempt funds as
pensions, college endowment and foundation funds—as well as bank reserves—
be invested in government-guaranteed mortgages to help meet the goal of 26
million new and rehabilitated housing units in 10 years.”

Answer 4. Yes, the Congress should take some action in this area of corpo-
ratelaw.

Answer 5. Unemployment is the key problem, at present. My prepared state-
ment to the Committee presented organized labor’s views on how to reduce
unemployment quickly. The major requirement is expansionary monetary and
fiscal policies to encourage the needed growth of sales, production and employ-
ment. .

Answer 6. Bank holding companies definitely should be restrained. More-
over, government action is needed to curb the extremely disturbing trend toward
the increasing concentration of economic power in a narrowing group of huge
corporations and banks.

In addition, a comprehensive Congressional examination of the structure
of the American economy is very much needed and long overdue.

Answer 7. My prepared statement spelled out the AFT~CIO’s views in detail,
on how we believe the current inflation can best and most rapidly be curbed.

Frep J. BorcH'S REPLIES TO THE QUESTIONS POSED BY CHAIRMAN PATMAN

Answer. It has been a practice of long standing for the Government to pro-
vide needed financial assistance in support of industries and services which are
considered essential to the national welfare. The situation at Penn-Central
appears to be too complex to permit any judgment at this time as to the desir-
ability of long-term Government assistance, although it appears obvious that
some way must be found to provide short-term help if complete collapse of rail
service is to be avoided. Without attempting to pass judgment on the Penn-
Central situation, I think we must agree that 1) good railroad transportation is
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essential to the country’s welfare, 2) the railroads have been subjected to a
high degree of Federal regulation, and 3) the railroads are required to compete
with other forms of transportation which enjoy substantial Government aid,
both direct and indirect.

As to the mechanics of providing Government financial assistance, there is
a substantial amount of precedent available, such as the Reconstruction Finance
Corporation and the V-loan program under the Defense Production Act. We
feel that whatever vehicle may be established at this time to provide needed
assistance should utilize, to the fullest extent, facilities already available in
the private sector, rather than duplicating such facilities in Government bureaus.
For example, a program which provides for a sharing of risks by Government
and private lending institutions, as in the V-loan program, would permit the
Government to leave the management of such loans in the hands of the estab-
lished lending institutions, and retain their interest in developing solutions
to the problems, in addition to reducing the amount of funds which the Govern-
ment would be required to provide. It would seem appropriate to charge a fee
for such guarantees, thus reducing, if not eliminating, the cost to the Govern-
ment.

As mentioned previously in connection with the Penn-Central, there will
-undoubtedly be some situations where nothing short of a 1009% Government
guarantee will solve the problem, and ithe program should be sufficiently flexible
to permit such treatment of newly-created, as distinguished from existing in-
debtedness. As solutions are developed to underlying problems, however, the
need for 1009 guarantees should disappear.

Answer 2. Interest rates remain high although there has been some easing
lately. Undoubtedly, the high cost of funds which has prevailed during the
past year has deprived many important economic sectors of the capital required
for continued growth. Certainly. housing has been adversely affected.

However, the high interest rates resulted from the efforts of the Federal
Reserve to stem inflation by reducing the flow of bank credit. With price in-
creases accelerating, monetary policy had to be used to dampen economic activity
in order to prevent runaway inflation. Happily the worst of the restrictive
credit seems to be over; price gains have lessened and the Federal Reserve
seenis to be easing up on the credit brake.

Answer 3. In a free market economy, lenders have to be rewarded for sur-
rendering control over their savings. Savers place some of their hard earned
incomes in savings institutions and expect some return on their funds. The
mortgage lender must charge an interest rate to pay off the original saver.

Answer 4. General Electric Company has been a New York corporation since
its inception in 1892, and we do not have special knowledge or experience with
the Delaware statute.

With respect to corporation laws in general, it should be noted that they are
basically enabling and not regulatory laws. Corporations being the creatures of
the state of incorporation can only exercise the powers conferred upon them
by the state.

Provisions in state corporation laws with respect to mergers and consolida-
tions are likewise basically of the enabling rather than regulatory type, that is,
they would provide for the procedure for effecting the merger, including such
things as obtaining necessary tax waivers, board of director and share owner
approval, and the filing of the necessary papers in the Secretary of State’s office.

The economic effects of a merger and questions with respect to its fairness
to the share owners of each of the corporations involved do not turn on the
particular state of incorporation of the merging companies. For example, the
Federal Antitrust Laws are the principal yardsticks in judging the competitive
effects of a proposed merger. With respect to fair disclosure of the terms and
conditions of the merger. the Federal Securities I.aws would govern (particu-
larly the proxy rules) whenever securities are being issued to effectuate the
merger, as is invariably the case. Attacks upon the fairness of mergers have been
made in both Federal and State courts, and the outcome of this type of litigation
in no way depends on where the corporation happens to be incorporated.

Consequently, state corporation codes including that of Delaware probably
have had little or no effect on the merger movement, although the Delaware Law
provides a more expeditious way of consummating a merger. Mergers involving
Delaware corporations, like others, would be subject to review and possible
attack by the Department of Justice, FTC, SEC, possible other regulatory agen-
cies, share owners, and possibly other interested parties (e.g., creditors). Cor-
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porations generally would not seek to expedite a merger unless they were
reasonably certain that it would withstand such reviews and possible attacks.

Answer 5. As pointed out in my submitted testimony, the rise in the unemploy-
ment index is composed of a number of factors, and employment, of course, is
closely related to the state of the economy.

As we get back hopefully toward the end of this year to a resumption of real
growth in the economy, with a lesser rate of inflation, we should see the employ-
ment index respond. ’

Nevertheless, there is an opportunity to use such periods, constructively, to
improve the quality of our labor force. We are discussing with government agen-
cies a program for joint industry/government support for voluntary training
and upgrading of the skills of the unemployed.

Answer 6. This is a question that we would prefer to leave to others, because
it is wholly outside of our field of operations, and we have no special knowledge
or competence to answer. Our interest in banks is to obtain the best possible
hanking service and adequate credit accommodations. Presumably, you will
receive much expert testimony on this during the course of the hearings.

Answer 7. Fighting inflation is complex because the problem is extremely
involved. The principal concern last year was to stop price escalation as
abruptly as possible. Consumer, business and government demands exceeded
the economy’s ability to produce. Fiscal restraint and tight credit dampened
economic activity and helped to stem inflationary pressures.

These measures though beneficial in the short run, do not tackle the funda-
mental problem of low productivity in the rapidly growing services and govern-
ment sectors. I have suggested in my testimony that we should seek to enlarge
the pool of skills in our workforce, to raise productivity across the board, and
thus increase our real national output. The inflation which we have endured
is heavily concentrated in the services sector, as the following table highlights.

