Py,

THE PRESIDENT'S NEW ECONOMIC
PROGRAM

HEARINGS

BEFORE THE

JOINT ECONOMIC COMMITTEE
CONGRESS OF THE UNITED STATES

NINETY-SECOND CONGRESS
FIRST SESSION

PART 3
SEPTEMBER 9, 13, 15, AND 17, 1971

Printed for the use of thé Joint Economic Committee

U.S. GOVERNMENT PRINTING OFFICE
67-193 WASHINGTON : 1971

For sale by the Superintendent of Documents, U.S. Government Printing Office
Washington, D.C. 20402 - Price 55 cents



. ' .JOINT ECONOMIE GOMMITTEE - i+
C o (Created pursuant to sec. 5(a) of Public Law 304, 79th Cong. )

. +¢7 WILLIAM PROXMIRE, Wisconsih, Chairman _ v * -+,
WRIGHT PATMAN Tezxas, Vice Chmrman.
SENATE ;;, 4. . \js,; ' HOUSE OF REPRESENTATIVES

JOHN SPAREKMAN, Alabama

J. W. FULBRIGHT, Arkansas
ABRAHAM RIBICOFF, Connecticut
HUBERT H. HUMPHREY, Minnesota ...... . MARTHA W. GRIFFITHS, Michigan
LLOYD M. BENTSEN, JR., Texas WILLIAM S. MOORHEAD, Pennsylvania
JACOB K. JAVITS, New York t. ', “WILLIAM B. WIDNALL, New Jersey
JACK MILLER, Iowa ‘" 'BARBER B. CONABLE, J».,, New York
CHARLES H. PERCY, Illinofs;. (. - . : CLARENCE J. BROWN, Ohio

JAMES B. PEARSON, Kausas ’ ’ BEN B. BLACKBURN, Georgia

RICHARD BOLLING, Missouri
SR HALE BOGGS, Louisiana
HENRY 8. REUSS, Wisconsin

JorN R. STARK, Ezecutive Director
. .JAMES W. KNOWLES, Director of Research .
S AT TR et TS

EcoNoMisTs
Lucy A. FALCONE

Ross F. HAMACHEK
JoaN R. KARLIK

RIcHARD F. KAUFMAN
COURTENAY M. SLATER

Minority: GEORGE D. KRUMBHAAR, Jr. (Counsel) WALTER B. LAESSIG LESLIE J. BANDES

(1I1)

JERRY J. JASINOWSEI
LouGHLIN F. McHuGH



CONTENTS

WITNESSES AND STATEMENTS
THURSDAY, SEPTEMBER 9, 1971

Proxmire, Hon. William, chairman of the Joint Economic Committiee:

Opening statement_.____________________________________________.
‘Lobin, James, Sterling professor of economics, Yale University.___._____
Saltzman, Arnold A., president, Seagrave Corp., New York, N.Y________
Ferguson, Allen R., economic consultant_ . ___________________________

Monpay, SEPTEMBER 13, 1971

Proxmire, Hon. William, chairman of the Joint Economic Committee:
Opening statement___._______________________________________.____
Goldberg, Arthur J., former Associate Justice, U.S. Supreme Court, and
former Secretary of Labor_____ . ________________________________
Miller, Arthur 8., professor of law, National Law Center, George Wash-
ington University_._.____________________________________________

WEDNESDAY, SEPTEMBER 15, 1971

Proxmire, Hon. William, chairman of the Joint Economic Committee:
Opening statement_______________________________________________
Ulman, Lloyd, director, Institute of Industrial Relations, University of
California, Berkeley__.________ . __________ .. _________________ ..
Lubell, Samuel, public opinion analyst, author, and commentator._______

FripaY; SEPTEMBER 17, 1971

Proxmire, Hon. William, chairman of the Joint Economic Committee:
Opening statement_._.____.____________________ oo ________
Ginsburg, David, attorney at law, Washington, D.C___________________
Sims, Harold R., acting executive director, National Urban League, ac-
companied by Dorothy Newman, director of research. . __ . _____.._.

SUBMISSIONS FOR THE RECORD

THURSDAY, SEPTEMBER 9, 1971
Ferguson, Allen R.: .
Prepared statement.__._____________________________._.________
Summary of - _ _ ____ oo

Text of .

Fripay, SEPTEMBER 17, 1971

Sims, Harold R.: Prepared statement. - _ ... _ .

Page
371

- 372

379
382

411
412
429

443

444
457

477
478

491

387
387
388

401



THE PRESIDENT'S NEW ECONOMIC PROGRAM

THURSDAY, SEPTEMBER 9, 1971

CoNGRESS OF THE UNITED STATES,
. Joint Economic COMMITTEE,
C Washington, D.C.

The committee met, pursuant to recess, at 10:05 a.m., in room
G-308, New Senate Office Building, Hon. William Proxmire (chair-
man of the committee) presiding.

Present: Senator Proxmire. :

Also present: John R. Stark, executive director: Loughlin F.
McHugh, senior economist; John R. Karlik, Richard F. Kaufman,
and Courtenay M. Slater, economists; Lucy A. Falcone, research
economist; George D. Krumbhaar, Jr., minority counsel; and Leslie
J. Bander, economist for the minority.

OPENING STATEMENT OF CHAIRMAN PROXMIRE

Chairman Proxuire. The committee will come to order.

I will ask the three witnesses, Mr. Ferguson, Mr. Tobin, and Mr.
Saltzman to come to the front. .

Mr. Tobin, if vou would sit right here, and Mr. Saltzman in the
middle and Mr. Ferguson on the end, we will proceed. - -

Today the Joint Economic Committee is resuming its hearings on
the President’s new economic program. The hearings we have held
already have, I believe, served a very valuable function by providing’
Congress and the public with the commentary of economic experts
on the important new initiatives taken by the administration. I want
to mention that the testimony during our first 7 days of hearings has
now been summarized by the commititee staff. That summary,
together with the prepared text of all the testimony we have so far
received, has been placed in the Congressional Record. It is thus
available in printed form for those who wish to study it.

This morning we are fortunate to have three witnesses extremely
well qualified to comment on the economic situation and on the admin-
istration’s policies.

Our first witness is Mr. James Tobin, professor of economics at
Yale University. Mr. Tobin was a member of the Council of Economic
Advisers in 1961 and 1962, the years when guideposts were first
formulated. He is the author of a wonderful book entitled “National
Economic Policy,” and of many other well-known pieces on subjects
ranging from monetary policy to welfare reform.

Mr. Tobin, we are delighted that you could come this morning.
Would you go right ahead and then we will proceed with the other
witnesses.

(8371)
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STATEMENT OF JAMES TOBIN, STERLING PROFESSOR OF
ECONOMICS, YALE UNIVERSITY

Mr. Tosin. Thank you, Senator.

I have had a hard time catching up-with what’s been going on,.
having spent most of the summer in your beatutiful State.

Chairman ProxMIrE. That certainly speaks well for your judgment.
[Laughter.]

Mr. ToBin. On somé points; anyway. .2/ = ..

I would like to divide my remarks into three parts, the first having
to do with the dollar and the. international monetary system; the
second having to do with the domestic economy, fiscal and monetary
policy; and the third having to do with the domestic economy, wage
and prices. . o o L :

So, first on-the dollar and international monetary system.

The main point I would like to emphasize '

Chairman Proxyire. I might say, Mr. Tobin, if you skip over any
part of your statement the entire statement will be. printed in full in
the record. L T T

Mr. Tosin. It is not very long. Fine. '

The main point I would like to emphasize on the international front
is that the Governments of the United States and the other major
monetary powers should take their time in constructing new inter-
national monetary arrangements. There is no hurry. The present
floating exchange rate system is perfectly viable. -

In cutting the link between the dollar and gold, the President did a
great service to'the United States and to the world. In one stroke he
ended the semiparalysis that has crippled negotiations for international.
monetary reform for a decade. His action spelled the end of the system
painstakingly negotiated at Bretton Woods a quarter century ago, a
system that served the world well in many respects but was unequal to
the closely knit international economy the system itself facilitated.
Establishing a new system is a task comparable to that of Bretton
Woods. It is not something anyone should expect to accomplish in a
few weeks or months. ) ,

The United States should resist pressures to restore convertibility
between the dollar and gold or to raise the dollar price of gold. Gold
metal need have no role in the world monetary system and should have
none. Much of the evolution of money thiough the centuries has been
its progressive liberation from its traditional dependence on precious
metals, a wasteful and often pernicious constraint on the ability of men
to manage their own affairs. Ip recent years one major step to dethrone
gold was the international agreement in 1968 to separate official and
private gold stocks. The President’s .action last month, unless it is
reversed, is even more important. Any role that gold might play in
future international settlements can be performed by paper gold at the
International Monetary Fund. Existing national reserves of metallic
gold should be converted into paper gold at the Fund. .

A rise in the dollar price of gold would reward those countries that
converted dollars into gold in the past, relative to those countries that
refrained from doing so in the interest of cooperating with the United
States and preserving international monetary stability. To the extent
that any links remain to transmit the official price to the private

[
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market, private gold speculators who have contributed to the insta-
bility in the past would also be rewarded. -

Raising the dollar price of gold would, it is- true, increase the cur-
rency equivalent of existing monetary gold reserves. This can be done
more rationally and equitably by augmenting the supply of IMF
paper gold. : L o

Exchange rates should float for a long time, perhaps indefinitely.

The payments imbalances that plagued the international monetary
system for the past dozen years were bound up with the system of
fixed rates. A country other than the United gt&tes’ had a’balance-
of-payments’ surplus or deficit to the extent that its central bank
gained or lost international reserves in transactions-in the foreign
exchange market designed to maintain the fixed parity of its currency
with the dollar. The United States had balance-of-payments deficifs
to the extent that other countries'bought dollars in order to keep
their currencies from appreciating in terms of the dollar. These deficits
were of concern to the United States because the dollars were con-
vertible into gold at a fixed parity and because foreign held dollars
were steadily increasing, while our gold stock was decreasing.

Floating rates are a substitute for movements of international
reserves..In a pure floating rate system, with no government buying
and selling in foreign exchange-and gold markets, there can. be no
balance-of-payments surpluses and deficits and there can be no
balance-of-payments crises. s '

For the United States, the suspension of dollar-gold convertibility
also suspends balance-of-payments difficulties, whether foreign coun-
tries let their currencies rise in dollar value or not. If they choose not
to, they must buy dollars. But so lorig as their dollars are inconvertible,
we need not worry if foreign central banks choose to accumulate them.

We should be i no hurry to restore fixed exchange rates. We do
not want to invite a return to the crises and difficulties of the last
12 years. The United States should not reestablish a system under
which the United States can run deficits but has no way to alter
dollar exchange rates in order to correct them. We should not have a
system we have to destroy, as President Nixon did last month, in
order to gain the initiative that other countries normally have to set
the exchange value of their own currencies. For their part other
countries presumably will not want to reestablish a system in which
dollars have what they deem a privileged status. With fixed exchange
rates, their only alternative to accumulating dollars indefinitely was
to ask for gold, thus in recent years threatening the whole system.

The exchange rates which the market produces in the next few
months should not be regarded as equilibrium rates which can safely
be frozen in a new fixed-rate system. : ' ‘

There are several reasons for this: (a) The interventions of govern-
ments in the markets and the special regulations in force by a number
of governments, to keep their currencies from appreciating too much
or too fast; (b) erratic actions of private traders and speculators while
they gain familiarity with the new system; (¢) the recession levels of
U.S. import demands, which would be higher at full employment;and
{(d) prevalence of interferences with trade and capital movements that
are or should be temporary. ' ‘
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Let me elaborate; the last point. Under the President’s program the
10-percent import surcharge and the exclusion of foreign equipment
from the proposed tax credit are both explicitly temporary. Mean-
:ivhlille, both brake the decline in the market exchange value of the

ollar. . C o

But that is by no means all. The main victim of this country’s
quixotic 10-year defense of the dollar was our historic commitment to
freedom of transactions across international borders. That was. what
the fixed-rate international monetary system was supposed to pro-
mote, but it was also what gave whenever we had balance-of-payments
defi¢its and crises. The legacies include ‘“Buy American’ discrimina-
tions in Government procurement, tying of foreign aid to purchases in
the United States, the interest equalization tax, quotas for foreign
investment by U.S. businesses, controls on bank lending overseas.
These are on top of a series of preferences and quotas adopted more for
protectionist’ than balance-of-payments reasons. : :

Of course other countries have their protectionist devices, too. The
whole bundle ought to be reconsidered and a large part of it mutually
negotiated away before any new international monetary system is
established, certainly before fixed rates are restored at: parities which
still reflect these distortions. This dismantling can proceed in stages.
The first things to go should include our import surcharge and other
countries’ two-currency systems. I will elaborate on that. )

It is unfortunate that the rhetoric of the administration’s new pro-
gram has confounded international monetary reform and American
protectionism. Realinement of exchange rates had become essential.
One of its results can be expected to be what we call improvement in
the U.S. balance of trade. But this should not be regarded as the
purpose of the program, and we should not regard exchange rates as
one among a number of weapons of trade war or give the impression
that we do. - , o . .

Perhaps the import surcharge can be & bargaining tool for negotiat-
ing a general worldwide reduction of barriers to trade and commerce,
but there is also the danger that it will work the other way by inviting
retaliation. That is why I suggest dropping it at an early date, perhaps
in return for agreement by the French, Belgians, and others who are
imposing the equivalent of a surcharge by making their currencies
cheaper for trade than for other purposes. .

Even in the long run some kind of floating rate system is probably
optimal. The Common Market countries may well wish to have
fixed rates among themselves; there may be countries that wish to
peg their currencies to the dollar, and maybe still others that wish
to peg to the yen. Maybe, so far as we know, there may still be
countries who want to peg to sterling. But experience suggests that
we are not close enough to Europe and Japan in economic structure
and domestic economic policy to maintain fixed rates of exchange
with them for extended periods without having severe imbalances
of payments and large movements of reserves. Although exchange
rates cannot ultimately be left entirely to the private market, any
future system must contain provision for gradual floating of rates
among major currencies or currency blocs.

I turn to the domestic economy, fiscal and monetary policy.

What was the main domestic economic problem before August 15?
In my opinion it was the same as it is now—stagnation. The economy
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has not been recovering from the recession of 1970." Resources were
and are idle, with unemployment about 6 percent and capacity
utilization rates only 73 percent. The economy was and is losing $70
billion of output per year. .

Now at long last we are getting some expansionary fiscal policy;
some of its effects are already occurring in anticipation of congressional
action, as in the case of auto sales. The economy is also receiving
some demand stimulus as a result of the measures:that have made
U.S. goods more competitive at home and abroad. The more stimulus
that occurs during the wage-price fréeze the better, because in that
period increased spending will be channeled almost wholly into
greater output and employment.

It will be a shame, however, if current and prospective fiscal
stimulus is offset by a tightening of monetary policy. The temptation
for the Federal Reserve to do so is great, because the myth that the
Fed was excessively and dangerously expansionary earlier this year
has been repeated so often and so loudly that 1t has come to be
accepted. In my opinion, Fed policies were appropriately expansionary
until March, when interest rates were prematurely allowed to rise
again. Now the Fed should engineer a reduction in interest rates to
ald the expansion, the more so as the freeze and whatever succeeds
it cause inflationary expectations to abate.

I feel strongly that no Federal tax revenue should be given away
permanently. Long-term economic and budget projections, both in
the economic reports of this administration and in independent
studies by Charles Schultze of the Brookings Institution, have shown
how little room there wiil be in the Federal budget in the 1970’s for
needed Federal programs supported by both political parties. The
tax reforms of 1969 gave away Federal revenues that will be needed
later. This should not be done again.

Fiscal stimulus is certainly needed now. But it need not result in
permanent revenue loss. It can take the form of additional expenditure
or of temporary tax reduction or both. '

I suggest that the Congress suspend the auto excise tax only for 1
year instead of repealing 1t. This will actually increase its stimulus to
automobile purchases during the year. People will anticipate it will
be cheaper to buy cars this year than to wait until the tax goes back on.
. 1 suggest on similar grounds that the investment tax credit be re-
stored only for 1 year. The temporary nature of the restoration will
increase the stimulus per dollar. The administration proposed a 5-
percent temporary credit and a 5-percent permanent credit. I would
suggest, for example, a 7-percent temporary credit.