CONSUMER PRICE INDEX

Share of

Percent change, percent change,

April 1969-70 total index

Meat e 11.9 9.0
Home maintenance rep 10.6 8.8
Mortgage interest rates_ _ 11.7 7.8
Autoinsurance rates. _ . ... eeeo 13.6 4.9
Doctor, dentist fees . . . eeieeciieaes 7.2 4.1
Cigarettes._.._...___. e e e 11.4 4.1
Local transportation. . ... iieiaa- 15.2 3.2
Property taxes..... e e e e 7.9 2.5
Hospital services. O S 12.3 2.2
AITIINe Fares .o e eacmeeeaecea——eeaan 6.4 1.1
L R L 6.8 .8
Coffee.......... 17.7 .8
Cracker meal__ 13.9 .5
Parking fees. 11.5 .3
Ali other___. 4.1 49.6
Total Consumer Price Iadex_ ... . il 6.0 100.0

Suggestions for improving productivity in the services sector. in my testimony,
and by others. includes : the encouragement of private investment in the services
sector ; immigration of badly needed skilled professionals ; re-examination of pro-
cedures in the professions to determine those functions which could be performed
by skilled technicians; and elimination of over-restrictiveness on entry into the
workforece, and changing work rules.

Likewise, it has been suggested that Government programs should be vigor-
ously studied in order to determine the cost effectiveness of various proposals
to improve the planning discipline at all levels of government.

Chairman Paraax. I yield to Mr. Widnall for 10 minutes. Each
member will be allowed 10 minutes to interrogate on the first go-
around.

Representative Wipyavn. Thank you, Mr. Chairman.

Mr. Abel, Mr. Borch, I think you both made excellent statements
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which have been very helpful to the committee in trying to whip up
some final statement in connection with the findings of our hearings.

Mcr. Abel, I would first like to ask you, you said in your statement,
“the guideline approach has a record of futility and failure.”

In your opinion would there be any point in resurrecting the wage-
price guidelines at this time?

Mzr. Aner. No; Idon’t believe, sir, that there would be.

Representative WipxaLn. At any time in the foreseeable future?

Mr. Ager. No; we are very much opposed but, as I said in the state-
ment, if the President feels that we have reached the place where we
have to have such drastic action we will, with certain understandings
of fairness of application, cooperate to the best of our ability with
mandatory efforts to curb the inflationary trend.

But we do not believe that we should have guidelines of the nature
you mention.

Representative WinxarL. Why do you believe they have failed ?

Mr. Aprr. Well, our experience during past periods certainly proves
that. They failed particularly with respect to control or regulation of
prices. It seems to be much easier to enforce them insofar as their
application to workers and wages are concerned than to the price
structure.

In addition, I will remind you that they were applied primarily to
workers’ wages. They were not an incomes policy by any stretch of the
mmagination. This, according to our point of view, is very unfair.

Representative Wioxarn, Yes; I know that.

Do you think a freeze on wages and prices might be a good idea at the
present time?

Mr. Ager. Noj; I don’t. If there is some kind of mandatory regula-
tion, not a freeze, we feel by all means there has to be consideration to
those sectors that are lagging way behind at the present time. To im-
pose a strick freeze; you just impose inequities and injustices on peo-
ple who are the least able to bear them.

Representative Winvarr. Thank you.

Mr. Boreh, I believe your company has had considerable experience
in trying to aid workers improve their skills and also to provide the op-
portunities for learning that would enable minority groups and others
to enter the work force. Have you had enough of it so that you can
give a report on your own experience as a company ?

Mz. Borcu. It has been very satisfactory, Mr. Widnall. We have
experimented with a variety of programs, and I think, over time, have
learned that this is a great resource that the country has that has not
been fully tapped. We are finding, for example, after a rather difficult
beginning period, perhaps 6 weeks to 2 months, that these folks have
become very productive members of the work force, with less turnover
than normal hires, and excellent productivity, and I think Mr. Abel
might concur with this from his experience, too. This is the reason why
we are suggesting the expanding of this type of program with Gov-
ernment help during this period, when our greditest need, as we see
it, is to upgrade the skills of people.

Representative Wipxatr. Has your own company been able to
absorb alot of graduates of your schools?

My. Borcw. We have absorbed everyone we could get.

Representative WipnarL. So that the demand is there if you can get
the qualified workers ?
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Mr. Borcn. At the moment we are having difficulties, as you know.
I described to you the fact that we have had a reduction in work force
of something like 12,000 people recently, the great bulk of which
results from the cutback in space and defense spending. But interest-
ingly enough we have been able, for example, in our aircraft jet
engine business, as the military orders have fallen off, by converting
our productive capabilities here to the Douglas, DC-10 trijet com-
merclal engine, to have experienced an increase rather than a layoff
in these areas of employment.

So this particular case has been a transition that was relatively casy
and quite natural as a result of some planning that we did some years
ago.

“But it is not so easy generally to take people who have been involved
in the defense and space area and immediately find employment for
them in other areas of the economy. This is a time-consuming thing and
In many cases involves changing their homes and locations and things
of this kind.

Representative WipxaLr. Mr. Abel, you say, you will continue to
take the position that the only correct policy regarding unemployment
is one of full employment. How do you define full employment ?

Mr. AeL. Job opportunities for all those who are willing and want
to work on a job.

Representative Winxarn. Do you have any figures that you could
apply as to what unemployment rate would be acceptable or would be
expected ?

Mr. Aper. Well, we certainly feel that we should reach the lowest
level. Now what that might be, I don’t assume we can ever reach a
zero level, as some people like to use the term, but certainly it can be
substantially lower than what it is today. There is always a change-
over, as you well know, with respect to job changes, opportunity open-
Ings, and so on, that creates momentarily a measure of unemployment.
But our position is that we can get it down to perhaps one, one and
a half percent, not five or five and a half or 6 percent.

Representative Wipxarnr. Mr. Abel, there are a number of millions
counted in the unemployment force, but of those millions a substantial
amount in numbers will be those who are in the period of transition.
Kither they voluntarily left the job, they are taking a short vacation
before going over to a new job, or they are changing location. Related
to the figures of unemployment, what percentage or what numbers
would you say would be the hard-core unemployed: those who have
been unemployed for some time and are having difficulty in getting jobs
and getting help and assistance ?

Mr. Aprr. That is difficult to come up with. Even at the beginning,
using the Labor Department’s figures, because as we all know after a
certain period of time a lot of these so-called hard-core people just
discontinue their efforts to find employment, they are not on the un-
employment compensation rolls, et cetera, and so they are not even
fignred in the statistics we have with respect to unemployment.

It 1s our feeling that particularly in the ghetto areas of our major
cities there are many thousands of unemployed, hard core, that aren’t
even included in the statistics that we now have that we think are way
too high. '

For me to give you a figure as to what we might consider acceptable,
I don’t know how vou would arrive at that.

o
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P
ﬁepmsentative Wipxarr. I don’t think there is any figure that is
truly acceptable to anybody. I mean, I am sure of that.

Mr. AseL. Especially the fellow who is unemployed.

Representative WipnaLL. But we do know there are a number that
are physically handicapped. There are a number who don’t try too
hard to become employed, and some who don’t even want to undergo
the job training which would be necessary to improve their skills so
that they could get a better job or get a job at all. Do you have any
indication as to the number of union members whose wives are also
employed ?

Mr. Aser. No, I don’t have; and T don’t think we have any source
of that kind of information.

Representative Wi~aLr. T ask that thinking of many, many in-
- stances where a husband will be a schoolteacher, his wife is also a
schoolteacher, and their combined employment produces a pretty good
amount in wages and salaries, and when you just take one individual
in the family and say he can’t support the family and then don’t relate
it to who else is employed in the family, you are not getting the true
impact on the economy or a true answer to it.

T certainly think that everybodv should be provided a living wage
and the opportunity to get a good salary, according to their skills,
but sometimes I have seen those who have heen marching with the
people who say that thev have to have a living wage, they are able
to have a little summer home down at the beach, and thev have got
two cars in the family because the wife works and they are doing
pretty well, as a matter of fact, and it would be very interesting if
we could gather together some of the figures on that.

My time is up.

Chairman Paraan. Senator Proxmive?

Senator Proxarrre. Mr. Abel, vou put ereat deal of stress on unem-
ployment as one of our principal economic problems. Now I think you
seem to implv that it is our No. 1 problem; is that correct?

Mr. Aner. Right, sir: right. ’

Senator Proxarrre. I must sav, on the basis of the statistics, it is hard
to disagree with vou. I think you cited several that many of us have
neglected. The fact that hours of work are very low, 37.2, I think, is the
Iatest figure on a seasonally adjusted basis.

Mr. Aser. Roughly 37 a week.

Senator Proxmire. Which means as the demand picks up instead
of hiring more people employers are likely to put the people who are
alveadv on the payroll to work a little longer; longer hours.

Mr. AszL. Right.

Senator Prox»ire. In addition, we are operating, as you point out.
far below capacity ; it is below 80-percent of capacity, 79 percent; and
this means that the capital goods boom, that has acted as an accelerator
in our economy, is unlikely to give us that kind of buoyancy or dynam-
jsm in the next few vears, and I expect that would tail off and that
would mean more unemployvment.

Tn addition, all of us hove and expect we can cut back our mili-
tary expenditures. The Secretarv of Defense has announced the next
few vears there will he a million fewer peonle in the Armed Forces.
We hore, in addition. there will be space cutbacks. and there have been
some snace cuthacks, in the Apollo program.
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Now the only counterbalancing factor that I have heard, either from
Mr. Borch or others, is there are elements in the economy such as the
expiration of the surtax, and so forth; the feeling that the Federal
Government is likely to run into a deficit that might counteract this
to some extent but the critical factor that the economists look at is
the full-employment surplus and, as I understand it, no matter what
we are likely to do in the next several months, in fact in the next
year or so, we are likely to have a full employment surplus.

In other words, the effect of the Federal Government is likely to be
a restraining effect on the economy.

Now your solution to this is, you say is, to fund, full funding of a
series of programs.

Let mé ask you first about housing. We have set as a housing goal
2.6 million housing starts a year. We are now operating at about 1.2
million housing starts; far short of it.

Do you, when you say “full funding,” mean that the Federal Gov-
ernment should take whatever steps we have to take in terms of mone-
tary policy and in terms of subsidy to see that we are building those
2.6 million housing starts a year?

Mr. AseL. Correct, sir.

Senator Proxmire. And you would take the same position with re-
spect to funding education programs that we shoul provide appro-
priations for the full authorization amount?

Mr. Aser. Correct. ,

Senator Proxarme. And I presume that much of this would be in the
private sector area; that, for example, you would not expect that the
Federal Government would provide much of the funds for the 2.6
million housing starts. That would be because the private sector would
be brought in through lower interest rates, and so forth.

Mr. ApeL. That is right; and we are suggesting, Senator, that the
Government come up with a program of securing these kinds of invest-
ments like other investments are secured by the Government.

Senator Proxmire. Now, I suspect——

Mr. ABeL. It would be an inducement.

Senator Proxmire. What is holding us back, especially in this lat-
ter area with regard to a monetary policy to stimulate housing, is the
haunting fear of inflation. We have not licked it. We have cut and
run under these circumstances, as some have put it, that we are likely
to create a further inflation, and what you would propose, as I under-
stant it, to cope with this is, No. 1, the use of credit controls that are
now on the books to hold back business investments, for instance, in
plant and equipment, and channel that into housing to the greatest
extent that you can; and then you have other more long range pro-
posals like curtailing mergers and so forth.

Mr. Aper. Right.

Senator Proxmire. What concerns, I think, many citizens and
economists, Mr. Abel, is that if you follow your prescription, you
might be moving into a situation where you would have to have price
controls, wage controls, profit controls, rent controls, and freeze the
economy if you are going to move into a policy position of having, say,
3-percent unemplyment or less. How do you meet that argument ?

Mr. ABEL. You are saying now that with such a program you freeze
the whole economy.
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Senator Proxanre. Such an expansive program may be highly in-
flationary ; some economists argue it would be highly inflationary, if
you go that far to have all these housing starts and move ahead in
education and move ahead in all these other areas because prices would
begin to rise and we may have to have, as you say, necessary price and
wage controls right across the board.

Mr. Aper. Certainly, there has to be. in our judgment, first, better
control of our monetary operations and, as the chairman has pointed
out here this morning, as long as we have the kind of interest rates
that are appliéd to home loans there is just no possibility. no hope,
of individuals obligating themselves to that extent. They just can’t.
And our suggestion is that with reasonable interest rates and controls,
as we have had in the past, and a gnarantee on the part of the Gov-
ernmeng, we can induce the flow of funds that presently exist in pen-
sion funds across the country as well as in endowment funds and
other sources of capital into the housing field to provide the oppor-
tunities for people to own their homes.

Senator Proxaire. I agree wholeheartedly with that purpose, and
I think it is a very good one. But what concerns me is if we do get into
a situation where money is easier and easier to borrow and more avail-
able people do start building homes and buying automobiles and
doing things they can’t do now because money is hard to get. won't vou
have a situation once again where we have verv serious inflationary
pressures?

Mr. Apern. Well. this is a possibility, but T think vou have got to keep
in mind that even with the high and usurious interest rates that are
being charged, a certain level of this is going on regardless and people,
the ones who are really suffering, are the small people who need the
homes. This is the sector that is really suffering.

Senator Proxarme. Certainly I would agree that we could do much
better than we are doing, and where we have a situation where we have
so much slack in our economy and so much idle resource without ap-
proaching the point where we have universal controls.

Mr. Borch, I would like to ask you, you said that one of the most
constructive things we could do would be to aim at increased national
outnut, real output.

Mr. BorcH. Real output.

Senator Proxmire. I would agree wholehartedly. But it would seem
to me that the principal problem here is one that Mr. Abel put his
finger on, that we have idle resources now. idle plants and equipment.
idle manpower, that we are not putting those to work. I don’t see how
we can increase our real national output when we have more than
4 million Americans who want to work not working, when we have 20
percent of our entire factory capacity not operating, and the very con-
structive notion you had of having hard core people trained and work-
Ing, it seems to me is a fine ideal but you are not going to do that with
5-, 6-, and T-percent unemployment because a manufacturer simply
cannot afford that. You cannot afford that.

If your demand for General Electric products dried up, you couldn’t
afford to keep those people at work very long. As long as the demand
is high, then you are out looking for people and you are willing to
train them and you are willing to do whatever is necessary to see that
they become skilled and able to do a job.
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. Borcwr. T have a very basic faith and confidence in the sound-
ness of our economy, and when I note that consumers are putting some-
thing like 7 percent into savings, and not spending their money as
they normally do for goods and services; I am convinced that the buy-
ing power 1s there.

X ow, the main concern here, as Mr. Abel pointed out, is'a lack of
confidence on the part of the consumer. That confidence stems lar aely
from the problem of inflation and what they may fear lies ahead, and
I think for that reason they are playing it close to their vests, as you
and I would under the same conditions.

Now, I think when inflation is brought under control visibly, and
the cost of living index is reduced, as it will be in the last 6 months of
this year in comparison with the first 6 months, I think you will see a
regeneration of consumer confidence. And w hen this happens, the real
ar owth of the economy, Senator, in my judgment, will be inevitable.