Advancing the effective date of higher personal exemptions amounts
to a temporary reduction. It cannot be expected to yield as much bang
for a buck as the other two temporary reductions I just discussed,
because it contains no incentive for spending now rather than later;
the taxpayer’s gain is the same either way.

The administration’s depreciation liberalizations are weak in spend-
ing incentive in the current environment of unused capacity. In the
main their effectiveness simply depends on the hope that business
firms will invest more when they pay less taxes. But their current tax
savings depend very little on how much they invest. The interest
subsidy involved in accelerated depreciation is substantial these
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days. Although it provides some incentive to greater investment, in
the main it is a windfall to businesses for doing what they would do
anyway. Business should not get both the depreciation reform and the
tax credit. As between them, in my opinion, it is the liberalized de-
preciation that should be abandoned. - .

. Furthermore, a major amendment is needed in the tax credit. It is
particularly important if any part ‘of the credit-is to be permanent,
and it is even more important if a permanent credit is combined with
faster depreciation. The amendment I suggest is to allow the credit
only for net rather than. gross investment, -that is, only for eligible
expenditures in excess of depreciation claimed for tax purposes on
eligible assets already owned. : S

This provision. would very much increase the incentive .stimulus
per dollar of tax revenue lost. It would also remedy a technical draw-
back of (tlhe investment tax credit as previously. enacted and now again
proposed. - ' :

The trouble is that & .credit on gross expenditure gives an incentive
to make as short-term investments as the law allows, and fherefore
pushes businesses toward equipment of shorter than optimum dura-
bility. The reason is that a taxpayer gets the credit again every time
ke replaces ‘the” equipment,” while the higher annual -depreciation
associated with shorter-lived assets is no deberrent so long as it does
not impair future tax eredits. The advantage of a tax credit.that is
based on net investment in equipnient rather than gross investment
in equipment is that it is neutral as between long-lived equipment and
short-lived equipment, in addition to having a greater stimulus for
dollar of tax revenue lost. . . :

"As for the expenditure side of the budget, now is certainly no time
to postpone -needed Federal programs. Welfare reform still deserves
just as high priority as President Nixon had been giving it since the
beginning of 1970. Nothing happened on or about August 15 to make
it less needed, and thetre is no economic reason to postpone-it. There
is plenty of slack in the economy, and the increased spending of the
beneficiaries of welfare reform would be welcome. If the economy has
room for the tax cuts the President has proposed, it has room for
welfare reform, and the sooner the better. ,

The same is true of revenue sharing in some form. Whether general
Tevenue sharing by formula is-a good idea or not, and I have my
doubts, it is clear that greater Federal help to State and local govern-
-ments still deserves high priority. , e -

The inflation we are fighting is not an inflation fueled by current.
excess demand. On the contrary, aggregate demand is inadequate. to
employ the productive resources of the country. In these circumstances.
it is silly to say that Federal programs.must be abandoned or post-
.poned in the interests of preventing inflation. - . - - '

The distributive imbalance in the President’s package of tax and

expenditure proposals is obvious. I do not need to dwell on it, except-
to say that equity considerations strongly reinforce the recommenda-
tions I have made. ‘ ‘ i '
- - Third, on -wages and prices. I.was not one of those who prior to
-August 15 regarding inflation ds a problem of first priority, one which
must be solved as.a precondition of restoring full employment and
normal economic growth. ;° T .



377

As I said above, recessicn, stagnation, underutilization were the
major problems of the American economy before August 15, and they
remain so today. I agreed with the able testimony presented to you on
July 21 by Robert J. Gordon, and I had expresse({) similar sentiments
in an article of my own with Leonard Ross, “Living With Inflation,”
published in the New York Review of Books on May 6, 1971.

I will not go into that debate again today. I continue to believe
that most of the measures taken in the name of fighting the kind of
inflation we bave been experiencing are worse than the inflation
itself, and that most,of the alleged costs of inflation turn out on exam-
ination to be the costs of stopping it. I observe also that one of the
major reasons for giving high priority to stopping inflation, the
balance of payments, was eliminated on August 15 by the floating
of the dollar. But I and those few who agree with me have not been
persuasive. Dominant opinion in the country is that inflation is an
evil that must be expunged even at heavy cost, and this is the course
-on which we evidently are now embarked. . .

The freeze cannot last long. The longer it gpes on the more serious
its inequities and inefficiencies will become. To handle the complaints
and petitions for relief will require an ever-increasing apparatus of
.administration and enforcement, without any guarantee that the
-results even then will be equitable and efficient.

.- Qur economy and every other modern industrial economy has an
inflationary bias. By this I mean that indexes of prices rise consistently
when the economy is operating at socially tolemgle rates of unemploy-
ment. Chronic inflatiozary bias is deeply rooted in the institutional
structure of the society. 1t is not a transient problem. It is not like
wartime. When you have wartime inflation you know it will go away
when thie war is over and it may make sense to suppress the inflation
by controls, which everyone ¢an tolerate in the knowledge they are
temporary. But if the chronic inflation endemic to modern economies
is to be suppressed by wage and price controls, the controls will have
.to be petmanent. One does not have to.have a high opinion of the
‘market economy to prefer it to permanent controls of wages and prices.

The temporary freeze will have served a useful purpose if it alters
favorably the psychology that sustained inflation during the past
"2 years. This psychology was in part future oriented, in that-workers
and employers, buyers and sellers were anticipating inflation, demand-
ing and granting.wage and price increases that could make sense only
if mflation occurred. The psychology was in part past oriented, in
that people sought by raising specific wages and prices to restore what
they regarded as normal past relations among them that they regarded
as equitable. It was in part protective, as each group with bargaining
‘power has'sought to solidify its economic position with extraordinarily
Tittle concern for others—taxpayers, consumers, unorganized workers,
and the unemployed: We do not knéw whether, after-a temporary
freeze, 'inflationary psychology will be permanently diminished in
all these dimensions or whether it will reappear, perhaps in even
more virulent form. , 7 ‘

This is 'why the freeze must be followed by guideposts, standards of
wage and pride setting that have the assent of a groad's ectrum of
organized labor and of industry. I agree with Arthur Okun, in his
testimony before you, that in the present environment guideposts
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cannot be; as they were in the early 1960’s, standards which if followed
lead to zero inflation. Guideposts today will have to be standards
which lead to a diminishing rate of inflation. Okun’s suggestion that
the central gidepost. for wage increases be the normal economywide
productivity gain plus half the previous year’s rise in cost of living
secnis reasonable to me. This means that the central price guidepost
would be half the previous year’s inflation rate. In industries with less
‘than normal productivity gains, prices can appropriately increase more
than that. In industries with greater than normal productivity gain,
‘prices should increasc less than the central guidepost or actually fall.
n practice, we must admit, offenders in this last category—‘tﬂat is
the category of high productivity gain industries where prices ought
to fall—have always been the most difficult to dectect and to bring
pressure upon. : )

I would emphasize, in addition, another dimension of the guide-
posts, one included in the Kennedy administration guideposts but
generally overlooked. This is the relevance of the state of the labor
market to the appropriate wage increase. In a sector’ with large
unemployment there is no case for a wage increase, whatever the
productivity quidepost says. If collective bargaining nevertheless
produces a wage increase, it is because the interests of the unemployed
in the sector are sacrificed to income gains for the employed. One of
the reasons our economy has an inflationary bias is that excess supplies
of labor, unemployment, do not successfully moderate wage inc¢reases
in noncompetitive labor markets. Accordingly, I would suggest as
a guidepost that wages not rise, or rise less than the central standard
in “collective bargaining agreements, where employment covered by
the agreement has been declining. In such cases the price guidepost
would also be appropriately modified; prices should fall, relative to
wages, at least by the amount of productivity gain.

In our previous experience with guideposts, they suffered from the
failure of organized labor and industry to understand and accept
them. They were an invention of the executive branch of the Federal
‘Government, and the only pressure occasionally mobilized on their
behalf was that of the President.

Today the climate is very different, and it is possible to hope that
the opinion of labor and industry will also this time support compli-
ance. It would be worthwhile to set up a quadripartite board, with
representatives of management, labor, the general public, and the
Federal executive, and to provide it with a research staff and with th
power to obtain relevant information. S

The board would promulgate guideposts and issue reports on, their
application to wages and prices 1n important sectors of the economy.
There would not be enforcement other than the power of public opin-
ion. However, the guideposts might be made binding on every Federal
agency that regulates prices or intervenes in the settlement-of labor
disputes. . ) N

hank you. .

Chairman Proxmire. Thank you very much, Mr. Tobin.

Our next witness is Mr. Arnold Saltzman, president of the Seagrave
Corp. In addition to being a successful businessman, Mr. Saltzman
also has a. background.of Government experience very. relevant to our
concerns today. He served both with the OPA during World War II

v
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and with the OPS in 1951. Some talk of the large buresucracy requireq-
to administer price controls; I -feel we should wlso keep in mind the,
very high quality of the staff which served in these price control offices.
I have come to regard those offices as a sort. of training ground for
distinguished citizens, a very considerable (ringe -benefit of price
control. - . . . .
"Mr. Saltzman, we are very pleased that you could be with us here
this,morning. Please go right ahead. You have quite & concise state-
ment. Please proceed. o

'STATEMENT OF ARNOLD A. SALTZMAN, PRESIDENT, SEAGRAVE
e T CORP., NEW YORK, N.Y. '

o . : s ¢ e
‘Mr.. SantzMaN: Senator Proxmire, I understand the President. is
-going to talk today and it is my fragile hope that whatever wisdom
there. inay be in my statement might perhaps be redundant, but on the
possibility that this does not occur I think. I had better go forward.
. Chairman ProxMIire. Well, you never know. You know I was on
“Meet the Press” on Sunday, August 14, and I proposed a freeze on
wages and prices. I proposed a freeze for 3 months—6 months, Lguess—
and I proposed, that we cut the dollar loose from gold, and.l proposed
we follow stimulative policies, not the same the President had proposed,
but it took him only 8 hours to follow my: advice;so you have 2 hours
and I hope'you have the same results.. T , :
Go ahead... . ; - . e 3 - L
i, Mr. Saurzman. The freeze at home, and:the steps taken to achieve
devaluation of the dollar abroad have brought a certain sense of
- euphoria to the administration and a feeling of hope to many Ameri-
cans. 'Whether this hope is to be justified will-depend not-on what has
been done;but rather what long overdue remedies may now ¢ome into
being., The..overall .price freeze an« the steps taken- with regard. to
qur frading .competitors, who are; also our principal allies, is similar
toygrabbing. the coattails of someone about to jump off & building—
neither you nor he can maintain your positions permanently and
moréover you had better fix what was inyhis head that. made him want
or need to jumyp in the first place. .. « . . e
... We now have.an opportunity—which. may not soon come again—
6 face up to.-our social and political, not: merely .economic issues—to
-attack not only the virus of inflation and the gradual erosion of our
preeminence among industrially developed nations, but also to address
.ourselves to.the burden of unemployment bearing down- on millions
of our people, most cruelly on the unorganized; unskilled- poor, the
young, and the black. While doing these things, we must simultaneously
rémake our cities because unless we do.so now we can expect intensified
social. conflict, crime, drug abuse, and economic blight at a terrible
cost in money and human values across our entire Nation. )

- We-do.not have only money problems; we have people problems.
The man out of work does not read the quotations of dollar devalua-
tion.versus the Deutsch mark. The careful economic calculations that
might be made must again and again be altered by the needs of people.
The mest often-used and least-practiced phrase of late is “we must
reassess our priorities.” Unless they arc reassessed in the light of the
reasonable aspirations of all our citizens, no economic game plan can
work in this democratic society. This is more true today than at any
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time in recent history. Rich, poor, old young, black; white, business,
labor—all have been torn by the- multlple problems of war, recessmn,v
race, and our physically oppressive environment.!

The plans that we must make now, while aimed a(: the eco‘nomlc
abberation of price-inflation and economic stagnation living side by
side. in the United States today, can and should simultaneously
relate to a better life for our people N

Even the unsophisticated among 'us realize that the .economic
machine is not managed well if we use unemploymient as an acceptable
device to curb inflation with a resultant $30 bllhon budgetary deficit,
and ‘then it-doesn’t work. :

We would be far better off wlth a $30 bllhon budgetary deﬁclt
resulting from things we might have done—like $30 billion worth of
new housmg—than “the deﬁcu; of omission; and, incidentally, had we
done .some of these things in’timely, forceful fashion. it is my con-
viction that' we would not have had that kind 'of budgetary deficit. -

Also, before gettmo to0 -overjoyed about possibly seeing the dollar
devalued by 15 percent versus our foreign competitors,let us remember
that it means that each of us here‘must work 15 percent more hours
for everything weé wish' to buy: from them. Whilé this may be a
necessary course today, our‘econornic well-beinig in the world com-
mumty will again be outstanding when the reverse is true. :

And so we recognize that this is the time of our trial; thisis the tlme
to produce something better than what we have had——busmcss, labor,
consumers—all are ready for change. The present wage-price: freeze
is only an exclamation pomt to accentuate the need In and of 1tse1f
it cannot succeed.-

- Price ¢ontrol efforts during our previous: two wars, and m- both'
efforts I participated in policymaking activities, hlghhghted the in=~
‘adequacy of general maximum price revulatlons as well as ‘the un-
sa,tlsfactory results which flowed from havmtr separate agencies dealing
with prices, labor; wages, and production controls England did far
better in"'World War I1 by havmv all economic planmng and controls
in one body. o

" The freeze regulations now in effect perpetuate 1nequ1t1es, Ieeve
unregulated items which contribute largely to price inflation such as
interest rates and certain farm commodities, permit wide areas of
legal avoidance, encourage inefficiency by puttmu ‘a premium on job-
hopping as- well as product, -proliferation, and are’ accompamed by
incredible enforcement problems..

To eliminate controls after 90 days would produce greater problems
‘than existed on August 15, as well as losing an opportumty to get
healthy, and is unthinkable. -

* There is a course I would recommend, but before suggestmg it’ let
me add -one last parenthetical observation to these previously ex-
pressed in clarification of my proposal.

The United States before granting AID to any underdeveloped
nation, has insisted on seeing long- and short-range plans for the
economic and social programs of the potential re(nplents plus the
ability of such nation to be able to continue such planning functions.
Virtually every nation in the world has formalized long-range planning
activities except the United States. Our present- inadequacies relate in

large measure to such lack of advance planning-on an overall natlonal
economic basis.
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Therefore, I propose the formation of an Economic: Development
Board which shall take regulatory action during periods of economic
imbalance and also perform economic planning functions on an on-

going basis, which plans it will periodically recommend to Congress,
the %"eﬁdent and to the Nation at large. Such Board shall be a
permanent fixture and shall be required “to act in accordance with
objectives that Congress shall legislate in broad terms aimed at an
expanding economy, relatively fxee from price inflation, with high
priority objectives in housing, transportation, health, education, as
may be indicated. The use of subsidies should be considered if re-
quired to achieve special objectives and price stabilization.

Itwould be a'mistake to try to lay down specific controls or actions
that the EDB should take since flexibility in dealing with our economic
problems is essential. Prices, wages, interest rates, rents, even material
allocations on a fluctuating ba51s are all tools with which to do a job.

And on the international scene 'the issues are even more complicated
and the planning for international economic recovery should be con-
solidated with domestic planning which relates the dollars available to
business to invest abroad versus what is invested at home.

The EDB shall b¢ composed of members drawn from various seg-
ments of society but appointed by the President. They shall also be
served by an advisory council to the EDB, whose recommendations
are not binding, +which shall be nominated by labor, business, agm-
culture, and consumer groups.

I believe that we cannot look backward to the philosophies of
Adam Smith or the Maginot line security of cold war international
economic and political positions. For some years the American people
have been out ahead of their Government in their feeling that changing
times requited bold new attitudes and approaches to our domestic
and foreign problems.

In March of 1969, you, Senator Proxiire, read into the Congres-
sional Record what I felt was apropos then and even more so today,
and I am quoting:

The business corporate entity that survives and prospers through the 1970’s
and beyond will be the one that leans with, and not against, the winds of change
which continue to blow across the world. Our world has changed more dramatically
in the 68 years of the 20th century than in all the preceding 19 centuries since the
?utth of Christ. No business orgamzatlon that fails to welcome change can have a
uture.