Senator Proxare. Well, nny be the real growth will be inevitable
but we are a long, long way from cracking this tough unemployment
situation. One of the most optimistic predlctlons was the one that ap-
peared in July in Fortune. They foresee interest rates moderating, in-
flation losing, but they had to say that unemployment would continue
to worsen for the very reason you say: That 1oductlv1t,v will improve,
and the same number of workers will be able to produce more, and
further, 'as hours len(g{bhen you are going to have more hours for the
same workers to produce more. So, with increased productivity and
longer hours you can get more production—much more—befcre there
is any incentive for employers to hire many more workers. Also, our
labor force will be growing.

Mr. Borcn. It may not grow, Senator, as rapidly as we would like
to see it, but I think our history of p”tst slowdowns in the economy
would indicate that as long as the fundamental strength of the eco-
nomy is there, and it is on a sound basis, this will be self-corr ecting.

It may take a little longer than any ‘of us in this room would like
to see it, but I think once consumer demand restates itself, then you
are going to have manufacturers like General Electric resuming 2
rather rapid growth of capital expenditures for new and more produc-
tive facilities. And I think your risk at this point becomes the question
that was directed to Mr. Abel, namely, if you do this too rapidly, I
share your concem that you will run a very good risk of going on an
inflationary binge once again. So it is a matter of balance.

Senator ProxyIre. My time is up.

Chairman Paryax. Senator Miller?

Senator MirLer. Thank you, Mr. Chairman.

Mr. Abel, what would you regard as a fair interest rate? Would you
say 4 percent would be a fair interest rate?

Mr. Aser. No, I wouldn’t. I have often needled our own economists
every time they present me a paper on some corporation’s profits, they
note that 6 percent is considered a fair return, and I asked them how it
1s that an industry or a company might survive on 6 percent while
they are paying 9 or 10 percent inferest on their bonds. So I don’t know
whether 6 percent is considered today a fair and equitable return or
not, but it is more than you and I get for our money 1f we should have
a dollar to put in a bank or in Gov ernment savings bonds.

Senator MirLer. Well, if you had to borrow some money you would
be delighted if you could borrow it at 4 percent, wouldn’t you.
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Mr. Agper. Certainly I would. Yes.

Senator MirLer. All right.

Now, if you are borrowing it from me, and I see an inflation rate
in the cost of living of 514 percent and I know that if things continue
that way until the end of the year when you repay me, if you pay me
back in a year, my dollars are going to be worth 514 percent less, you
couldn’t blame me for charging 914 percent interest, could you.

Mr. Ager. No, no, apparently not.

Senator MirLrer. All right.

Mr. Aner. Especially under our economic system. It is charge all
the traffic will bear apparently.

Senator Mirrer. All right.

And T think you have made a very good presentation of the fact
that the increases in the cost of living preceded many of these wage
increases. You can’t blame a wage earner if he is, let’s say, getting
$100 a week, and he knows that 5145 percent of that is going to be taken
out by inflation, for coming around and asking for at least $105.50
just to stay even with the board. And T suggest to you that the same
thing is true with the people who have money to lend. You can’t blame
them for charging 914 percent interest based upon, let’s say, 4 percent
for the use of the money and 514 percent inflation factor. So, I think
that what we get down to is not so much to blame the heads of the
unions or the wage earners or the people who lend money as to blame
those who caused the inflation in the first place, and I regret very much
that you have highlighted this point.

Now it might be a little unfriendly for you to come before a con-
gressional committee and do so, but 1, for one, am certainly ready to
place the blame where the blame ought to be, and that is on those in
control of the Congress who ran your Federal Government $60 billion
deeper into debt in a period of 5 years and topped it off with a $25
billion deficit in 1968. That is where inflation started, and I am not
about to blame wage earners or money lenders for what those in
control of the Congress caused.

While T appreciated the excellent job you did in pointing up the
relationship between the increases in the cost of living and increases
in wages, I must tell you that you kill off the effectiveness of
your statement when you refer to the “bankrupt policies of the
administration.”

Now, Mr. Abel, 2 months ago I was out in Los Angeles, and James
Tobin. a Democrat and former member of President Kennedy’s
Council of Economic Advisers, praised the Nixon administration’s
anti-inflationary policy. He is an economist, an experienced economist,
and you are not, and he, if anything was speaking against interest
because of his political afliliation. What you failed to point out is that
it isn’t the bankrupt policies of the administration, because the policies
of the administration are on paper, and they are not worth any more
than the price of that paper unless those in control of the Congress
carry them out.

So I think if you are going to refer to bankrupt policies, you might
well refer to the bankrupt policies of those in control of the Congress,
and preceding Congresses, who are responsible for laying the foun-
dation for the inflation that we are suffering under.
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Mr. Apern. Certainly, Senator, the administration is responsible for
its policies, primarily the so-called hard money policies, and those
policies, in our judgment, are the root causes of our difliculty and,
as I pointed out, it has been talked of for the last several years, you
know, that the only way to cure the inflationary spiral that we are
confronted with is the implication of the hard money policies and
the inducement of unemployment.

You recall, as I do, and wﬁ the rest of us, the dialogs of the trade-
oft of employment for price stability, and certainly these are the
administration policies. We can’t accept them as anybody else’s
policies. :

Senator MiLLer. I would have to ask you to give me a direct quota-
tion from the President or somebody speaking for the administration
which indicates that we are going to have a trade-off in the form of
unemployment for stability.% know there has been talk about it but
I would like to ask you to provide, for the record, quotations——

Mr. ABer. There not only has been talk about 1t but it is actnality.
Unemployment has risen but prices have risen too, and the inflation
has continued.

Senator MiLLer. Well, Mr. Abel, if you are going to say that the
policy of the administration to move away from a wartime economy,
which certainly gave u}) full employment, all right, 314-percent un-
employment rates which the former President bragged about, if you
are going to say that a policy to move out of that wartime economy
into a peacetime economy is the clause of increased unemployment, I
think everybody in the administration would be delighted to accept
that, because we want peace first. But I must tell you that the pol-
icies that you are talking -about are on a piece of Fa,per, they have
been delivered to the Congress by the President in his messages and
they are not worth any more than that piece of paper unless the
Congress, those in control of the Congress, carry them out, and I
think it ill behooves you to talk about bankrupt policies of the admin-
istration, which are on a piece of paper when they haven’t been imple-
mented by those in control of the Congress, and those in control of the
Congress are the ones who laid the foundation for the inflation we
suffer under. .

Mr. Apern. Well, I am not, Senator, by any stretch of the imagina-
tion saying that Congress doesn’t have some responsibilities, but cer-
tainly Congress, as I know Congress, and our Government, receives
leadership from the administration, whether it be this one or the pre-
ceding administrations, and we look to the administration to give
guidance and programs, and we of labor, of course, expect Congress
to enact policies and programs to improve our status and our society
and we are quick to point out shortcomings of Congress just as much
as the administration is.

Senator Mrrer. I would have felt much better about it if you had
balanced ‘your statement by doing that very thing this morning. I
appreciate what you just said because I do feel that you want to be
fair about it, but it would have been a lot better if you had pointed
your finger

Mr. Aser. Well, Congress, as I recall, Senator, has given the admin-
istration some powers and some authority that they could use that
they haven’t used in helping at least making a start in correcting the
economic condition we find ourselves in.
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Senator MiLer. Let me ask you one further question on this point.
You recommend full funding of appropriations. You didn’t couple
with that a recommendation that Congress pass the necessary taxes to
insure that they be funded without going further into debt. Would
you couple that with your recommendation ?

Mr. Apgr. I think you first want to see the programs that you are
funding, and I think you have got to consider, too, the programs that
have already been funded that haven’t been implemented. That was
another part of the administrations actions of stopping a lot of pro-
grams that Congress had already enacted and funded.

Senator Mirrer. Well, do you think that those programs should be
backed by enough taxes to cover them without having your Federal
Government go further into debt ?

Mr. Aeer. Well, we, of course, have to give consideration to the
conditions and the times. We all want a balanced budget, we all want
a balanced economy. If anything, we want less taxes and less spending,
but when necessity calls for it, certainly the labor movement is in favor
of the Government sponsoring programs and assuming an indebted-
ness for the good of all of the society.

Senator MiLrer. And the taxes.

Mr. AseL. Taxes as well.

Senator MrLuer. Thank you.

Mr. Arer. We have advocated taxes at times, you know.

Chairman Patman. The gentleman from Wisconsin, Mr. Reuss,
Representative Reuss?

Representative Reuss. Thank you, Mr. Chairman.

These are excellent statements from both you gentlemen. I would
expect industry to speak for industry and labor to speak for labor.
If they don’t who will. Tt doesn’t bother me in the least.

Mr. Borch, in your statement you say that you have endorsed the
idea of a tax increase as being needed to stem inflation, and I com-
mend you for it. I have a bill before the Congress which would retain
the surtax on the income tax on corporations, which expired just a

. few days ago, until such time as the President shall certify that U.S.
military operations in Southeast Asia have ceased, the idea being to
confront the very alarming deficit that looms for the current 1971
fiscal year, and get additional funds into the Treasury so that the
Treasury does not have to make the money market even worse b,
frequent incursions into it, in other words reduce the deficit. Would
you favor such a bill?

Mr. Borcn. I think, Mr. Reuss, it is a question of degree. If the
deficit, and we have seen all kinds of numbers in this forthcoming
deficit, is a modest deficit, I would not recommend you impose a sur-
tax at this time.

If, on the other hand, there is any danger whatsoever of the deficit
going up to the order of magnitude that it did a few years ago I would
1mpose a surtax, reimpose it very quickly. :

Representative Reuss. We will, of course, hear more about this as
the hearings unfold, but the present projection is that even the ad-
ministration has changed its estimate and foresees a deficit under cur-
rent accounting methods approaching $2 billion, and that under the
old accounting would be the kind of hair-curling deficits that used to
scare former Secretaries of the Treasury, so we shall see, and I am
very grateful for your answer.
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Mr. Boren. I agree with Mr. Abel that to the degree it is possible
for the administration and the Congress to do so the Federal budget
should be as close to balance as reasonable but it should not be the
ultimate objective at all times. I think leeway both ways is perfectly
sound, and at this time I must repeat what I said to Senator Proxmire,
that the time is coming shortly, I think within a matter of months,
when consumer confidence is going to be regenerated again. When
that time comes you are going to see increases in your tax collections,
as corporate profits improve, as more people get on the payrolls and
your revenues increase—I think the problem today is largely a revenue
deficit ; 1sn’t it Mr. Reuss?

Representative Reuss. Yes; and that is why I suggest we could
use some more revenue, .

Mr. Borcr. Itisarevenue problem.

Representative Reuss. Anyway thank you for your answer.

Mr. Abel, yours was an interesting statement, too, particularly
in its human element, what is happening to people generally and your
blue collar workers in particular.

The present economics of our country are to, as you pointed out,
increase unemployment by considerably more than a million men and
women over what it otherwise might be and to have the highest interest
ratesin a hundred years.

In terms of a steelworker in Gary, for example, that means that
he is upset, his job security is threatened even if he continues to hold
a job, interest payments on his home and his refrigerator are way out
of sight, his schools at the local level continue to deteriorate, his taxes
on his income, and particularly on his home, are grinding, to say the
least, and perhaps worst of all he has seen his real income deteriorate
in recent years by reason of inflation, increases in the cost of living.

Now, the main spokesman for the administration, Mr. Agnew,
doesn’t talk much about unemployment or high interest rates. Instead
his thrust is to blame the troubles of our country on those who oppose
the war, or university students, or the television, newspaper people,
and I gather your testimony is to the effect that what we need to do
in this country is to get back toward full employment and expanded
growth which you think can be done if we cease fighting a nonexistent
demand through inflation and instead by the use of credit allocation
controls and perhaps by the use of price controls on administered
prices, you think we could then get back in a forward economic mo-
tion and that there would be a greater chance of having social unity
in this country and not the terrible cleavages between fellow Amer-
icans that we all regret to see now.

Would that be a fair statement of your position ?

Mr. Aser. Correct, Congressman. T don’t think there can be any ques-
tion in anyone’s mind of the great potential we have in our society if
we are going to get our society back to the semblance of unity as you
suggest. Certainly the demand is there to keep our industries going at
full blast and provide full employment, just to rebuild our cities, just
to provide the needed transportation” facilities, the hospitals, the
schools, and all of the institutions that all of us need so badly, to make
ours the kind of a society that we promise ourselves that it will be,
and we are not going to get it if we are going to let our moneys be used
in the form of usurious payments and our people to remain idle when
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they should be engaged in productive pursuits, and our industries,
while modernized, to be put in production rather than to lay idle after
they have been modernized and improved.

Representative Reuss. Thank you.

Mr. Borch, you had an interesting little case study of what it cost
you here and in Japan to build substantially equal facilities, and how
1t took many more man-hours in this country than in Japan, with the
implication that there is some featherbedding, some restrictive prac-
tices going on, and I deplore them, if true.

In fact, labor aren’t the only people who go in for featherbedding,
are they? Isn’t it a_fact that in medical care, where you correctly
pointed out a horrendous 13 percent cost increase in 2 years, isn’t one of
the reasons for the high cost of medical care that our medical schools
aren’t producing sufficient physicians so that we have got them here
from Pakistan and the Philippines and India and every place else
and there aren’t enough of them; and isn’t it further a fact that the
physicians, the doctors, own trade organization, the AMA, has rather
consistently opposed the provision of an adequate number of physicians
in this country ¢

So isn’t there, what 1 am saying, isn’t featherbedding an endemic
disease in this country and not one in which our friends from labor are
the only specialists?

Mr. Borcit. I am afraid T would have to go a little bit further than
that, Mr. Reuss, and say I know of a number of instances where there
- is considerable featherbedding among management which we are
trying to dig out a little bit.

But I think on the question of the medical schools which you pointed
out, I think we have a problem of not enough facilities. T am not es-
pecially familiar with the AMA, but there is a problem with medical
facilities in this country, and something should be done about that.

T certainly agree with you there is a shortage of doctors.

Representative Reuss. Thank you very much.

Chairman PatmaN. Yes.

Representative Brown?

Representative Browx~. First, I must say that I was fascinated by
my colleague from Wisconsin, Congressman Reuss’ interpretation of
administration economic policy through Mr. Agnew’s statement about
the newspapers. As a newspaperman, I have difficulty figuring that
out, but T will work on it, for the rest of the day and see what I can
come up with.