There was implicit in what Alfred North Whitehead said:

A race preserves its vigor so long as it harbors a real contrast between what has
been and what may be, and so long as it is nerved by vigor to adventures beyond
the safeties of the past. Without the ability and the courage to depart from the
snug harbor of status quo, nations and companies tend to decay.

If today Congress will legislate with courage in this crisis looking
to capitalize on our opportunities and not only to correct our mistakes,
I believe that big business and big labor will follow you. It is essential
that the purchasmg power of our people be upgraded not downgraded,
that their standard of living improve. Such expanding wealth For our
citizens is the only security for American business.

The President has stated that he is “looking over the scene and
keeping his options open.” I hope you will recommend measures for
permanent improvement not temporary expediency and thus provide
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an option of such long-range potential benefit that both-he. and the
‘Amerlcan people-will be pleased to implement- it. Lo

~ Words like ' “tomorrow”’. and- ‘‘the future” necessarllyfmust guide
the planning of today. The problems of today represent the turbulence
from yesterday’s unmanaged future. Only the future can be managed
not much can be done about the present

Thank you. .

* Chairman. PROXMIRE. Thank you very much, Mr Salbzman

. Our third witness is Mr: . Allen Ferguson. Mr. Ferguson is an
economic consultant with extensive past experience with the Federal
Government. He was coordinator- for international aviation at the
‘Department of State during the Kennedy and Johnson admmlstra—
tions. He also acquired experience very relevant to this morning’s
discussion when:he served as an economlsb with the Office of Price
Stabilization during the Korean war.-

Mr. Ferguson, go right ahead-. I see you have a Very substantial
prepared: statement. We would appreciate it if you would abbreviate
1t. The full prepared statement will be prlnted in the recmd

- STATEMENT OF ALLEN R. FERGUSON, ECONOMIC CONSULTANT

- Mr. FERGUSON. I‘me Thank you very much Mr Chan‘man '

Since I have even less time than Mr. Saltzman to_influence the
President’s speech, I will cut this down and hurry through 1t

Chairman - Proxmire. All right.

Mr. Ferewson. In eva]uatlng the NEP and determmmg what
should replace or. follow it, Congress again, as in, the-case of the
floating of the dollar, should not.let itself be hustled but:should pause
-and should raise some; questions which, have lam dormant. now for
several decades.

Do we still want .to use Government - programs both to stlmulate
the economy and.to control prices? Do we want to rely on the stimula-
tion of private investment as a major means of maintaining a high
level of employment?

Do e want to use the traditional man-years of . employment and
billions of dollars of GNP as the basrc touchstones of the: health of
the American’ economy" ‘ Y

Do we want, rather, ‘to seek ‘ways of mamta,mmg opportumty for
ample materml standards of life with less dependence on work as
an end in itself and with less rapid depletlon of the natural and human
endowment of this country? o .

Do we want to put a higher value on our ablhty ‘to mamtam an
export surplus than on’our position as areliable political leader among
nations?

What 1 want to do is to try to raise some questions as to what
Congress ‘can 'do in-taking advantage of the. President’s dramatic

opening, to find practical and immediate steps and to develop longer
range actions which will lead the country forward rather than back
‘into a rigid and repressive search for an imaginary past.

I shall concentrate mainly on the domestic aspects of the NEP,
and compress the discussion into three main questions:

What does need to be done? Is the NEP an approprlate way to begin?
And what can Congress do to cope with it?
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America is a tremendously rich society and yet many basic social
needs remain unmet.

For five decades national policies and private action have failed to
achieve full .em]?]oyment; without a politically unacceptable rate of
inflation. The NEP, 1 predict, will fail in, turn because it ignores or
even. aggravates the forces tending toward the stagnation that has
plagued the country intermittently since the 1920’s.

At this point in history we do require a high level of employment
and of GNP for two very different reasons: First, meeting the economic
and social needs of the Nation does require an enormous volume of
goods and services but——

Chairman Proxmire. Excuse me, enormous what?

Mr. FErGUsSON. An enormous volume of goods and services.

Chairman Proxmire. 1 sec.

- Mr. Fereuson. But, secondly, the goods and services are presently
produced in America with an enormous degree of inefficiency. By
mefficiency I do not mean simply a particularly low productivity per
man-hour. But I mean that in a gross way resources are inefficiently
allocated. They are not used to match effectively the real needs.

There are & number of examples that could be cited to indicate the
mismatch but one of the most stark is the recent emergence of a so-
called teacher surplus in the face of the widespread inadequacies in
education. , .

Why.it has proven impossible to use resources more effectively is
not entirely clear. However, some of the difficulties derive from con-
tradictions and rigidities which permeate the economy. Many Gov-
ernment policies themselves are explicitly contradictory, simultane-
ously increasing output and decreasing it, stimulating employment
while raising prices and thus reducing.employment..In agriculture,
for example, food production and employment are curtailed through
crop controls and price supports, in the face of. malnutrition; while
at the same time output is boosted by the subsidized application of
chemical fertilizers and pesticides which themselves reduce employ-
ment and both degrade the product and contaminate our environment.

There are a number of other examples that could be given on how
policies work at cross-purposes within . individual sectors in the
economy. There are other institutional rigidities that:derive from
cartelization . and monopolistic practices and, in particular, from
direct- Government support and. direct Government economic regu-
lations. There are examples in petroleum, in banking; in all aspects of
transportation; and so on. o : .

-There are, a. number of labor policies and practices that have also
introduced rigidities, restrictive work rules being one of the most
obvious. There are also labor problems which are not & consequence
of any purposeful institutional intervention but are simply a conse-
quence of the difficulties in moving between jobs in a dynamic
economy. ' - ;

Most of the institutional inefficiencies are directly supported by
Government action and, in addition, subsidies themselves frequently
reduce the flexibility of the economy. :

There are other kinds of wastes throughout the private sector con-
doned or incidentally supported by the Government, ranging from
planned obsolescence all the way through to the production of danger-
ous toys.
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It is difficult to estimate the magnitude of the resources that are
lost through such institutional barriers to efficiency. One simple
example is the cabotage laws, the simple rule that preserves coastal
and intercoastal shipping to American flag ships. This probably costs
the economy close to $250 million annually. :

I have made only a very superficial effort to get a crude feel for the
magnitude of the losses involved, and it looks as if they are something
in the order of $150 billion a year which is more than the total pur-
chases of goods -and services by all State and local governments.

It is hard to overestimate ‘the significance of this kind of resource
loss. If a large fraction of it could be tapped it would be possible even
with the present level of employment, to meet many of our unmet
needs. -

Further, the particular actions that might be used to open up these
resources would help to break the linkage between full employment
and inflation, and in doing so would get at some of the forces tending
toward stagnation. '

But to achieve this kind of goal requires some very drastic and
difficult actions: Reducing monopolistic power in both product
markets and in labor markets; expanding and focusing manpower
programs to benefit specific target groups that are particularly vul-
nerable to unemployment; eliminating most economic regulation,
which protects producers from competition, prevents prompt adjust-
ment of prices to market conditions and restricts supply; eliminating
many subsidies; eliminating other governmental policies that are
mutually contradictory or that support economic rigidities; sub-
stantially revising the tax structure;-and reforming and expanding
welfare and antipoverty programs. : o '

If thisis a fair approximation of what tlie problems are, a sound and
conscieritious economic - strategy would provide immediately for
achieving a high level of employment at this time preferably without
excessive inflation, but would also be consistent with and would con-
tribute to the solution of these longstanding problems. S
- How well does the President’s new economic policy match such a
prescription? It does not fit. : :

I do not want to say a great deal about the international aspects of
the NEP. If T had a little more time I would like to point out that its
orientation seems to be essentially wrong. Does America need, in-fact,
to prove its worth to itself by demonstrating that it can make transis-
tor radios or steel cheaper than Japan?

I shall skip to the domestic aspects of the NEP, which in simplest
terms is an effort to stimulate the economy by fiscal means and to hold
down inflation by fiat. It is also intended eventually to increase produc-
tivity.

There are some good aspects to the domestic program. The wage-
price freeze appears to be necessary and long overdue as ‘an effort to
check the purely psychologically based inflationary forces; and on
balance the fiscal policy appears to be moderately simulating.

However, the whole program has been characterized as a further
application of the trickle-down approach. Perhaps equally question-
able is retaining the 40-year-old practice of placing the main emphasis
on investment incentives as an economic stimulant. It is far from
certain that investment will surge ahead enough to generate many
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mnew jobs. It is not even clear that private capital formation is as
desirable socially as it was believed to be in the 1930’s and the 1950’s
and the 1960’s.

In the immediate future, it is important, as I have already suggested,
to raise aggregate demand enough to sustain a high level of employ-
ment while basic changes in the economic structure are explored. How-
ever, a percolate-up approach has much to recommend it on grounds
of both equity and economic efficiency. Mr. Tobin has‘already indi-
cated some of the reasons why such an improvement would be bene-
ficial. Let me simply say in this context that for the administration to
reduce its pressure to bring about welfare reform is incomprehensible.

To try to be brief, let me just mention some of the sins of commis-
sion and omission in the NEP..- - S :

Competition is reduced by the import surcharge and by excluding
equipment purchased abroad from the investment tax credit.

Both the surcharge and the Domestic International Sales Corp.
would reduce the domestic supply of goods thus tending to raise their
price, and by reducing foreign competition the surcharge will tend
to reduce the ovérall efficiency of' American enterprise.

The consumers are at best an afterthought. Low income groups
in the economy stand to get little out' of the program.

But what the NEP ighores is at least as important as what it
does badly. : . -

There is zero in the critical area of manpower. - :

The institutional forces that raise prices and reduce supply and
that curtail employment are completely ignored. .

- There is no ‘attempt made to reduce the destructive practices of
economic regulatory agencies.- e : B
Mornopoly power in both product and labor markets is ignored.
There is no strengthening of antitrust. T
. There are no programs to eliminate or even to analyze mutually
contradictory Federal policies. o

There is'niothing for- the poor, minorities, cities, or depressed rural
areas. . - - - ' co : :

It is unreasonable to expect that all of that could be in an emergency
program; but it seems reasonable that the stimulus provided by the
President’s - dramatic move ‘should ‘be construed not as a signal to
race ahead and implement his program, but to do in the short run
only the emergency things that need to be done while at the same
time taking the time to look into what are the ways of eliminating
some of the problems that have been with us so long. -

I would like to conclude, if I could, by making some suggestions
as to how Congress might take the initiative, and in the light of the
infirmities of the NEP and prior administration policy, I believe
that congressional initiative is essential.

These suggestions are structured in a way that assumes there will
be two stages after the freeze: a phase 2 lasting perhaps 6 to 12 months,
followed by an indefinite period of adjustment and restructuring.
Without making any attempt to be complete, I will try to hit some of
the highlights. The suggestions are designed to mcet some of the
problems that I have outlined above.

In prices and wages, the freeze should be removed immediately from
the lowest wage groups.



386,

- On guidelines, a possibility that would .be worth consideration is
specific wage standards such as those suggested by Mr..Okun or -Mr.
Tobin with some enforcement powers, I would suggest; but applied.
only to large corporations or to large unions-who have. the power to
impose administered prices on the market. - : S
The import surcharge should be eliminated forthwith. and the
proposed Domestic International Sales Corporation should be rejected..
‘As a first;step in reducing the inefficiencies of econgmic regulation,,
the-authority of regulatory commissions.to disapprove reductions in.
prices and rates should be suspended as soon as possible. I should think.
this should.be done during the present period during.the price freeze.
Then during phase 2 the entire structure of regulation should be:
reexamined with an eye to eventually dismantling much of it.- - .
.. There should be a massive injection of antitrust power.snd during
phase 2, in my judgment, an extensive examination of how to reinforce
the antitrust laws. o Cn . -
On fiscal stimulation, most of it should come from either reducing
taxes in such a way as to encourage consumption by individuals at the
low end of the economic scale or through, expanding high. priority
programs..The present NEP obviously does neither. .
I have already mentioned that the welfare reform should be pushed.
Again, it may be worthwhile to explore the use of the investment
tax credit as a means of introducing additional competitive pressures
into the market by applying the-tax credit only to small or competitive
firms., The definition of small or the degree of competition could be
arbitrary initially, . . el
During- phase 2, it. would seem appropriate for Congress.-to,under-
take a complete reexamination of the whole-of the tax reform. possi-
bility, looking at,such things as the possibility of substituting:a. tax
on undistributed profits for all or most.of the corporate income. tax.
In addition to maintaining an adequate level of aggregate. demand,
which is indispensable, unemployment should be reduced by-some
direct measures. During.a period of transition, if' we:do.undertake a
serious reexamination of the structural problems, there should be a
major- expansion .-in unemployment: compensation. o. carry:. workers
through the period .of instability.;During phase 2 .Congréss: should
explore ways of preserving and extending the advances that.have been’
made; by workers in the last 40 years. while at.the same time looking
for ways to remove those aspects of. the present, practices that prevent
the full utilization of human and material resources. o
Overall, perhaps the longrun potentialities of the.impetus.given
by the President’s dramatic action areithe most important. In my
judgment, during phase 2, Congress should. undertake to  examine
essentially the whole: economy, taking area after area, agriculture,
education, health, and so on, through the entire spectrum of economic
activities. Rigidities within each area and the contradictory Govern-
ment policies impinging on each should be identified. The extent to
which they reduce both the output of needed goods and the employ-
ment opportunities for people outside any select group and how they
constrain the lives of present employees and customers. should all be
examined and improvements should ‘be prescribed. .
. Elimination of structural imbalances requires a multifaceted attack,
addressing many aspects of single problems simultaneously so that.
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groups hurt by one measure will be benefited by others and so that
the very large aggregate payoff can be ideuntified and dramatized.

Perhaps what 1s called for is an effort on the size and scope of the
temporary national economic committee. :

Thank you. :

(The prepared statement of Mr. Ferguson follows:)

PREPARED STATEMENT OF ALLEN R. FERGUSON
SUMMARY OF PREPARED STATEMENT

I shall concentrate mainly on the domestic aspects of the NEP and in doing
so shall compress the discussion into addressing three summary questions:

What does need to be done?

Is the NEP an appropriate way to begin?

How might Congress cope with real needs through new economic policies after
the freeze?

What needs to be done?

In addition to providing immediately for a high level of employment and
income without excessive inflation the economic strategy should contribute to
the solution of persistent problems that for fifty years have threatened economic
stagnation and have made it difficult to achieve high levels of employment with-
out extraordinary defense or other governmental expenditures.

Achieving these goals requires:

Reducing monopolistic power in both product markets and in labor
markets; ' i

expanding and focusing manpower programs to benefit specific target
groups that are particularly vulnerable to-unemployment;

eliminiating most economic regulation, which protects producers from com-
petition, prevents prompt adjustment of prices to market conditions, and
restricts supply; :

eliminating many subsidies;

eliminating other governmental policies that are mutually contradictory
or that support economic rigidities; :

substantially revising the tax structure;

reforming and expanding welfare and anti-poverty programs.

1s the new economic policy appropriate? )

The NEP is largely inappropriate. Although the wage-price freeze and the
ﬁoating of the dollar are sound, otherwise NEP fails to deal with the fundamental
problems. )

A “percolate-up” approach would provide a more efficient and more equitable
way of stimulating employment and might be more reliable.

MEP ignores the monopoly power of big corporations and big unions and the
restrictive effects of governmental regulation and other institutional sources of
economic inefficiency. Such inefficiencies may constitute a waste of resources
larger than the entire defense budget.

The import surcharge and the proposed Domestic International Sales Corpora-
tion not only threaten to undo a decade’s efforts at liberalizing international trade
but also to reduce competition in U.S. markets. Thus they actually tend to raise
prices. .

There is nothing in NEP on the essential task of increasing manpower flexibility.

The main thrust of the NEP threatens to exacerbate social tensions, to con-
tribute to polarization, to take care of the ‘‘haves” with nothing for the “have-
nots’’ and to ignore any aspect of reform.

How might Congress cope?