T was very interested, Mr. Borch, in your statement concerning
retraining the unemployed. Are you suggesting this be an industry
program to take advantage, of unemployment, and train workers for
greater productivity or are you suggesting it should be a governmen-
tal undertaking ?

Mr. Borcw. 1 am suggesting this as a joint undertaking similar to
a number of the programs that the Government has had in effect
through the Department of Labor, contracts with major companies
where—they are nonprofit contracts obviously, but they do help al-
leviate the costs to the companies of training people who are in this
hard core group. I am not in agreement with Mr. Abel’s statement
that the hard core per se, as I got the inference, are unemployable.
The experience has been quite the reverse. People in the ghettos and so
forth, if they make the efforts, are employable. A
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No, my concern—did I misquote you, Mr. Abel?

Mr. ABer. Yes.

Mr. Borcu. I am sorry, I apologize. My point was that as a result
of hiring so many, as we have in the last few years, who have been
very productive, when business falls down the seniority system re-
quires that the last on is the first off. This has been particularly dis-
tressing to us, and what we are ur%ing here is that with respect to
people on layoft—and not just the disadvantaged or the more recent
hires—anybody on layoft be given the opportunity through a joint
government-industry program to learn higher skills. For when busi-
ness resumes, I think this is going to be our greatest shortage.

Our unemployment statistics mask the fact that when there were
314 percent unemployed, the lowest, let us say, in our history, there
was a tremendous shortage, I mean a real shortage, of skilled people.

Representative Brown. Now let’s get to one of those——

Mr. Borcn. I would like to sce them upgraded to get more people
into the skilled classification.

Representative Browx. And certain industries, I believe, have only
recently emerged from a period in which they experienced substantial
shortages of skilled people. :

Mr. Borcn. Yes, sir.

Representative Brow~. As a matter of fact, some industries have
not, yet recovered.

Mr. BorcH. Yes.

Representative Browx. This problem exists even though we have an
increase in the total rate of unemployment?

Mr. BorcH. Yes.

Representative Browx. The SST is a subject of some controversy.
We have increasing unemployment in the aeronautics industry today.
In light of that fact it seems somewhat illogical that some of my col-
leagues in the Congress argue that the Government should be an em-
ployer of last resort, presumably by sponsoring public works projects,
and yet. oppose any Federal interest in the development of the SST,
a project which not only provides gainful employment but also one
which improves the productivity of the aircraft industry.

If we defer action on the SST and then retrain everyone that is
unemployed in the aeronautics industry at Government expense, what
if we decide to continue with something like the SST? What happens
to these people who have been retrained for some other kind of work ?

Does that present any economic advantages or disadvantages?

Mr. Borcir. I may surprise you by saying that I don’t believe that the
decision as to whether to go forward or not to go forward with the
SST should be based on the current employment situation.

Representative Browx. It is a factor of input in that decision, it it
not ?

Myr. Borew. Tt is a factor of input, but I don’t think it will be a fac-
tor of input. over the lenoth of time involved in this project. I think it
should be discussed on its merits which are guite different, I think,
from the matter of facilitating an vnemplovment situation at this
time, important as that is to the regions and the localities that are
affected.

I think basic decisions of this kind have to e made on the basis of
priority decisions made with respect to the allocation of Government
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resources—our tax dollars. I think these require the very firmest kind
of serutiny, and my decision on the SST would be based on looking out
a few years and taking a very hard look at the impact on this
country-—considerations of the stability of the dollar, and of our inter-
national balance of payment. This is a very, very critical element, that
we have not, discussed here at all.

Representative Brow~. It is my understanding that under the
suggestion you have made, if somebody became unemployed they
would get, in addition to their pink slip, the directions to the employ-
ment office, also some kind of ticket to the local employment training
fegger and receive training in an industry which is currently short of
abor.

Mr. Borcu. Not quite, T think, Mr. Brown. What we are talking
about here is providing a training program, in the same facilities that
the jobs program and the others have already been conducted in most
of the major companies of the country, and a great many of the
smaller ones. and I would get those facilities tuned up to the higher
levels of skill, education, and training.

Representative Brown. Of course, the inevitable result of sagging
production is idle labor and idle plant capacity. Do you have any
similar recommendation as to what might be done to upgrade idle
plant capacity so that our productivity could be increased ?

Mr. ABrr, Well, I think, by and large, you will find in this country
our industries have been upgrading their plant and facilities. The
steel industry, as an example, that I am most familiar with, has
invested many billions of dollars over the last'5 or 6 years in techno-
logical improvements and new systems of producing steel. We have,
without question, the most modern facilities for making steel that man
has devised, and when the full impact of this modernization program
gets into full stream, I think we are going to be amazed at the
amount, of steel capacity we do have.

Representative Brown. You would consider that desirable then?

Mxr. ABeL. Yes, very much so.

Representative Bown. Given today’s credit restrictions, how would
you suggest the industries which wish to upgrade their facilities ob-
tain the credit to do so ?

Mr. Aser. How what credit, sir?

Representative Brown. The credit necessary to upgrade plant ca-
pacity.

Mr. Aser. Well, our industry has done a pretty good job of devel-
oping the funds for that out of their earnings. It is only recently
that they, most of the industries have resorted to raising outside
capital again. There has been a tradition more and more and one that
has concerned us

Representative Brown. I am a little confused. T understood that
vou were critical of the high profit levels of some of the recent years.
Now you are telling me that it had an advantageous effect on the
economy.

Mr. Aser. No, I am saying in the past we have always expected
investment, capital to be equity or borrowed capital, not taken out of
earnings of a given institution.

Representative BrowN. Perhaps I also misunderstood you then
because I got the impression from your testimony that you were criti-
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cal of the present allocation of credit in this country, and that bor-
rowed capital—

Mr. Aprr. I am critical of the high usurious rates that are being
charged for credit, yes, and critical of the way the banks are allocating
scarce credit. . '

Representative Brow~. Perhaps if I have another 10 minutes as
we progress today I will be able to explore that further. I believe
what happened in the 1960’s was left out of your testimony.

Chairman Paryax. I assume it would be all right for you gentle-
men to answer any questions tendered by any member in writing when
you look over your transcript ?

Mr. AseL. Yes, we would be happy to.

Chairman Patman. Senator Fulbright?

Senator Furerieat. Thank you, Mr. Chairman.

Well, Mr. Abel and Mr. Borch, I was impressed by the fact that
neither of you mentioned the effect of the war upon our economy.
Do you feel, Mr. Abel, that it has no substantial effect upon our
economy ?

Mr. ApeL. Oh, there is no question, Senator, when you have a war
budget, whatever you want to call it, of some $20 to $30 billion, it has
an impact on the economy. There is no question about it.

Senator Furericat. Do you know how much we have spent on the
military establishment since World War I1?

Mr. ABer. No, I don’t. You certainly are in a better position to have
those figures. '

Senator Fuiericur. We have spent directly about $1,000 billion,
and including the indirect costs of veterans and others about $1,200
billion; a very substantial sum, isn’t it?

Mr. ABeL. It certainly is.

Senator Fursriear. Do you think you can take that out of an
economy as large as ours without having a very adverse affect upon it?

Mr. ABeL. No, you can’t. ‘

Senator FurericuT. It has always been a great puzzle to me, as
interested as you are, and I know you are, and you gave a very good
statement about it, in our economy that your organization has been so
enthusiastic about the support of the war. It has been a contrast that
I have never understood.

Mr. Arer. I don’t think, Senator, it would be an enthusiastic sup-
port. T don’t think anybody supports war enthusiastically. I think it
1s merely a case where the labor movement supports our Government’s
effort in Southeast Asia. We are in trying times, and certainly we do
support the Government in this kind of an effort. At the same time,
we do try to direct our efforts in a constructive fashion to find solu-
tions for this problem, and bring about peace and deescalation of the
war. ’

Senator FurericaT. Well, your organization, of course, it is no
news to you, has great influence in the Congress. You have many
people devoted to your interests, and 1 believe that the attitude of your
leaders, particularly Mr. Meany, with regard to the war, not just re-
cently, but going back to 1965, their support of President Johnson, was
very significant and still is.

I may say that Mr. Borch says the same thing. His optimism about
the return of confidence in the near future is utterly inexplicable to
me, if I read the newspapers correctly. What do you base your opti-
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mism on—this returning confidence—when you look at the markets
and what is going on in our international balance of payments?

I can’t understand why you are so optimistic.

Mr. BorcH. Senator, at the risk of sounding Pollyannish——

Senator FuLsrieat. You do sound very Pollyannish to me.

Mr. Borcu. At the risk of sounding Pollyannish

Senator ForericaT. You sound almost like the administration.

Mr. Borcm. It is always the darkest just before the dawn.

Senator FurericHT. I see.

Mr. Boror. And from every indication that we can see T firmly be-
lieve that we are at the bottom now, the low point. This assumes,
however, to.your point let me remind you, Senator Fulbright, that
T did state that the inflation today was caused by the guns rmd butter
philosophy that accompanied the Vietnam buildup.

T made that clear, I thought. in my statement.

Let me also say that the Vietnam war has been, and remains, cen-
tral to our economic problem.

Senator FurerigaT. You certainly didn’t make that clear in your
statement. The only reference was this guns and butter, which is a
very equivocal statement. I am not sure, do you think the war is good
or bad for this country ?

Mr. Boron. The sooner it can be soundly and honorably terminated,
the better off we all would be. In my opinion there is no hmher
priority.

Senator ForericaT. What do you consider an honorable basis ?

Mr. Borcr. T would prefer not to argue with you on that score,
Senator.

Senator FurerieaT. T just wondered, you put the qualification in.
I Lhm?wht you meant something, if you ’ Jon’t mean anything it is all

right ?

“Mr. Borom. Senator, T don’t think we should cut and run.

Senator Furericrr. T see. Then we should continue to vietory ?

Mr. Borcu. We should not continue to victory.

Senator FursricaT. Tet’s get on to another thing. Do you now
consider you are competitive with the Japanese and the Germans in
international trade?

Mr. BorcH. We are now. Let me make a statement, on that.

Senator ForerieaT. You brought it up, you said one thing hasn’t
been discussed is our balance of payments.

Mr. Borcr. All right.

Senator FULBRIGHT A very serious matter, and it is very scrious,
isn’t it ?

Mr. Boren. Right.

Senator FuLBrIGHT. Are we competitive today with the Japanese?

Mr. Boron. If we are-looking at it from a straight economic basis
and forgetting government 1nte1p051t10n the Japanese Government,
the German Government the tax rates, the effective tax rates in Ger-
many, we are competltlve

But one can’t ignore that whole blanket of ltems that I just dis-
missed so quickly.

Senator Fursrigur. Well, but, of course, you can’t ignore it and
thev are an element in being competltl ve, and inflation, you could add
inflation, and wage rates, you could add all of that.

Mr. Borerr. Other countries are havi ing inflation, too.
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Senator FursricrT. But the point is are you competitive today?
Can they undersell you, ave they underselling you?

Mr. Borcm. They can and they do.

Senator Forsricut. They do?

M. Borcm. Except on high technology products.

Senator Furericur. I thought, Mr. Abel, you said we are very effi-
cient in our steel production. Do you consider that our production of
steel is more efficient than the Japanese today ¢

Mr. AseL. It is equally efficient, T would say.

Senator FuLericHT. Why is our balance of payments so, and our
balance of trade especially has gone down from, it used to be tradi-
tionally $5 or $6 billion, it is now down to less than a billion and, of
course, with the other deficits we have a serious deficit in our balance
of payments, and just a very minor margin in balance of trade.

‘Why do you think that is true if we are competitive ?

Mr.  Aprr. Well, it is true for many reasons. As Mr. Borch has said,
Government subsidies have a role in it and, of course, restrictions by
some governments, such as the Japanese Government.

As an example, the American steel industry wouldn’t be permitted to
give steel away in Japan, even 1f they gave green stamps with it. The
Japanese Government wouldn’t let them bring it in, so there is no
competitive problem there. That’s why e are talking about quotas.

Everybody gets excited in this country, you know, but they think
we can let our markets just be thrown open to any kind of competition
or that we should reduce our standards as workers to the level of
standards of workers in some other countries. We just don’t believe in
that.

Senator Forericat. Then you are advocating a quota system, a re-
turn to protectionism ; is that what you mean

Mr. Aser. If you want to term it protectionism.

Senator FurericaT. What do you term it?

Mr. Aper. We think it is our responsibility and it is our Govern-
ment’s responsibility to do what is necessary to protect the standards
of American workers in our industry.

Senator FurpricHT. Does any country ever do that when it is com-
petitive, can undersell the other one ?

Mr. Ager. Pardon.

Senator Furerieut. Does a country ever do that when it is com-
petitive ?

Mr. Aggr. I think so.

Senator FourericaT. Does it ?

Mr. Agrgr. There is a lot of reasoning behind this when you look
into the actual record, the Japanese do. Other governments do. Also,
after all, we did rebuild the industries of both countries you make
?%Tentiﬂl of, Germany and Japan, following the destruction of World

Var II.

Senator FrurricaT. You are quite right, and I think this is why
they are so effective. T don’t denv that at all, but what I do raise, raise
this auestion, is here you two of the greatest, leaders in our country,
you don’t mention at all or just in passing that the war. which is the
principal reason for the distortion in our economyv, and it isn’t just the
direct cost of military establishments, but the related effects. It is very
far reaching.
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When we have a debate in the Senate, and we have lost some very
close votes—yesterday we lost one by two votes, the papers, as some-
times happens were erroneous. A vote we lost on $300 million for space
was 35 to 37, it was two votes, three of our people gave a pair, and the
vote was determined, and I just want to correct the media. I wish they
would be a little more accurate in that because it actually was only
two votes difference, and yet we lost a vote to cut $300 million.

One of the big arguments is always made, you see, that space, atomic
energy, SST’s, all of these things, are supposed to have fallouts that
might benefit the military. When you have a military establishment
that dominates the whole economy, plus these other matters that are
related, and in which the argument is made that we are in some
indefinite, and I think very vague way, helping the military establish-
ment also, if we spend money on such things as space and atomic
energy, there is really nothing left for the sewer systems, the housing,
and so on. :

You also noted that the Government is proposing $100 million to
build houses in Saigon ; did you see that in the paper ?

Mr. AgEL. No, I didn’t.

Senator FuLsrieaT. Well, it was on the front page yesterday, a
hundred million dollars being proposed to build houses, among other
things, in Saigon. I don’t quite see how that is going to help our econ-
omy. But these are all fallouts and part of the war picture. I don’t
see how you can possibly ignore this, and leave a balanced impression
of what our economic situation is. T really think it ought to be taken
more seriously.