Congress should take advantage of the dramatic opening of economic issues, but
it should pause long enough to ask basic questions such as:
What shouldg we really be trying to do?
Do we wact to rely on stimulation of private investment as a major means
of maintaining a high level of employment?
Do we want to use man-years of employment and billions of dollars of
GNP as the basic touchstones of health of the American economy?
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Do we want, rather, to seek ways of maintaining opportunity for ample
material standards of life with less rapid depletion of the magnificent naturak
and human endowment of this country? o S

Do we want to be more concerned about our ability to compete in the:
export markets of the world than we are about the presence of poverty and
squalor and polarization at home? -

Whatever the answers, Congressional initiative will be needed mnot only to-
check inflation and move us out of the current recession, but also .to solve more
basic problems. Some suggestions for serious Congressional consideration include:

Congress should apply price and wage control and tax relief in a differentiated
way to reduce the power of unions and industrial powers to administer prices.

It should switch from the Administration’s 'trickle down approach and press.
for welfare reform and tax relief for low income families. .

Congress should develop manpower policies to protect displaced workers and.
to make it possible for those most vulnerable to unemployment to get jobs that
are not menial. . . . : o

The United States should move toward liberalizing international trade and
reject the Administration’s turn toward protectionism. .

Finally, Congress should take advantage of the post-freeze period to institute-
a broad and penetrating analysis of the economy. The analysis -should identify
the structural barriers that have made the achievement of full employment.
without inflation so difficult in this centruy. Perhaps an effort of the scope of the-
Temporary National Economic Committee is needed. .

‘

TEXT OF PREPARED. STATEMENT

, Mr. Chairman and Members of the Committee, I appreciate this opportunity:
to give you my views on the President’s New KEconomic Policy and on what-
might appropriately follow it. - o

Let me begin by making explicit that in appraising economic policy there are-
important limitations on even the most powerful techniques of analysis that.
constitute- the basis of whatever special expertise an economist, as economist,
may possess. His policy recommendations also inevitably depend on his value-
system and his perception of the problems to be solved and their relative
importance. ) ’ ,

In evaluating the NEP and determining what should replace or follow it.
Congress must both raise some questions which have lain dormant for decades.
and address some new ones:

What should we really be trying to do? . . A,

Do we still want to use direct government programs both to stimulate the-
economy and to control prices? : o .

Do we want to rely on stimulation of private investment as a major means-
of maintaining a high level of employment?

In addition to that or as a substitute for that, do we want to encourage
more expenditure by the bulk of consumers in our affluent society?

Do we want to use man-years of employment and billions of dollars of
GNP as the basic touchstones of health of the American economy? -

Do we want, rather, to seek ways of maintaining opportunity for ample:
material standards of life with less dependénce on work as an end in itself
and with less rapid depletion of the magnificent natural and human endow-
ment of this country? : :

‘Do we want to be more concerned about our ability to compéte in the-
export markets of the world than we are about the presence of poverty and.
squalor and polarization at home?

~ Do we want to put a higher value on our-ability to maintain an ‘export.
surplus in our balance of trade than o1t reliable political leadership ameng;
nations?

Whatever our individual and collective answers to these guestions, does the
New Economic Policy take us in the right direction, does it take us in the wrong:
direction, is it even relevant? .

What can Congress do, taking advantage of the President’s dramatic opening,
to take practical immediate steps and to develop longer-range actions which will
lead the country forward into a fruitful, compassionate, and fulfilling society
rathgr than back into a rigid and repressive search for anh imaginary American
past? ) o . .

I shall concentrate mainly on the domestic aspects of the NEP, and in doing so

shall compress the discussion into addressing three summary questions:
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What does need to be done?

Is the NEP an appropriate way to begin?

How might Congress cope with real needs through new economic policies after
the freeze?

What does need to be done?

America is a tremendously rich society, yet many basic social needs remain
unmet. There is dangerous polarization and deep frustration of individuals unable
to cope effectively with stifling business and governmental bureaucracies. New
values are emerging, giving different and perhaps deeper meaning to the rights of
liberty and the pursuit of happiness. .

For five decades national policies and private action have failed to achieve low
unemployment without a politically unacceptable rate of inflation, or, what is
virtually the same thing, to maintain high levels of real income without the artifi~
cial stimulus of war or massive governmental expenditure. The NEP will also
fail, because it ignores or aggravates the forces tending toward stagnation and
social malaise.

At this point in history we require a high level of employment and of GNP
for two very difierent reasons: first, mecting the economic and social needs of the:
nation requires very large volumes of goods and services; second, goods and
serviees are presently produced with enormous inefficiency.

When I say that production is inefficient I do not mean that productivity per
man-hour is particularly low. I mean that in a gross way resources are inefficiently
allocated: they are not effectively matched with real needs. Some simple examples
of glaring mismatches may scrve to illustrate the point: medical corpsmen return-
ing from Vietnam are allowed to drift into non-health jobs while health services.
are inadequate and medical costs soar; there is a recent emergence of a ‘‘teacher
surplus’ in the face of widespread inadequacies in educational and training oppor--
tunities; housing is subsidized while building codes and work rules prevent use
of the most efficient construction methods. Despite the sophisticated explanations.
for such inefficiencies, fundamentally they simply make no sense.

Why it has proven impossible to use resources more effectively is not entirely
clear. However, some causative factors can be identified. Ultimately they appear
to derive from the proclivity of governments for protecting the interests of pro-
ducers rather than advancing those of consumers. Growing out of this are some-
more tangible forces. The difficulties derive in large part from contradictions and.
rigidities throughout the economy.

In many sectors of the economy governmental policy is explicitly contradictory,
simultaneously increasing output and decreasing it, stimulating employment while-
raising prices and thus reducing employment. In agriculture, for example, food pro-
duction and employment are curtailed through crop controls and price supports, in
the face of malnutrition, while at the same time output is boosted by the subsidized
application of chemical fertilizers and pesticides, which reduce farm employment
and both degrade the product and contaminate our environment. Similarly, we-
subsidize one mode of transportation to offset previous subsidization of others, and
confront this policy, whose purpose is to expand transportation resources, with:
cartel and regulatory practices designed to restrict output and reduce jobs.

Innumerable institutional rigidities raise prices, impede adjustment to changes-
in needs, and reduce employment and productivity. These rigidities derive not only
from private cartels and monopolies but also from direct governmental support and
economic regulation. Examples occur in petroleum, banking, in all aspects of
transportation, in health services, housing. . . and on and on.

Labor policies and practices have also introduced rigidities. Restrictive work
rules constrain output; limitations on entry stifle the opportunitics of outsiders;
there is sometimes direct discrimination against women or nonwhites; and the-
nontransferability of pension and seniority rights makes it costly to change jobs.

Most, if not all, of these institutional inefliciencies are directly supported by
governmental action. In addition, subsidies are frequently rigidly allocated so as-
to prevent their being used to meet new or genuine needs; often they benefit the
wealthy ‘at the expense of the poor and the near poor.

There are corresponding wastes in the private sector only condoned or incident-
ally supported by the government. Examples are: planned obsolescence, mis-
leading advertising and public relations, production of such products as dangerous-
toys and foods devoid of nufritional value.

It is difficult to estimate the magnitude of the resources lost through institu--
tional barriers to efficiency. It probably far exceeds the entire Defense budget.
As one example, the cabotage laws—the simple rule that coastal and intercoastali
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-shipping shall be the preserve of American-flag ships—probably cost the economy
close to $250 million annually. I have so far made only the most superficial effort
to get some feel for the size of the total losses involved. The costs associated with
-direct governmental involvement through subsidization, regulation, and protec-
tion, of all sorts, are probably of the same order of magnitude as the Defense
budget. The costs involved in the rigidities and inefficiencies in the more purely
private sector are apparently comparably large. Estimates of the cost 6f monopoly
.alone reportedly range from about $20 billion to more than ten times that amount.
If these costs are taken as being equal to those involved in the public sector, all
these rigidities and contradictions together involve costs on the order. of $150
billion per year, more than the total purchases of goods and services by state and
local governments.

The importance of these lost or hidden assets is hard to overestimate. If a large
fraction of them could be tapped, it would be possible, even with the present level
of employment, to meet many of our needs. Further, the particular actions that
would open up these resources would help break the linkage between full employ-
ment and substantial inflation and in doing so would get at some of the forces of
-stagnation. Finally, success in eliminating rigidities and contradictions would
probably reduce the worst distortions in the distribution of income and wealth,
.and would also reduce public and private bureaucracy.

Achieving these goals requires:

Reducing monopolistic power in both product markets and in labor markets;

Expanding and focusing manpower programs to benefit specific target groups
-that are particularly vulnerable to unemployment;

Eliminating most economic regulation, which protects producers from com-
pebit{on, prevents prompt adjustment of prices to market conditions, and restricts
supply; -

Eliminating many subsidies;

Eliminating other governmental policies that are mutually contradictory or
‘that support economic rigidities;

Substantially revising the tax structure;

Reforming and expanding welfare and antipoverty programs.

A sound and conscientious economic strategy would provide immediately for
:achieving a high level of employment and income without excessive inflation, but
would also be consistent with and would contribute to the solution of these
Jong-standing problems. :

How well does the President’s New Economic Policy match such a prescription?

Is the NEP an appropriate way o begin?

The New Economic Policy does not fit the prescription. It looks like a package
-developed by yesterday’s men to meet today’s problems with tools forged a genera-
tion ago. The only unambiguously desirable action in it is severing the tie between
the dollar and gold.

I do not want to say much about the international aspects of the NEP, but
to point out that its orientation is essentially wrong. Does America need to prove
4ts worth to itself by demonstrating its ability to make transistor radios or steel
cheaper than Japan? On economic grounds, we should welcome an import balance
of trade as a means of permitting other countries to repay us for our military
-support and earlier assistance, and for our loans and investments. Artificially
preserving an export balance means raising our costs of living at home and giving
away our substance and the product of our toil. We should not provide tax incen-
tives to make it more profitable for businessmen to export.

To break the rules of GATT and the Bretton Woods agreements without even
prior consultation with our friends abroad seems to signal a return to isolationism.
It at least threatens to undo a decade of progress in liberalizing international
-economic relations. ) . '

The import surcharge is defended on the grounds that, like the ABM and the
MIRYV, its disadvantages are offset by its potential as a bargaining counter.
Whether it will work as one is, of course, a matter of conjecture. However, there are
already indications that it will not be easily or promptly removed. White House
-calculations of revenues from the NEP assume that it will be in effect a full year.
Further, there may be serious political difficulties in re-exposing American
-corporations to more efficient competition from abroad. : -

Turning to the domestic aspects of the NEP, in simplest terms it is an effort
to stimulate the economy by fiscal means and to hold down inflation by fiat; also
it is intended to eventually increase productive efficiency. . .
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There are some good aspects of the domestic program. The wage-price frecze
appears necessary and overdue as an effort to check the purely psychologically
based inflationary forces. On balance the fiscal package appears to be moderately
stimulating.

In thinking about the NEP the significance of its timing justifies some considera-
tion. In earlier wars, controls were imposed when unemployment was low and
declining, and industrial capacity was practically fully utilized. Now the peak of
the war is past, unemployment is at its highest level in more than a decade, and
over 25 percent of the nation’s manufacturing capacity stands idle. The fact that
the Administration has been unable to check inflation under such circumstances
without this drastic diktat should give everyone pause. It shows more than the
prior failure of this Administration; to me, at least, it confirms indications that
this nation is still faced with the prospect of long-run economic stagnation.

The whole program has been well characterized as a further application of the
trickle-down approach, with a disproportionate share of the tax reductions going
to business. Perhaps equally questionable is retaining the forty-year-old practice
of placing the main emphasis on investment incentives as an economic stimulant.
It is far from certain that investment will surge ahead enough to generate many
new jobs. It is not even clear that private capital formation is as desirable socially
as it was believed to be in the 1950’s and 1960’s. Is investment in equipment
socially more important or more likely to generate jobs than investment in new
housing? The permanent 5 percent investment tax credit involves a permanent
loss of revenue—again, to the advantage of business.

It is important in the immediate future, as I have already mentioned, to raise
aggregate demand enough to sustain a high level of employment while basic
changes in the economic structure are explored. However, a percolate-up approach
has much to recommend it on grounds of both equity and economic efficiency.

Consumer expenditures have been a weak spot in the economy in most months
since early 1969. Inducing inereased consumption at the lowest end of the income
spectrum would both stimulate employment and make available to many
Americans the basic necessities of life. Thus both immediate and long-term
problems would be simultaneously addressed. Consequently, to urge the post-
ponement of welfare reform is incomprehensible, if the Administration is inter~sted
in addressing the nation’s real ills. Although attaining effective welfare reform
would obviously be difficult, the Administration could have replaced some of its.
ardent rhetoric with frank presentation of contemporary realities and could have
sought public support for this highest priority program.

N }’EI‘IO) be brief, let me just list some of the sins of commission and of omission in the-

Monopoly and Conceniration of Economic Power—Competition is reduced by
the import surcharge.

The investment tax credit, as well as the accelerated depreciation allowance,.
are to apply to large firms with major market control as well as to small competitive:
ones.

Excluding equipment purchased abroad from the investment tax credit will
reduce competition in the production of capital goods.

Efficiency and the Supply of Goods and Services—Tax stimulation of research
and development should eventually increase efficiency, but in a way that is
somewhat superficial, and again may well provide benefits at least as much to
monopoloid firms as to competitors.

The surcharge and the Domestic International Sales Corporation will reduce
the supply of goods and raise their prices; by reducing foreign competitior the:
surcharge will tend to reduce the overall efficiency of American enterprise.

Low-Income Workers and the Poor—No additional funds are provided for those:
who need them most.

The lowest as well as the highest wages are frozen.

Advancing the $50 increase in personal income tax exemptions saves a family
in the highest bracket some $140, a family in the lowest bracket $28.

All Presidential support for welfare reform is postponed until the fall of 1972.

The Middle and High Income Groups.—New car prices are cut.

Profits are to increase.

Consumers.—They are at best an afterthought. On August 15 the President
said the Cost of Living Council will *. . . work with the leaders of labor and
business . . . ."”

What the NEP ignores is at least as important as what it does badly:

There is zero in the critical area of manpower.
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The institutional forces that raise prices, reduce supply, and curtail
employment are completely ignored. . . .
No attempt is made to reduce the destructive role of economic regulatory
agencies. S -
. Moxziopoly power in both product markets and labor markets is entirely
ignored. : .
There is no strengthening of antitrust forces.
There are no programs to eliminate or even analyze mutually contradictory
Federal policies. : ;
There is nothing for the poor, minorities, the cities, or depressed rural
areas. .
The main thrust of the NEP is for those who have to buy more, to use up more
matural resources faster, to pollute more, and for America to get a spiritual 1ift
-out of being more aggressive in international economic affairs. The NEP threatens
to exacerbate social tensions, to contribute to polarization, to take care of the
haves, to ignore reform, and to appeal to the puritanical and aggressive compo-
‘nents in the American character.

Congressional action

I would like to conclude by making some suggestions as to how Congress could
take the initiative—and in light of the infirmities in the NEP and prior Adminis-
‘tration policy I believe Congressional initiative is essential—to begin to do what
‘needs to be done. o : . . :

These suggestions are based on the assumption that there will be two stages
after the freeze: a Phase Two, lasting perhaps six to twelve months, followed by
an indefinite period of adjustment and restructuring. I shall make no attempt to
present a complete set of possible actions. In many instances I am suggesting
-only that in Phase Two consideration be given to ideas for possible subsequent
implementation. " - i .

The suggestions are designed to meet the prescription outlined above for a
:sound strategy at this time. . . .

Prices and Wages.—The freeze should be removed immediately from the lowest
‘wages. (An initial cut-off might be made at about the poverty line, or at some
‘modest amount above the minimum wage.) . o o

For after the freeze, quantitative guidelines have been mentioned in earlier
hearings. A possibility worth consideration is specific wage-price standards,
‘with some enforcement powers, applied only to large corporations or unions,
until their power to administer prices is abated. (The definition of “bigness”
in Phase Two might be the largest 200 firms, or industries with substantively
industry-wide bargaining. More study, during Phase Two, should permit develop-
ment of more funetional definitions.)

The import surcharge should be eliminated immediately, and the proposed
Domestic International Sales Corporation should be rejected. For the longer run,
the United States should offer to move on a cooperative basis toward lower tariffs
and the elimination of quotas and other non-tariff barriers to trade.

As a first step in reducing the inefficiencies of economic regulation the authority
-of the regulatory commissions to disapprove reductions in prices or rates should be
suspended as soon as possible. During Phase Two the entire structure of regulation
‘should be examined with an eye toward eventually dismantling much of it. .

A massive injection of antitrust power should be provided by strengthening and
energizing the Antitrust Division and the Federal Trade Commission. In Phase
‘Two an extensive examination of how to reinforce the antiturst laws, perhaps
including some legislative standard limiting corporate size or market concentra-
tion, should be undertaken. .

Fiscal Stimulation.—Most stimulation should come from either reducing taxes to
encourage consumption by individuals at the lower end of the income scale or
‘through expanding high priority programs.

The welfare reform legislation should be improved and expedited and the
increase in social security taxes should be delayed. Consideration should be given
‘to introducing, in Phase Two, an emergency negative income tax, until more
permanent measures could be adopted.

The investment tax credit should not be instituted generally. However, con-
sideration should be given to applying it to small firms only, or to small firms in
markets where there is a high degree of concentration. .

During Phase Two there should be a complete Congressional reexamination of
tax reforms that would support a more flexible economy, including, for example,
:a general substitution of a tax on undistributed profits for the corporate income tax,
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Unemployment and Manpower —In addition to maintaining an adequate level
‘of aggregate demand, which is indispensable, unemployment should be reduced
by dquct measures. )

During the, extended period of transition there should be a major cxpansion in
unemployment compensation.

Consideration should be given to emergency funding to permit the ready
‘transfer of pension rights between corporations and unions, as workers need to
‘move. ’ . : ‘

During -Phase Two Congress should explore ways of preserving and extending
the advances made by workers in the last forty years, while removing the aspects
of present practice that prevent the full utilization of human and material
resources.

Equity—The equity of the overall program should be increased and made
more apparcnt. Some of my suggestions would contribute to that end. It might
be worthwhile to consider a very limited ecxcess profits tax, one applied only to
largfe firms or firms in highly concentrated markets and only to their undistributed
profits. ‘

This would force businesses presumed to be in a position to partially frustrate
the efficient operation of the market either to bear an cxtra share of the costs of
controlling inflation or to distribute all their increased garnings. Inducing firms
to distribute carnings and then have to go back into the.capital market to justify
new investment would tend to improve the operation of the capital market, and
to reduce concentration. It would also, in the present context, shift some of the
burden of the NEP to wealthier recipients of uncarned income. .

Other Long-Run Polentialities.—Phase Two should, in my judgement, be used
by Congreds to reexamine essentially the whole economy, taking area after area—
;agriculture, education, health, natural resources management, and on through
the spectrum of major economic activities. The rigiditics within each area and the
contradictory. governmental. policies impinging on it should be identified. The
extent to which they reduce both output of needed goods and services and employ-
ment opportunities for outsiders, and how much they constrain the lives or
present employees and of customers by impairing their freedom of choice should
be ascertained. Improvements should be prescribed.

The elimination of structural imbalance requires a multifacted attack, address-
ing many-aspeets of the problems simultaneously, so that some groups hurt by
-one measure will be benefited by others; so that the very large aggregate pay-off
-<an he identified and dramatized; so that it éan be shown that the vast majority
-of Americans will be better off, not only economically but also socially, and in
terms of their political freedoms and rights. :

Perhaps’an! effort on the scale of the Temporary National Economic Committee

TNEC) would be appropriate. ‘

Chairman ProxmIire. Well, gentlemen, I want to thank you very,
very much. These are most interesting and I have a number of ques-
tions. I must unfortunately go to a rollcall now; the buzzer just rang.
I will be back in 10 minutes or less and I would appreciate your in-
dulgence. Sorry. . . ) .

We will recess for about 10 minutes.

(Whereupon the committee was recessed.)

Chairman ProxMire. The committee will come to order. ]

Mr. Tobin, you are one of the first witnesses to comment in detail
-on the monetary implications of this new economic program by the
President, and also you are one of the few, although there have been
some others, who commented on the international situation.

You stress taking time in constructing monetary arrangements.
The President has indicated that we should move rather rapidly, and
a number of witnesses have said they thought we should move with
some speed, particularly, because of the unfortunate aspects of the
protectionist element in the President’s proposal, the surtax on im-
ports, the buy American part of the investment credit which, I under-
stand, are tied together, so that the buy American part of the invest-
ment credit will fall away as soon as the surtax is dropped.
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Would you say that you can have a part of this international seg-
ment of the program eliminated before negotiations are completed on
the international monetary arrangments? :

Mr. Tosin. Definitely, ves. T thmk you' can get r1d ‘of - the protec-,,
tionist devices that we have piled in along with the- ﬁoamno' of t;he
dollar. We can get rid of them very soon.- .

Chairman ProxMIRE. You see, one of the problems—Otbo Eck->
stein particularly mentioned it, because my instinctive reaction was .
negative on the surtax, but he argued this Vras part of the negotiations;
this gives us our bargalmng position. Other econormsts have said.we
could force-feed dollars and put other countries in the position where
th«laly would not be able to artificailly maintain a high value for the-
dollar.

But Mr. Eckstein felt the income surtax is a very lmportant part of
our negotiating equipment and that we-should keep it until we can
work something out with other countries. -

Mr. Torin. Well, I don’t think we should keep it until we can work
something out on the international monetary system.

As to whether the surcharge, now that it is on, is of any use in ne-
gotiation in regard to getting rid of protectionist devices used bV other
countries, well, that is a strategic bargaining question which is hard
to comment on. Now that it is there, if it is going to be used as a ne-
gotiating ploy, I would use it as a negotlatlng ploy with respectto
protectionist devices, quotas, and preferences that other countries
employ. I would not connect it with the negotiation of a new inter-
national monetary system.

Chairman ProXMIRE. When you do' that, it seems to me, it is very
difficult to make exceptions or to apply it to some countries and not.
others. For example, Canada has appealed for an exemption and
perhaps they would have a considerable case for an exemption from it.
Once you exempt Canada, however, other friendly and helpful,
cooperative countries perhaps ought to be exempted, too. .’

Would you suggest that what we might do is provide for exemptions
for those countries and continue the surtax perhaps for those countries
that have been most difficult in securing trade cooperation?

\/Ilgl TomiN. No; I don’t think so. 1 think I would get rid of it fairly
quic

Cha}lrrman Proxmire. For all countries?

Mr. Tosin. For all countries. The only thing I tentatively suggested
in my text there was that we try to get the French, the Belgians, and
others to get rid of their dual exchange rate system at the same time.
Now they are involved in trymg to keep the trade transactions in
their currencies at the previous parity, while allowing the rate of
exchange for tourist transactions and financial transactions to float up;
and that is in & way the equivalent of our import surcharge because
it puts a different price on their currency for trade than for other
transactions. There is some logic in regarding them as somewhat
equivalent and trading one against the other. That could be done
early; it could be done without finalizine in any way the future shape
of the international monetary system. You sce, as far as the balance-
of-payments problem is concerned, we do not need to worry whether
other currencies are allowed to ﬁoat up or whether the countries just
accumulate inconvertible dollars in order to keep their currencies
from going up.



395

Chairman Proxmire. What you are saying, as I understand it, we
can move promptly and swiftly to negotiations on the protectionist
elements involved, not only on our side but other sides, Japan as well
as other countries you mentioned?

Mr. ToBiN. Yes.

Chairman ProxMirRE. And then take a little more time and care in
working out an overall comprehensive international monetary arrange-
ment as to what would be the basic unit, whether it ought to be
SDR’s or what not, that kind of thing?

Mr. Topin. Yes, and how much flexibility of exchange rates there
is going to be in the new system. I don’t think we should restore a
fixed-rate system with rates as rigid as they were under the previous
system.

Chairman Proxarre. And how long would you expect that to take?

Mr. ToBiN. To negotiate a new international monetary
relationship?

Chairman ProxMIRe. Yes.

‘“Mr. Tosin. I should think it would take at least a year. The
Bretton Woods Conference took longer than that.

Chairman ProxMIRE. You think in a matter of weeks perhaps we
could be able to work out an end or a fading away of some of the
protectionist elements and then take a year or so to develop the
updated Bretton Woods agreement?

Mr. ToBiN. Yes. The reason is that there is nothing wrong with the
present arrangements. They are perfectly viable as far as the exchange
rate system is concerned. There is no reason why we should rush to
supplant it; and certainly there is no reason to hurry to restore the
systemn that led us to the difficulties we had before. ‘

‘Chairman Proxyire. One other question before I get to the other
witnesses and then I want to get back to you, but this relates to the
same kind of thing. .

One of our witnesses and one of the men who has one of the finest
reputations in the country and in the world and in this area, Mr.
Bernstein, testified before this committee last week and he made the

“point that & parity adjustment of the dollar would be more effectively
achieved if we devalue in addition to floating the dollar, that we should
actually take congressional action to devalue he suggested by about
8 percent. He made a constitutional point in this connection, that the
Congress has the money power, not the President; the Constitution
provides Congress can coin money and regulate the value thereof, the
Congress only can; the President does not have that authority. And
he felt for that reason as well as in order to have a smoother and more
effective adjustment that it would be wise to proceed on that basis.

I gather you disagree. Would you expand on your reason for
disagreement? '

\Mr. Tosin. Well, devaluation in that sense is just another word
for raising the price of gold; and as far as the international monetary
system is concerned, the important things are the exchange rates
with other currencies, not the price of gold.

Chairman Proxyire. He pointed out the price of gold is now about
20 percent above the $35 per ounce. Devaluation of 8 percent would
not help South Africa or Russia or other speculators, that it wouldn’t
have a significant effect on the international gold price; that price
might even drop.
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Mr. ToBiN. Well, the private market price of gold reflects specula-
tion all over the world in regard to what the future monetary role of
gold will be; and the private market price of gold still includes a good
bit of hope and expectation that the United States will accept the:
views of Mr. Bernstein and others who want the price of gold raised.

If it were made clear once and for all this is not going to happen,
I don’t’think you would have private market prices of gold as high
a5 they are now. These prices do not reflect the value of gold in the
filling of teeth and in the ornamentation of jewelry. They reflect
speculation on whether the pressures internationally and otherwise.
for bailing out the gold speculators will succeed.

Chairman. Proxmire. I got the feeling from Mr. Bernstein that-
we ought to continue to have some, at least, indirect monetary role-
for gold. You, I take it, would cut out excess gold entire and rely on -
,internalgional arrangements that would be cut entirely from any unit
like gold.? B

Mr. Tosry. That is right. In a sense the action taken in 1968:
rendered the monetary gold held by the governments of the world
merely tokens, only incidently made of gold metal, because at that.
time .the private and official gold markets were separated and the-
central banks essentially agreed not to buy and sell gold in the private-
market. That meant effectively they were willing to get along with the-
gold ‘'which’ they already had. o o o

Well, .you could call it gold; you could call it tokens; you could,.
as I suggested, Tecognize it is essentially paper gold already and turn
it all over to the International Monetary Fund, and operate from then
on essentially with paper gold, which partly reflects the metallic gold
that countries had previously accumulated in- their monetary reserves.
and partly reflects whatever quantities of international medium
-of exchange the countries through the International. Monetary Fund
may create for themselves. ’ o :

. But I don’t see any reason for retaining a link between international
monetary arrangements and metallic gold in the future.

- Chairman Proxmire. Mr. Saltzman, your statement was very
interesting inasmuch as you are the only witness. I know who has.
recommended this notion of taking advantage of the present situation,
the freeze, and the dramatic economic change to propose a compre--

hensive economic planning program, ‘ ‘ .
Mr. Savrzyvan. Yes; sir. ‘ ‘ o o
Chairman . Proxurre. For many years that was the dream and

conviction -of many of the finest and .most thoughtful. economists.

in the counfry, that we should not be the only country- that has no-
long-range economic plans. . o . L '

. At the same time, I just wonder if ‘these circumstances would be-

realistically propitious. There are a couple of problems involved :in.

this. No. I, you refer to the creation of boards in World War IT and

the Korean war, and at that time we had shortages. We had an emer- .

gency military situation; we had a problem we had to plan; we had

to have a program because everything was keyed especially in World

War II to the military effort.

Now .the Vietham war we hope is disappearing; it certainly has.

‘become a much smaller economic element than the Korean war was,

let alone World War IT. We don’t have shortages; we do have a kind .
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of a chronic inflation situation, but T wonder what economic necessity
or what political circumstance would, do you think, justify this suffi-
ciently to get congressional support for it, let alone Presidential
support, for a comprehensive economic plan for our country now?

Mr. Sanrzyan., Well, Senator, in the Korean war we didn’t have
any planning. In the Second World War it was discordant and broken
into many pieces and was not any kind of overall planning.

In England they did it. Here, in fact, we didn’t have it. We had
warfare between the War Production Board, and OPA frequently,
and there was no overall body which could make such plans. Controls
were sufficiently stringent as to make it less apparent.

But in'answering your question, yes, it appears as though the Viet-
namese war, which could have used a lot of planning during the height
of it, has largely diminished, but I am convinced, sir, there is another
kind of war going on in this country which is certainly as savage,
certainly, more injurious to the well-being and long-range future of
our country. We have a war going on in this country where almost
half the country, poor people, black. people, and young people, are
disaffected with the institutions of our country, and it stems from
the fact that we have had a revolution in our country where almost
unbeknownst t¢ ourselves we switched from an agricultural nation to
an industrial nation. Virtually all of the people in the country moved
to cities, and this was not planned for; it was not paid any attention
to, which is typical of the lack of planning. And so most of the major
cities in this country don’t work.. . . :

They are a burden for rich people; they are a torment for poor
people.-Also, when you look at the inflation in this country we don’t
suffer from shortages and that is the unhappy anomaly of the situation;
that is why it is so much harder to fix because it is not a typical kind
of inflation. It is an inflation” brought about by recession; it-is an
inflation brought about by the fact that people are out of work. And so
you have rigidities caused by big unions and big businesses who have a
lot of clout; people want to get paid as much for doing maybe eight and
a half months’ work as they did for 11 and a half months’ work, and
if they have the muscle they can get it. That is the kind of inflation we
are in.

But when you look about and you see that we have 27 percent of
our industrial machine idle, you have steel capacity, a great. amount
unused, aluminum capacity unused, glass capacity coming out of our
ears, millions of people out of work, idle wealth, and yet over here
on the other hand, you have cities which are decaying, which are
falling apart, which are costing us huge amounts of money that we
don’t relate to the cost of crime, the drug abuse, the welfare payments
that we have to pay, and the human costs in terms of life and health
and so_forth, And 1 say that if we were to put it together, to rebuild
our cities, what we get back in income taxes on corporate profits,
what we get back in taxes from people who work, what we would
save on payments to people who are out of work, the municipalities
which badly need additional taxing base on their tax rolls—that is
what I referred to before when I said a deficit of omission. You
wouldn’t have this omission if you had a planning board because even
if you had to spend $3 or $4 or $5 billion, maybe have free interest
to get these things built, you could prove that it was cheap, that it
was a bargain, and you would get it back.
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Chairman Proxyire. This is very, very appealing, and I think
especially now that we have, as you say, idle capacity, idle manpower,
many, many needs that are not being met but the question is how
could the planning board achieve this?

Now, Mr. Tobin, who worked as a member of the Council of
Economic Advisers and is familiar with the problems we had in a
different way, of course, in the early 1960’s, but we then had idle
manpower; we then had idle capacity; we were able—even before the
Vietnam war became a big element in it—we were able to provide
for more jobs and so forth. I think one of the difficulties here is that
there is a strong feeling on the part of many of us in the Congress
and many people in the country that this country with all its weak-
nesses, and I think you are absolutely right the way you detailed it, is
more productive than other countries, and one of the reasons is we
have a great deal of freedom and one element of freedom is you have
no planning; you can’t have planning without interfering with people’s
freedom. '

If you have a plan then you have to spell out for businesses and
others where their resources are going to go. You have to do it either
by that or by some kind of very extraordinary taxation; and however
you do 1it, it does interfere with the initiative of individuals and
interferes, of course—maybe it should, but it does interfere—with the
freedom of the marketplace to allocate resources based on consumer
judgments which we have been using primarily. o

Now, I just don’t know how far you would go. You are a successful
businessman and you certainly appreciate the. values of our free
enterprise system. You are not calling for Government ownership or
control, that kind of thing. How would a planning board in a systein
like ours, as compared with a somewhat more socialized system like
the English have, how would a planning board be able to work in a
situation where you don’t have a war? How could this be'done without
interfering with freedom too much, in cutting initiative too much?