There really isn’t any reason for optimism about this war being over,
Mr. Borch, How in the world you can think after expanding it into
Cambodia it is about to be concluded is beyond my comprehension.

Do you think it is about to be concluded ?

Mr. Borcm. I certainly do.

Senator FuLericuT. You do. How ?

Mr. Borca. Senator, you asked me for my opinion, and I think
that the withdrawals that are going on will continue to go on, will
crank this thing down and wind it down, and T sincerely hope that
what the President has in mind doing works.

Senator Fureriart. Well. your hope is very fine. .

Myv 10 minutes are up but I just call your attention to the fact that
even if we withdraw people, the plans are clearly developing that, we
hire mercenaries to do our fighting for which we pay.

It 1sn’t 2oing to be any decrease in the money that it costs vou or
the taxes that vou pay.

This is quite clear even from the administration’s statement.

Mr. Borcwr. T hope you are wrong, Senator.

Senator Fursriear. Well, it isn’t wrong. This is what thev have
just been saving if vou have looked at the debates in the Senate.

Chairman Parman. This discussion is verv interesting. At this time.
each House is meeting. right now. I wonder if we conld afford another
5-minute ronnd. Would you like to try that?

Since T didn’t ask any questions a while ago. mav T sav that it
can be docnimented that—Y hove Senator Fulbright listens to this—
the excess cost. of interest in this country is greater than the cost of
the Vietnam war. The excess cost of money and credit in this country
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including exorbitant and usurious interest, is more than the cost of
the war in Vietnam.

Senator FurericuT. I wasn’t talking about the war, Mr. Chairman.
I was talking about the overall Military Establishment.

Chairman Parmax. I am not trying to get into a controversy with
you, Senator Fulbright, but just telling you what the facts are. The
fact is, as I said, that when the interest rate is raised 1 {)ercent, the
debts, all public and private debts then, increase by $15 billion a year.
When it was raised one-half percent, the total cost to the American
people is $37,500 million a year. Today the American people are paying
on the basis of $120 billion a year for interest alone. So it can. be
documented that the excess costs of interest, including exorbitant
and usurious interest, is more than the cost of the Vietnam war.

Now, there is another question raised by one of the members. I think
it was a member who is not present, but he will read the record. You
know people who are acquainted with the old-fashioned country
church, are aware that the parishioners took great pride in paying
their bond issues if they had any, and when they paid off the bonds
they had a bond burning, and they were very happy over it.

It was quite a celebration, quite an event. But unfortunately our
Government has not pursued that policy, and today in the New York
Federal Reserve Bank there are $57,500 million in Government bonds,
U.S. Government bonds, that have been paid for once, fully paid for.
If you do not want to accept my statement of that, if you do not, read
the testimony of Mr. William McChesney Martin or other members
of the Federal Reserve Board. No one has denied it, and all of them
have said, yes they have been paid for once, and that is it.

We are paying our debt twice sometimes, and if you credit that
$57,500 million, our country is in pretty good shape and will be for
a good while to come. But if you keep on paying interest on that as we
are doing today, it is burdensome to the people, especially, in view of
the excessively high, exorbitant, and usurious interest rates which we
are paying today.

Now, I appreciate the testimony of you gentlemen. I don’t know of
any two witnesses who could have done more for the enlightenment
of our members, and presented more knowledge and information than
yourselves, and I am going to take advantage of the opportunity to
a}sk you some. questions in writing and, of course, ask you to answer
them.

I will yield to Mr. Widnall 5 minutes.

Representative Wio~arr. Thank you, Mr. Chairman.

I will take advantage of the opportunity of submitting questions for
the record, which I trust you will answer.

(The following answers were subsequently supplied for the record
by Mr. Abel and Mr. Borch:)

I. W. ABer’s REPLIES TO THE QUESTIONS POSED BY REPRESENTATIVE WIDNALL

Question 1. You maintain that, “the inflation that developed in the 1960°s has
been largely a profit inflation,” and cite a “capital goods boom’” as a major con-
tributing cause. But isn't it the prospect of a profit that induces a business firm
to hire employees? And doesn’t capital investment equip the worker with the
tools and materials necessary to increase his productivity and thus his value to
the firm? In other words donw't profits and capital investment help create jobs
and improve worker productivity? And isn’'t there a real danger that if prospects
for profits continue to prove grim and the desire to exzpand and modernize plant

and equipment slackens, unemployment will become even greater?
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Answer. Business investment in new plant and equipment is an essential
activity in a modern economy—for replacement of wornout plants and machines,
for modernization and for expansion. Obviously, workers are involved in build-
ing the plants and producing the equipment; rising business investment in fixed
capital, therefore, results in increasing employment.

However, American economic history teaches us the essential lesson that when
such investment shoots up in a capital goods boom, it is followed by a decline.
Such capital goods boom is not only unsustainable, it is also usually inflationary,
as it presses on available resources. Moreover, the decline in capital goods out-
lays, that follows such a boom, is usually related to recessions and increasing
unemployment.

Therefore, it is best for the national economy and the American people for
business investment in plant and equipment to increase steadily, in relation to
the expansion of total national product. The unsustainable capital goods boom
that got under way in 1964 was moving the American economy into troubles by
1965, when military expenditures began to accelerate.

By July 1970, we have had six years of an unsustainable capital goods boom—
with merely a moderate pause in 1967 and the first-half of 1968. Industry is
now operating at only about 799 of its productive capacity and new plants and
machines are being installed at a rapid rate. There is now danger of a decline
in capital goods outlays, and perhaps a period of years of sluggish investment
expenditures, as a result of the prolonged and unsustainable boom in new plants
and machines, which was encouraged and partly subsidized by U.S. government
policy. \

Question 2. You quote former CEA Chairman Gardner Ackley as indicating
in 1966 that a further rise in the share of profits in national income 1would
not be in the best interests of either the economy or the dbusiness sector. And it
i8 true that profits as a share of income originating in nonfinancial corporations
reached a peak of over 21 percent in the fourth quarter of 1965. Howecver, since
that time the profit share has been declining and employee compensation has
been increasing as a portion of income. At present, profits are at their lowest
share of income originating in nonfinancial corporations in the entire postwar
period, and employee compensation took nearly 82 percent of income during
the fist quarter of this year.

Don’t you think this may be unhealthy for long term economic growth? Isn't
there a limit to how long low profits can be pushed before adversely affccting
future growth and employment? Don’t profits have a useful role to play in «a
healthy and growing economy?

Answer. The present level of corporate profits, as a percent of coroprate income,
is the result of the current recession. The price level, as a whole, is now set so
that when sales and production begin to rise again—with rising productivity—
profits will start to shoot through the roof, as they did from 1961 into 1969.

Question 3. In your statement you compare the 93 percent increase in corporate
profits between 1960 and 1961 with a 34 percent increase in after-tax wveekly
earnings of workers. Do you think it is fair to compare the growth of total
corporate profits with average worker weckly earnings? Wouldn't it be much
more reasonable to compare the growth in total profits and total corporate labor
compensation, or the increase in weekly earnings per worker with profits per
firm? Can you compare for us the growth in total corporate employee compensa-
tion over the 1960-1969 period with total profits?

Answer. From 1960 to mid-1969 :

Coroprate profits after taxes shot up 939,.

But the after-tax personal income of all Americans increased only 769,—
about one-fifth less than profits. And that includes the effects of a large
increa