Mr. Savrzaan. OK, let me give you a brief analogy. - S

In the city in which I live, New York City, there was recently
l])guilt a large additional building on top of Grand Central, PanAm

uilding.

N ow,cthat interfered more with the freedom and the well-being and
the ‘individual choices of the pecple who live in that area than if it
were by ukase, fiat, prevented from being built because every day now
they can’t live in peace. : :

Chairman Proxumire. Isn’t that a matter of city zoning; isn’t it a
matter of having a city council that has sufficient authority to act
on it? : '

Mr. SantzMAN. Precisely. But the point is first there has to be some
kind of body. If you have this Economic Development Board, if you
had this planning function, first of all unlike the council of economists
it would be composed of various segments of society—consumers,
agricultural people, labor and business—and .it would deliberately,
in some deliberation, produce specific programs for action.

Now, it would do so, and once that were evoived they would have
already crossed the threshold of acceptance at least by these various
types of groups so that by the time a proposal was made it would be
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substantially more acceptable for all elements in our society, and it
couldn’t be proposed until
_ Chairman ProxmIrRe. What you are saying then, so far as construc-
tion in big cities is concerned, before a big building is built in addition
to working with bankers and unions and so forth to get the building
constructed, you would also have a board which was public-interest
-oriented which would determine whether you could build it or not?

Mr. SarTzmaN. In the city of New Orleans you couldn’t do that.

Chairman ProxMIRE. You have that to some extent in some cities;
you have it in this city. You can’t build a building higher than 12
stories, as I understand it, because you couldn’t see the Washington
Monument, and the Capitol. :

Mr. SavTzmaN. Sure. What I am saying——

Chairman’ PRoXMIRE. You would just extend that principle, as I
understand it, and then widen it to try to take into account the
views of other citizens? .

Mr. Savrzman. And produce a ‘more realistic version of the word
“‘costs” because when you talk in terms of costs you have to talk in
terms of social as well as money costs; and when you put it together
it would be possible to do so. ,

Chairman ProxmIre. One other question in this area: You confined
it unfortunately just to building a building and it is mote than ‘that.

Mr. Savrrzman. Sure. ' ' A

Chairman Proxmire. We do have a very unfortunate allocation of
-our resourcés in the view of many of us, not only putting too much
m the military area, wasting too much in the military area, but also
in the view of many people by having a private system of allocation
which, as you pointed out, is often unfortunate, unfair, and unethical.
" Mr. Savrzman. It is my belief—— | o

‘Chairman Proxmire. How would you improve the market mech
nism here without again interfering with the driving force that has
made.our economic systetn productive? . R

‘Mr. SavrzMaN. The same driving force will exist bécause thé driving
force is the force of profit and that really is what controls what busi-
ness will or won’t do. ’ - ‘ : .

1 am suggesting that that profit motive will certainly still continue
and be the driving force. :

What will happen is, and it may even improve the profitdbility
because instead of building” something ‘someplace wheré maybe it
-ought not to be, you might even make more money if some plants
were built or a new industry formed or even the whole concept of
the way the Government does its bookkeeping which is all on a cash
basis instead of looking into what if you spent $2 billion now you
might not get $20 billion over a 9-year period. It is all part of the
same thing. - ‘ : '

Chairman ProxMIRE. Mr. Ferguson, you had quite a different
approach, as I understand it, and quite an interesting series of propos-
als; and again I would ask you about the question of how you would
answer the charge that this is a pretty strong and some would say
unrealistic series of recommendations that you make. Almost every-
where I go, I speak to a business group smg they say what you have
got to do, Proxmire, is to use what influence you have got to break up
this labor power. The labor unions are ruining the country; they are
too big; they are too powerful; they are able to make a mockery of our
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antitrust laws and so forth. And you say here that we ought to reduce

"the monopolistic power of labor and labor markets. You say the same
thing however about product markets. Then you go on to argue that we
ought to eliminate the economic regulation of some of our regulatory
agencies that limit competition.

Your approach would seem to be to prov1de in fact, less central
control or central power of a fy kind, private or pubhc, and try to
concentrate it much more on a ifree and competitive economic system,
the kind that Brandeis envisioned about 50 years ago.

Do you think that is something that this Congress, with all the
enormous power labor and business have, could poss1bly move toward
in the foreseeable future?

Mr. Ferguson. Well, I think I would have to plead guilty to the
first charge that it is a large order. This is one reason why I am
suggesting that some major endeavor be undertaken to try to set our
ducks in a row, and this is why I alluded to something like the TNEC
to get some feel of what the magnitude of these problems is.

This is a very incomplete piece of thinking. If the President had
given me more time to think it out I might have had a better statement.

Chairman ProxMIRE. I am very impressed by the intelligence
and altruism of labor leaders when I have talked with them in depth.
Of course, they have a constituency they have to represent or they
wouldn’t be in their position of authority and power. But many of
them are very willing to consider any idea, even the one that may seem
to have an adverse effect on the power of the labor union movement,
provided it is in the pubhc interest. How could you approach- them and
get any kind of cooperation with them?

" Mr. FErGguUsoN. This is what I had in mind when I say we need a
multifaceted attack on these problems. Attacking any one of these
things obviously is highly disadvantageous to a particular group, and
I think that the only possibility of getting there from here is to put
together packages in the transportation area or the agricultural area
or something of this.sort, where alarge number of the inefficiencies are
reduced 51mu1taneous1y so that what workers might lose by one
measure is somewhat offset by what they might gain in another.
" Chairman ProxmirEe. It is exactly that that makes it difficult.

Mr. FErGUsoN. Yes.

Chairman Proxmire. If it weren’t such a big package; I think it

might be more workable. For instance, Ralph %ader has had an
enormous effect; people may disagree with him but he certainly has
had a tremendous effect in making the country more aware of con-
sumer abuse and making business more conscious of what _they have
to do, and making regulatory agencies more conscious. He argued
what we ought to do, and it 1s along your line, would be to beef up
the Antitrust Division. He said if you want to make an economic
investment which would give you an enormous advantage based on its’
cost, we ought to beef up the Antitrust Division. Now our Government
often has no more than two antitrust lawyers against the enormous
array that any corporation throws into an antitrust fight—the result
is too often predictable.

This is the Joint Economic Committee not the Judiciary Committee -
and the question is what would be the economic effect of fracturing
the monopolistic power of these business units? Would it necessarily
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be, in your judgment, all favorable? After all, we have had more
competition In certain phases of our past when we did have even
more severe problems; we had more severe unemployment; we had
other problems that were very serious.

Mr. Fercuson. Well, I am not sure that there is any way that any
greater employment could be linked to the greater competition.
That is not a link that is obvious to me.

Chairman ProxMIre. No, what I am saying is that in order to
get this kind of action to inspire enough people that this is in the pub-
lic interest, you have to show that you are going to get some benefit,
substantial benefits.

Mr. Fercuson. Right.

Chairman ProxMiRE. One of the benefits is that you get perhaps
a lessening of inflationary pressures from that structural element.

Mr. FeErauson. Well, there are a number of things that could be
done to be reasonably practical about the whole thing. There are
a number of initial steps without taking cognizance at the moment
" of the jurisdiction of one committee relative to another. The antitrust
is a clear-cut case in point. It is a simplé thing, simple conceptually
like the cabotage laws. I think most people have not the slightest
conception that the cabotage laws cost us the kind of money they do
cost. The removal of that one very old law, one of the first few acts
passed by the Congress, the removal of that one law would find for
us- something on the order of one-fourth billion dollars worth of
resources. . :

Chairman ProxMIRE. You don’t have much in your statement
about that, do you?

Mzr. FeErcuson. There is a sentence that says just about that.

‘Chairman Proxmire. Why don’t you give me a memo on that
because I have not thought mich about it?

Mr. FErGUsON. Yes.

(The following memorandum was subsequently supplied for the
record:) )
’ . Beruespa, Mb., September 15, 1971.

Senator Proxmire: This .memorandum is intended as a follow-up to my
testimony before you at the Joint Economic Committee hearing on Thursday
the ninth. You raised questions specifically about the nature of the cabotage
laws and their costs, about my suggestion to consider an excess profits tax on
undistributed profits and more general questions as to the magnitude and hence
the practicality of what I propose. This will be a brief preliminary commentary
only on the cabotage question. If possible, I shall provide more complete reaction
within the next week or two.

The cabotage laws, initially passed in 1798, now reserve to United States-flag
ships the domestic ocean trades: coastwise, intercoastal and with the non-con-
tiguous states and Puerto Rico. Specifically these trades are to be served only by
American-built ships manned by citizen crews. This reservation, thus protects the
American operators and employees from more efficient foreign competition, and
provides a modest market for American shipyards.

Because American ships cost about twice that of comparable ships built abroad
and because American operation costs are about twice as much per ton-mile as
are foreign costs, the cabotage laws raise the costs of domestic ocean transporta-
tion very substantially. Consequently the costs to shippers and consignees are
increased, raising the costs to the final consumer of the goods transported: the
costs of heating oil and gasoline in the Northeast and of virtually everything in
Hawaii, Alaska and Puerto Rico, for example. (This is one of the economic costs to
the people of Puerto Rico of being a part of the United States.) Because shipping
costs are substantially increased, the volume of shipping is reduced. This is turn
distorts the distribution of resources in the economy and directly reduces employ-
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mentin ports and indirectly .(and probably only slightly) in the industries heavily”’
dependent on domestic ocean shipping. . .
Estimating the direct costs to the economy is difficult. In 1969 Professor Leon-
ard’ Rapping, in a statement prepared for the Subcommittee on Economy in
Government,* estimated that the cost was between $150 and $200 million, appar-
ently on a 1965 base. For technical reasons this is probably a moderate under-
estimation of the cost. Allowing for the degree of inflation and economic growth.
singe then the current cost would be closer to $250 or $300 million.
. This is a good example of how rigidities, preventing full market adjustment
impose relatively great costs on the economy. These costs nevér show up in any
government’s budget; they are borne by the taxpayer in his role as citizen and
consumer not as taxpayer. : ) . ,
If the cabotage laws could be repealed Americans would be saved this §250 to
$300 million dollars every year (presumably a growing amount as thé economy
expands). Some present jobs for American seamen would be eliminated, as foreign- -
owned and flags-of-convenience ships moved into the domestic trades. This loss
of jobs would.be partly offset in the short run by expansion in port activity as
these trades expanded in response to their reduced costs. In the long run these’
seamen would tend to be absorbed elsewhere in the economy. : .
The removal of the cabotage restriction is also‘an example of how in the search
for inereased efficiency, institutional change can sometimes be at least as effective
as merely expanding R & D expenditures. If R & D dollars are expected to
produce a return on investment of 109, per year in perpetuity, the elimination
of the cabotage laws would have a pay-off equal to an investment of $2.5 t0'$3.0 -
billion in R & D.” % ol ] o
Eliminating the cabotage protection will not be easy. The maritime interests
have. traditionally presented a solid bloe in opposition to efforts to remove any
of their direct or indirect subsidies. They could be expected to do the'same here.
The argument that there is a defense requirement particularly for the tankers in-
these trades will be raised. I can not go into a full treatment of that argument,
but it is clear that there are alternatives to the present arrangements. that. are
better, and, probably less costly, comparable, for example, to the provisions making
flags-of-convenience ships in foreign trade available to the government in
emergencies. . . o st :

-1 also mentioned in my “testimony that the solution of many of our'problems
may require a multi-faceted approach. Again, this‘is an apt instance. It might be
possible merely to repeal the cabotage laws, achieving these savings at no budgetary
cost. However, two other legislative steps to be taken simultaneously are worth
consideration. First, appropriate compensation for the workers displaced might
be provided. Second, the Government might offér to purchase the ships currently
in the trade at, say, their book value either for resale in the open market or for
retention in the reserve fleet. Thus two of the parties directly hurt économically
might be equitably compensated. Both of these actions could probably be taken
without incurring anything like the hypothetical investment of some '$2.5 billion
needed in R & D to achieve a comparable pay-off in refficiency.? If both these
measures were taken in addition to the repeal, the only uncompensated direct
losers would ‘be shipbuilders. It might be possible to compensate them in & way
that did not in turn introduce some new permanent rigidity. :

. . ArieN R. FERGUSON.

Chairman ProxMirE. One other question in connection with your
statement because this again was new and different: You suggested
that any profits tax, additional profits tax, be confined to'an undis-
tributed profits tax? o ,

Mr. FERGUSON. Yes. : .

Chairman ProxumirE. Now that runs absolutely counter to what
the administration seems to be reaching for. They have asked that
dividends not be increased and, of course, this would encourage the

additional payment of dividends and it would discourage retaining

1 Hearing before the Subcommittee on Economy in Government of the Joint Economic Committes,
Congress of the United States; 91st Congress, 1st Sess., Part 2, pp 472-78. i

2 However, it would be logical to take a third action, namely to impose a temporary tax on domestic ocean
shipping after repeal of the cabotage 1aws to recoup the costs of these compensatory acts. Such a tax could
permit a signifieant reduction in costs to the users of domestic ocean trade while still requiring them,.as the
direct beneficiaries, to bear some if not all the costs of the change. . .
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more funds in a business to renovate it, to provide for greater produc-
tilvit?y and expansion and that kind of thing. How would you justify
that? . ,

Mr. FErcusoN. There are two or three things. Oneis that given the
tax structure the way it is, if - more of the profits wete distributed as
dividends there would be a larger tax take because by and large the
people who hold stock are in the higher income brackets.

The second thing is that it would tend to make the capital market
work more efficiently. It would force existing companies to go back and
make a case in the general market that their particular investment or
acquisition of a particular subsidiary or whatever was a good economic
proposition. Third, by virtue of forcing or encouraging the distribution
of profits it would make it slightly more difficult for the big to get
bigger, especially if there were some sort of a cutoff, and the tax
applied only to corporations with gross revenue in excess of, say, $100
million -a year, $1 billion a year. I wouldn’t at the moment speculate
on what the cutoff should be. :

Chairman ProxmIiReE. We had an undistributed profits tax at one
time during the past, I think in the New Deal. There were lots and lots
of complaints about it. It is an interesting notion, I think you make
as strong an argument as you can.make for it but, at the same time, the
problem on the other side is you do discourage reinvestment of earnings
in efficient corporations: It is true they can go back to the market—

Mr. Ferguson.  You really don’t know. There is no reason—

Chairman ProxuMIrE (continuing). If you have a tax on undis-
tributed profits, sure you discourage reinvestment, don’t you? If you
pay it out you can’t reinvest it.

Mr. FErGgUsoN. But at the time you pay the dividend you could
issue a warrant simultaneously, you see, and the reason you could——

Chairman ProxMIRE.. You would pay a stock dividend instead of
a cash dividend? . = : :

Mr. Fereuson. No; I think that would be cheating. . . .

Chairman Proxmire. What you would do is pay the dividend
and then issue a warrant selling :

Mr. Ferguson. Issue a warrant to buy the stock at its present
price or at a slight discount,.but you would get—let me be perfectly
clear—there would be in the first instance less money available for
investment if, in fact, as I think 'is the case, dividend receivers
average & higher income tax bracket than

" Chairman Proxmirg. I take it that would not be consistent with
continuing a freeze on dividend payments?

Mr. Fereuson. Pardon me? :

Chairman ProxmIire. You couldn’t very well have an undistrib-
uted profits tax and at the same time freeze dividends? '

Mr. Ferauson. No, I think a freeze on dividends has some psy-
chological value but it is not ovbious to me it has economic value.

- Chairman Proxmire. From the standpoint of any stockholder,
sophisticated stockholder, if he invested in a good compsny he
couldn’t care less if dividends were paid. As a matter of fact, he
would be better off holding on to his stock and dividends not paid
out and reinvested; if anything, he could sell at capital gains which
reduces his tax. .

Mr. Ferauson. This is one reason why increase in dividend is
deflationary.
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+ Chairman Proxmire. Mr. Tobin, I would like to get back to your
observations on monetary policies because once again this is what I
had in mind when I said that your presentation was different; and
I think you are the first one to comment to any degree on the kind
of monetary policy we ought to follow and I think it is most important.

For a long time many felt this was the only thing that mattered,
and it has perhaps been exaggerated by the Friedmanites. But you
contend that it is most important now that in this period of trying
to stimulate the economy and you think that is the No. 1 problem
that faces us, that we would make a mistake to let the Federal Reserve
Bolard feel that now they can reduce their more expansionary monetary
policy? -

Mr. Topin, That is right. .

Chairman Proxmire. When you suggest that, and again 1 know
that-you may be reluctant to give specific figures but, as I understand
it, the Federal Reserve increased the money supply at a rate of about
10 to 12 percent in the first 6 months of this year; there was a lot of
criticism about that. They have increased it at a much slower rate
in the last half of this year. The feeling on the part of many people
has been they should reduce the rate of this money supply right now
and some people argue it ought to average out about 6 percent a
year and others say from now on it ought to be at a 6-percent rate
for the concluding 4 months which would be much higher.

Could you give us a more specific recommendation with respect to
that, or do you feel the money supply isn’t a very useful measure?

Mr. Tosin. I don’t think targets as to the rate of increase in the
money supply are a useful way of describing what the monetary policy
has been or what it ought to be, and T think that is one of the problems
with the present situation. You see, my judgment in the spring was
that it was proper for the Federal Reserve, given the state of the
economy, to be producing a situation in which short-term and long-
term interest rates were falling. The rate did decline until March and
then in spite of what the Federal Reserve was doing in regard to the
money supply, interest rates rose again. It seemed to me it was quite
an inappropriate time in the midst of a recession from which the
recovery was quite uncertain and at best just beginning, to let short-
and long-term interest rates rise. The Federal Reserve should have
and I think would have, if they had not been scared by all the propa-
ganda that called attention to the fast rate of growth of the money
supply, would have kept interest rates down where they got them in
the early part of the year. Now I think they should get them down
there again. ‘
~ Chairman ProxMIRE. Are you suggesting that interest rates ought
to be the main target in the evaluation of monetary policy rather than
money supply or do you think we ought to look at both and other
evidences, too? )

Mr. Tosin. What you ought to look at ultimately is the state of the
economy in regard to unemployment and production and output and
GNP and prices. That is what the Federal Reserve is there for. It is
not there to do anything in particular with regard to these instrumental
variables whether they are interest rates or money supply.

Chairman Proxwmire. Yes, but the trouble with the Federal
Reserve is that the status of the market is not clear. They look at
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several things as you do. They not only look at the unemployment
level and the capacity utilization level but they also look at what’s
happening to prices and they have been perhaps more concerned than
they should be with what’s happening to prices.

Mr. Tosix. I thought there was general agreement at the beginning
of the year, and I would expect there is general agreement now, that an
expansion of aggregate demand is the important thing to do, that you
can’t tolerate an economy with 6-percent unemployment. You can’t go
on like that. We are so far away from being at tolerable rates of
unemployment and utilization of resources that it does not seem to me
the Federal Reserve is in a position where they might fear they were
erring in an overexpansionary direction. Maybe when and if we get
down to 4% or 5-percent unemployment then they could begin to
worry about overshooting and taper things off and allow interest rates
to rise.

Chairman ProxmirE. How about the lag effect? You see one of
the elements here, as I understand it, is that the monetary policy
increases the. availability of money and credit does not have its
effect immediately; it takes maybe 6 months or maybe a year some-
times and it is pretty hard to foresee what the situation is going to be.

Supposing in the view of the Federal Reserve Board they recognize
the 6 percent unemployment and they feel the President’s new pro-
gram is going to be helpful, more jobs and utilization of plant capac-
ity because of that, and the situation a year from now may be that
inflation may be a more serious problem, therefore, we ought to be
rather cautious on the monetary side anticipating the prospect of
inflation next year. -

Mr. Tosi~. This is the long-fuse dynamite argument—you increase
the money supply rapidly now; it doesn’t do anything for a while
and then all of a sudden it bursts out and causes all kinds of inflation
problems—TI think that is not an accurate description of the way the
process works. There certainly are lags; there certainly are lags in
fiscal policy as well; there are lags in all kinds of economic policy—
but in the present circumstance we are so far away from full employ-
ment that there will be plenty of time for the Federal Reserve or the
fiscal authorities to take corrective action if it appears we are going
too fast or too far.

The prediction that the rate of increase in the money supply was
going to bring about a burst of increase in aggregate spending and
national, money, national income and employment and prices, at the
end of this year, and the beginning of next year, this prediction of
the monetarists is already looking very bad. Maybe the policies of
August are going to confuse the situation so badly that we will never
know whether those predictions would have been correct or not. I
believe that they were pretty clearly wrong predictions and that the
course of the economy during the year has been demonstrating that.

Now, some people seem to be under the illusion that monetary
policy affects prices in some direct way rather than through the
spending of money on goods and services. They say monetary policy
should be restrictive because we fear inflation whereas fiscal policy
should be expansionary because we need to have more employment
and output. %ow that doesn’t make sense because both monetary
and fiscal policy affect prices and employment and output through
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the same medium, namely, the medium of people spending money in
markets for goods and services and for labor; and if the situation is.
such that the spending of more money is going to be inflationary and
not increase employment and output, then it is no more appropriate:
to have expansionary fiscal policy than it would be to have-expan-
sionary monetary policy. | ’

‘Chairman ProxMire. Would you argue the freeze and other efforts.
to hold inflation under control and to build a longer range program
perhaps make it possible for the Fed and the Congress and the Pres-
ident to stimulate the economy with less concern about inflation?

Mr. ToBin. Why certainly, certainly. '

Chairman Proxmire. So that is one-of the opportunities made:
available to us by the freeze?

Mr: Tosin. That is the purpose of the freeze. I would have thought.
that is the purpose of the freeze. o

. Chairman Proxmige. It is one of the purposes. Another purpose is-
coping with the inflation problem? ‘ .

Mr. TosiN. Yes; but that is an instrumental purpose, too; so I
would think that was the purpose of the freezeé, to enable us to pro-
ceed to full employment, to a higher level of output and employment
with the prospect that more of the stimulus that is given to the
economy by increased spending, either by Government or by private
businesses and consumers, would be channeled in the next few months-
into increases in employment and output and less into prices than
was occurring before. That is the point. . .

What I am afraid of is that the Federal Reserve, under the pressure:
of various people who have been complaining about the rate of increase
of monetary sggregates, will relax and say, “Well, now that we are
going to have expansionary fiscal policy we can and should cut back.
on our monetary efforts to stimulate the economy. i

Now, as you remember, this was done in 1968 at & time when the:
problem was the reverse, where we were trying to brake the inflation,
the boom. We were. already over full employment levels. The tax sur--
charge was finally passed, and the Federal Reserve, which had been
holding a somewhat tight rein on the economy, concluded from the
fact that a restrictive fiscal policy had at last been adopted, that they
could relax their restrictive monetary policy and take an easier policy.
Now that turned out to be a bad decision in the middle of 1968 because-
they essentially offset and nullified the restrictive effects of the tax
surcharge, by what they did. I don’t want to see them make the same
kind of mistake again. - ‘ ,

Chairman Proxmrre. In other words, the emphasis on stimulation
ought to be pulling in the same direction and not pulling apart?

Mr. McCracken estimates that the new economic program is.
going to provide for a $15 billion increase in gross national product and
500,000 in additional jobs. Some witnesses argue it pretty much
cancels out. There is about as much restraint in the program as.
stimulus because of the cut in spending submitted by the President, and
so forth. What are the views of you three gentlemen on that?

Mr. Tobin. A o '

Mr. ToBiN. As far as the arithmetic of the fiscal package is con--
cerned, that would appear to be expansionary, I would say it does-
not cancel out. I don’t understand, as I explained before the logic of
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saying that you have to have a balanced program, that you should
-cut expenditures because we are cutting taxes. I don’t understand say-
ing that at a time when the purpose of the whole measure is to give
net expansion. But I do understand that the fact is that in the arith-
metic of the calculations on the national income accounting basis, it
does not quite wash out and there is net expansion involved in the pro-
-gram, especially because the temporary investment tax credit could be
expected to have more than a dollar of stimulus for every dollar of
lost revenue. o ' .

Chairman Proxmire. Well, on the import surtax it should be in a
.sense arithmetically kind of a restraining factor but actually, because
of its effects, it is expanding. o ,

Mr. ToBin. Yes, substitution of domestic goods for imports would
be an expansionary factor. Se I would say ‘on-net the package is ex-
pansionary but I don’t think that such arithmetic is the major thing
that Paul McCracken is relying on in.his estimates. ) ‘

Chairman Proxmire. He is relying half on that and about $7
billion as I recall—$7 or $8 billion—he is relying on additional con-
-sumer confidence. '

Mr. Tosin. He is relying on additional consumer confidence, based
-on the general euphoria. .

Chairman Proxmire. He said save about $8 billion, to save that.

Mr. Tosin. It is highly speculative. It depends on very difficult
-questions of psychology, and we don’t really know what the state of
-consumer—and for that matter—business. psychology is going.to be
when the freeze ends. We have a-certain amount of euphoria now
which is created just by the fact that somebody is doing something.
l\glow ﬁhat kind of euphoria we can expect to taper off with second
thoughts. . . - , ,

Chairman Proxmire. Mr. Saltzman and Mr. Ferguson, do you have
views on whether this is enough to give us the $15 billion boost and the
-500,000 additional jobs? . . .

Mr. SavrzMaN. Yes, sir. I agree with Mr. Tobin and I have one or
4wo comments of my own. ' . .

Certainly as suggested, it is not there just in the package itself. It
is implicit in the hope that something may happen which is not related
‘to money but which is related to psychology. The thing that disturbs
me is, a perpetuation of what we have now; and if it is merely that, I
don’t think it will work. I don’t think that this price freeze, maximum
price regulation or anything, can function and can‘work. It depends on
what then will be done. Based.on what has been announced so far, it
-isn’t there. ‘ A o o

I do believe, however, that for the expenditure of less money that
you can get a lot more result from that money by using a.rifle instead of
-a shotgun and by picking your targets and relating them to employment
and, as I said, perhaps in using subsidy money to achieve the results,
I think it can be demonstrated you get several times as much more
Jjob employment that way than the method that has been chosen.

Chairman PiRoxmire. Mr. Ferguson.

.. Mr. FErcuson. I have not done the arithmetic but it seems to me
‘that using the analysis that Charles Schultze presented to you a few
weeks ago, it does look as if the net balance is stimulative. It would be
-a net injection. '
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I think, again, the administration is putting too much emphasis on
reducing inflation rather than reducing unemployment; and I think
that the degree of stimulation that is achieved looks very modest and

-its reliance on psychological factors is a very questionable one. The
way the stock market behaved is I think, a good example. It shot up
enormously for the first couple of days and then fell back and took a
look and now it may creep up-a little bit, and I think that is a much
more reasonable picture. '

" Chairman Proxmire. Mr. Tobin, what additions to the President’s
program would you suggest? Let me run over just some of the ones and
you give me a brief yes or no answer.

On postponement of social security taxes that are scheduled to take
effect on January 1, that is about a $1.8 billion increase and some have
proposed it be postponed. '

Mr. ToBinN. I would be in favor of that. I would be in favor of a
general reconsideration of the whole social security system.

Chairman Proxmire. How about making scheduled personal
income tax cuts retroactive say to last July?

Mr. ToBiN. Yes, that is all right. :

Chairman Proxmire. How about speeding up welfare reform
rather than postponing it? : . .

Mr. Tosin. Very important and increasing the generosity of
benefits. ' : o

Chairman Proxmire. What family level, what is it— $2,400 now?

Mr. TosiN. Yes, I would think $3,000. i

Chairman ProxMIre. $3,000. )

Increased expenditure for public services employment. We passed a,
-bill that provided some. Would you amplify that? :

-+ Mr. TomiN. I would be in favor of that.

Chairman ProxMire. Temporary countercyclical aid to State and
local governments. That idea would be to recognize the shortfall that
our cities suffer from because of unemployment and because of re-
cession, and provide them with Federal funds to make that effort, to
‘be phased down when unemployment goes down to, say, 4 percent?

Mr. TosinN. That seems to have merit. I would worry a bit about
the' formulas by which the allocation would be devised.

- Chairman ProxMIRE. You see the advantage of these proposals
as I look at them, and these were what the Joint Economic Committee
recommended last year in our report just before the President’s
‘speech, the advantages are that they are temporary and therefore
“they don’t eat into the permanent situation, and we have been warned
again and again, except the welfare form which is, of course, scheduled
to take effect; they don’t provide new, big programs, that would use
‘up funds we are going to need for such things as combating pollution
and for many, many other Federal actions. : o
- Mr. ToBiN. Nor do they give away permanently any Federal
tax revenue. I think that is very important. .

"~ "Chairman ProxMIRE. One ofy the things which has been' bothering
me quité a bit, although I don’t know how you get away from it, is
whether or not it is possible to put into effect the kind of program that
Mr: Okun and others have suggested, after the freeze, where you try to
provide for perhaps a 5-percent increase in wages, and at the same time

"provide for-'a wage-price review board that would ‘operite to recom-
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mend to the President; the President would have the authority to
mandate it if he thought it was desirable, price performance on the
part of each industry. If you have an industry which has normal
average increase in productivity their price might increase 1 or 2 per-
cent, where their wages increased 5 percent because productivity
presumably would take care of the rest.

If you had an industry that had a very dramatic increase in pro-
ductivity and you could expect that and project it 10 percent, then
they would have to roll back the prices. If you had an industry that-
would have very little or no increase in productivity they might be
able to increase their prices 5 percent; the overall balance presum-
ably would be the same thing as you worked out, and you worked on,
to get an increase in wages consistent with reasonably stable prices. 1t
would not be the 3.2 that was recommended back in 1962 and was in
effect for 4 years and was a very effective, I thought, kind of action,
but it would be a compromise; and it would at least lessen the rate of
inflation, perhaps bring it down to 2 or 3 percent. Now, the question is:
Do we know enough; do we have enough data on the productivity of
industries; can we develop with experts working on a crash basis, per-
haps in the various big areas where you have concentrated market
power, so they can say in the steel industry there is an average pro-
jected increase of productivity of 4 percent, in the automobile in-
dustry 6 percent, and in the coal industry maybe less than that, but
any rate could we develop a sufficient body of knowledge so that
this would be an. enforceable mechanism?

Mr. ToBin, Well, T think we may have to try to do it. I think it is
very difficult, and I think you would have to give such a board some
powers of obtaining information from the-sectors of the economy,
business firms and others, that they are dealing with. I would be a
little hesitant to suggest that the President should mandate those
wage and price guideposts. I would rather hope that at this time

Chairman Proxmire. Well, as a last resort we would not expect
that to be used a great deal. But where you have a situation where you
have a bellwether industry perhaps and the impact of the decision
either to raise the wages above the 5 percent or to increase or what-
ever it is, or to increase prices would be so destructive the President
then would have authority to roll back the prices and Congress could
veto that action.

Mr. ToBiN. Yes, I just think it is so difficult to say what the prices
are really when you have a whole range of new products or a variety
of products and so on; and you have—

Chairman Proxmire. Well, the idea is this would be very limited.
You decontrol most of your prices. This has been the recommendation
of most of our witnesses who appeared on the grounds that most
prices are determined competitively, and most, of course, organized
labor has great power but they only represent 16 or 17 million of the
70 million working force, so that much of the economy would be out-
side of this. It could be concentrated on the big companies where it
seems to me it would be easier to administer and the big union areas.

Mr. TosinN. I would try to rely on publicity and public opinion.
I also think it is reasonable that the whole question of wages and prices
be connected in the collective bargaining agreements and negotiations.
It wouldn’t then be possible for business %rlms to say, “Well, we are
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negotiating on wages, and prices are none of your business.” If the
union was abiding by the guideposts then they could reasonably ex-
pect that employers' would abide by the.price guideposts as well.
This could be a kind of quid pro quo in their negotiations.

I would use the services of the board and its staff to. provide that
information. I think I would be rather reluctant to see us get into
mandating particular prices. . :

Chsairman Proxmire. Well, that is a departure from what you
gentlemen, when you were on the council, the way you operated. I
think there is sufficient sentiment in the Congress now for the Presi-
dent to be given that. We have given it to him in the act he is acting
under to freeze prices; we have given him enough authority to do that
now, simply a question of extending a law that is on'the books.
But you feel it should probably not be extended to the extent that
would give him the authority to actually roll back prices and wages?

Mr. ToBin.: Well, I am not saying you should not extend the author-
ity under which the President has acted. o ‘ S

- Chairman ProxmIre. Because it gives him the authority to roll
back prices to the price on May 27, 1970, doesn’t it? He didn’t use
that; we didn’t expect him to but it gives him authority to do that.

Well, gentlemen, I want to thank you very, very much. This has
been a most interesting panel. We have had a very good variety and
lots of initiative and originality, I think, in the suggestions. You have
been most helpful in making a record. ' . ' : :

The committee will reconvene on Monday to hear former Associate
Justice of the U.S. Supreme Court and former Secretary of Labor
Arthur Goldberg and Arthur Miller, professor-of law, George Wash-
ington University, on the issue of the President’s new economic
program. ‘ : : : L

(Whereupon, at 12:20 p.m., the committee was adjourned, to
reconvene at 10 a.m., Monday, September 13, 1971.) -

v



THE PRESIDENT'S NEW ECONOMIC PROGRAM

MONDAY, SEPTEMBER 13, 1971

ConcrEss oF THE UNITED STATES,
Joint Economic  COMMITTEE,
Washington, D.C.

The committee met, pursuant to recess, at 10:10 a.m., in room 1202,
New Senate Office Building, Hon. William Proxmire (chairman of the
committee) presiding.

" Present: Senators Proxmire and Fulbright.

Also present: John R. Stark, execufive director; Loughlin F.
McHugh, senior economist; John R. Karlik, Richard F. Kaufman,
and Courtenay M. Slater, economists; Lucy A. Falcone, research
economist; and Walter B. Laessig, economist for the minority.

OPENING STATEMENT OF CHAIRMAN PROXMIRE

Chairman Proxmire. The committee will come to order.

Now that the dust created by President Nixon’s blockbuster an-
nouncement of a new economic program is beginning to settle, the
nature of the problems Congress will have to deal with is becoming
clear. High on the list of priorities, now as before, is unemployment.

Unfortunately, what this administration is finding out is that it is
-relatively easy to get the unemployment rate to go up, but it is hard
to get.it down. For two and a half years we had an economic policy
which depended in large part on increased unemployment. The an-
nouncement of the NEP effectively declared the old policy bankrupt.

The question now is whether the new policy has enough in it for
~ the workingman. In my judgment it does not. The administration is

shooting for 500,000 new jobs. It is highly questionable whether the
administration’s program will achieve that goal. I doubt very much
if it can demonstrate that we will get- 500,000 new jobs out of this
program. But even.if it does it will represent a shortfall against the
real needs of the Nation. We need several million new jobs.

There is another set of issues that have not yet been adequately
discussed. What does the law and the constitution require when an
economic system is drastically modified? :

- Preyious witnesses have referred to World War II and the Korean
war when wages and prices were fixed and other economic controls
were put into effect..One of the great differences that distinguishes
the present situation, however, is the fact that we are not now faced
with the emergency conditions that prevailed in the two earlier war-
time periods. The administration claims that it has successfully
managed the transition from a wartime to a peacetime ,economy. How.
is it possible then, under the constitution, that wartime controls can
be imposed on a peacetime economy? . .

(411)
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Of perhaps greater concern is the problem that is now presented to
Congress. If legislation is required to maintain some kind of stabiliza-
tion policy, what form should that legislation take? Should the Eco-
nomic Stabilization Act of 1970, which the President acted under on
August 14, be extended, changed in any way, or allowed to expire?
It does expire, as I understand it, on April 30.-

Should we legislate a purely voluntary system of wage-price guide-
lines, or should we have some mandatory authority to back them up?
If mandatory authority is given to the President how should it be
qualified so that it may not be abused? If a wage-price stabilization
board is established how should it be composed and who should do the
appointing? What powers should be retained by Congress?

We are very fortunate to have before us this morning two distin-
guished experts eminently qualified to answer the kinds of questions I
have raised. '

Arthur J. Goldberg has been general counsel for several national
labor unions, was President Kennedy’s first Secretary of Labor, served
on the Supreme Court, and wasthe U. S. Ambassador to the U.N.

I don’t know of anybody in America who has had a more extensive
and more comprehensive and more expert experience in the fields that
bear on our question than the distinguished witness that we have here
this morning. '

Following Mr. Goldberg’s testimony we will hear from Arthur S.
Miller, professor of law at George Washington University Law School,
a nationally known constitutional law scholar. '

Mr. Goldberg, go right ahead.

STATEMENT OF ARTHUR J. GOLDBERG, FORMER ASSOCIATE JUS-
TICE, U.S. SUPREME COURT, AND FORMER SECRETARY OF
LABOR :

Mr. GoLpBERG. I am glad to respond to the invitation of the com-
mittee to express my views on the economic policy of the administra-
tion as recently announced by the President, as well as the other issues
that you have mentioned in your opening statement. '

At the outset, I wish to commend this committee for the great service
it is performing in exploring this subject which is of paramount con-
cern to the country. It is of transcedant importance that Congress
play an active part in the formulation of our economic policy. This
committee in exploring the relevant factors is performing a role essen-
tial to our democratic process. ‘

Our country is in a state of economic crisis. Crisis is sometimes an
extravagant and overused wo.d, but nothing less will fit our present
situation. Indeed, that we are in such a crisis is apparent, not only from.
President Nixon’s newly announced economic policy, but also from
all of the current economic indicators.

I do not propose to review past history and to apportion blame for
what has occurred, although it is not inappropriate for Congress, press
commentators and an informed citizenry to do so. If we do not learn
from the mistakes of the past, we are bound to repeat them. My pri-
mary interest today is to look ahead rather than backward. )

In commenting on the President’s new economic policy, I believe it
important to emphasize that what is called for is neither self-congrat-
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ulations by administration spokesmen on the belated economic turn-
around or politically motivated criticism of the President’s proposals.

The situation is far too serious for this. I want to emphasize that.
This committee and a few others have been saying that we are in a-
crisis situation but I don’t think this is sufficiently recognized. The
dimensions of the crisis are very great indeed. What is desperately
needed is a bipartisan approach seeking soluticns to our profound
economic problems. :

One does not have to be an economist to define the dimensions of
our economic crisis. It can be stated very simply. We are suffering both
from intolerable inflation and intolerable levels of unemployment.

I do not recall, in my own experience, any similar situation. When
I took office as Secretary of Labor, unemployment was in the neighbor-
hood of 7 percent. But it was not accompanied by galloping inflation.

We have also experienced periods of undue infiation but these, as I
recall, were not accompanied by widespread unemployment. Now we
have both and we are living, therefore, in the worst of all possible
worlds: Galloping inflation and widepsread unemployment.

Looking to the future, the question recurs: What steps should be
taken to restore our national economic health?

- I welcome the fact that the President has determined to abandon
his unsuccessful economic game plan and to proceed with a new policy.
It is, of course, long over due but it is still not too late to put our house
in order. - _ :

The President stated the other day that he did not intend to renew
the 90-day wage-price freeze announced in the middle of August. This
means that the freeze will end on November 13 and that about 60 days
remain to formulate a comprehensive incomes policy to cope with the
situation. : ~ : :

If such a policy is to be formulated and to be acceptable to the
people, it must necessarily involve the participation of Congress and
labor and management. :

With respect to Congress, I strongly urge that our future incomes
program in all of its aspects—wage, price and profit stabilization, tax
proposals to stimulate expansion and measures dealing with trade,
fiscal and monetary policy—be the product of properly enacted laws

“enacted by Congress. I urge this for two reasons: First, to eliminate
all legal doubts and chal%enges concerning the validity of such a
program and second, because Congress, as the elected representatives
of the people, must and should fully participate so that our future
program will be generally acceptable and well conceived. We must
constantly remind ourselves that under our Constitution we depend
upon the consent of the governed. Such consent, under our Constitu-
tion, is best reflected by appropriate Congressional action rather than
based solely on Executive action. .

In this connection, I should like to point out that recent polls
demonstrate that the people, as is often the case, are ahead of their
leaders and are prepared to support strong and effective measures
which will deal with the problems that afflict our citizenry—unem-
ployment and inflation.

1 trust, therefore, that our incomes policy will be developed by both
private and public dialogue followed by precise legislation. This can
scarcely be the case of the very short law which Congress has already
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passed and upon which the administration is relying in connection with
the wage and price freeze,-title II of the act which is ‘entitled “The
Economic -Stabilization Act of- 1970,” Public Law 91-379, which be-
came effective on August 15, 1970. This is a very general grant of
authority by the Congress. If I remember correctly, Mr. Chairman,
this law was not particularly welcomed by the administration. It was.
Congress that gave the President the authority to do what he is-doing.

Chairman ProxMIRE. Yes; as I recall, I introduced the basic bill in
the Senate but then the House modified that bill and put in the section
to which you refer. We went to conference and it was a fairly brief
conference on it and it was almost a make-believe kind of situation be-
cause frankly nobody expected that section to be used. The President,
as you say, didn’t want it. He said he wouldn’t use it if we passed it.
It was put through on the basis we were making some kind of record as
being against inflation and putting the President on the spot, and 1
think that it is very proper to criticize that legislation in that light and
to suggest that we can do a lot better in providing a better framework. -

Mr. GoLpBERG. I agree with that very much, Mr. Chairman, and 1
have an observation to make about it. It is a double observation. First,
it will expire on April 30. I do not conceive that our ecohomic problems.
which have precipitated the turnaround by the administration will be-
solved in this short period of time. I do not believe, however, that this.
law is subject to constitutional attack, and I shall say why in a moment. -

Nevertheless, faced with a crisis of this situation and in light of what
you have described took place in Congress, it is far better that the
whole eeconomic program of the administration be formulated with
much greater precision and considered by the appropriate congressional
committees. : ' :

When I said that I did not conceive that constitutional attacks on
this legislation will prevail, I-don’t want to prejudice any lawsuits that
are pending so I shall be rather academic and without reference to the

. issues raised in the lawsuits. But the basic constitutional issue involves
a great piece of American history. '

In the 1930’s the Supreme Court of that day invalidated a great deal -
of congressional legislation on two grounds. One ground was that legis-
lation dealing with the economy impaired the validity of contracts and
violated due process, and the second ground as illustrated by the
famous “‘sick chicken’’ case, the Sheckter case under the NRA, on the
ground that there was undue delegation of power to the Executive by
Congress. ST

It has seemed to me that the Supreme Court now has laid to rest
both arguments. In Ferguson v. Skrupa, 372 U.S. 726, at page 730,
decided in 1963, the Court, in a unanimous opinion, said: E

We have returned to the original constitutional proposition that courts do not
substitute their social 'and economic beliefs for the judgment of legislative bodies
who are elected to pass laws. . : :

I would hope that we would not return to the situation in the 1930’s
where the courts arrogated to themselves the final determination -of
deciding what was good or what was bad for our economy. And having
said that, that does not mean that I do not believe in very precise
legislation. o :

As you have .indicated, Mr. Chairman, the administration was
opposed to this law, didn’t participaté with Congress in formulating
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it, and I don’t think that many people in public or private life con-
ceived the whole dimensions of the problems we have today. To
establish my credentials rather than in the spirit of “I told you so,” in
1966 I told President Johnson and the Cabinet that we could not
fight & major war, and that was what we were fighting, without having
controls over the economy. I repeated that when I left the Government
in 1968, in an internationally syndicated newspaper series. But more
importantly it all adds up to this: That if we are to have a compre-
hensive incomes program it ought to be the product of congressional
consideration as well as executive action. It is imperative that
such a program be generally acceptable. Acceptability is better as-
sured by congressional action rather than by unilateral executive
action based upon a very general statute which in any event will
expire shortly.

The reaction to the administration’s unilateral action in imposing
the accelerated depreciation allowance under very vague language
corroborates my views in this regard. It would have been far better,
it seems to me, had the administration invoked congressional approval
or disapproval of this action. There would have been hearings and
there would have been a determination of whether or not this action
was appropriate and desirable. .

The President’s proposals to deal with the present situation fall
into two essential categories: One, price and wages; and two, tax,
trade, fiscal, and monetary policies.

I shall deal with each of these in turn.

With respect to prices and wages, it seems clear to me that the
90-day freeze will have to be replaced, if it is to have the intended
effect, by a comprehensive wage and price stabilization program. It is
now stated by the administration that we are only in phase 1. I would
have welcomed that statement right at the outset. Had it been stated
in those terms at the outset some of the opposition which developed
might well have been .dissipated and if we need anything in the
country today we need agreement rather than opposition in light of
the serious situation we are in. .

Now, what should this wage and price stabilization program in-
clude? Many suggestions have been made. I read with great interest
a newspaper article the other day by one of the great authorities,
ambassador Chester Bowles, in which he indicated that perhaps we
might use selective controls limited to large companies which operate
in the administered price area. I don’t think this suggestion is very .
practical and I disagree with my great friend, Chester Bowles, in this

reg\s/iird. ) _
Medium-sized and smaller companies compete with our larger com-
panies, more or less effectively, and patchwork controls will result in a
chaotic labor and price situation which will not be tolerated. We
cannot very well impose price and wage controls on a segment of the
steel industry because there are many small companies that operate
and if they are uncontrolled and the giants are, it won’t work. In
Pittsburgh, for example, where there are many large and small com-
panies, workers will simply not tolerate the spectacle of discrimination
against workers employed by the large companies. Selective controls
simply will not WOI‘E.. ,

In the auto industry, for example, there are many parts manufac-
turers organized by the same union. If restraints were imposed only

67-103—71—pt. 3—4
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on the larger automobile companies, parts manufacturers being exempt,
the workers again represented by the same union, it would be an
impossible situation. Very often these companies are across the same
street and this would create a considerable amount of chaos.

Chairman ProxmIRE. Are you saying, Mr. Goldberg, that we have
to have comprehensive across-the-board complete controls on every
firm? Are you saying that within particular industries you havé to
have that kind of control? ' :

Mr. GoLpBERG. We might exempt some industries. Take, for exam-
ple, the textile industry, which is an industry where wages are low and
prices are not high because of competition. We might very well say
that it is a marginal industry and that there is no occasion for imposing
controls unless the situation gets out of hand. I would believe appro-
priate legislation would see to it that the tools are available to impose
it throughout the economy and then under standards prescribed by
Congress there might be some “play in the joints” with respect to
some industries. '

It is very difficult to impose controls over a basic manufacturing
industry and not impose controls over fabricators. Again the industry
scene vitiates that. Fabricators are very often, organized by the same
union and patterns have been established and we will have extreme
labor unrest if fabricating industries enjoy exemption from controls
and manufacturing, the basic industry, does not. I think we have to be-
very careful in this area because of the complexity of the American
industrial scene. ‘ '

Chairman Proxumire. How large a bureaucracy would this take?

Mr. GoLpBERG. I am going to come to that in a moment if I might.

True, none of us likes controls. But it is better by far that we have
full employment and controls than high levels of unemployment and
inflation. None of us likes the creation of a new bureaucracy. But it is
better to have a bureaucracy than an incomes program administered
by a skeleton staff inadequate for such a formidable task. I trust that
the remaining days of the 90-day respite will be utilized to set up an
adequate administrative machinery to administer a well conceived
incomes policy. .

Now I deal with the question you asked, how large a ‘bureaucracy
should we have; what should be the administrative machinery? I
believe Congress should decide this important question in cooperation
with the administration. It also requires the cooperation. as T said
" earlier, of labor and management. ‘

It seems clear that if there is to be a stabilization program, which
is desperately needed, we simply must have the cooperation of labor
and management. I welcome the fact that the President is now
proceeding with consultations with labor and business and, indeed,
express the conviction that had such consultations preceded the
freeze it would not have encountered the opposition that has occurred.

Labor and management should not only be consulted but should be
invited to participate in the administration of an incomes stabilization
program as well as sharing the responsibility accompanying such a
diffcult undertaking. Here we would be well advised to follow the
precedents established by the War Labor Board of World War IT and
the Wage Stabilization Board of the Korean war. A tripartite agency
of labor, management, and public representatives will be far more
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acceptable than a council of administration officials. If I may be
permitted an observation, I recall when we used to criticize President
De Gaulle as having the most certralized government in the world. I
believe that our Government is in danger of becoming the most
centralized government in the world. There is so much authority now
invested in the President or asserted by the President that even the
de Gaulle regime pales by comparison with the authority which the
President exercises without supervision by Congress, the elected
representatives of the people, and this is true in many areas not only
this one in foreign policy as well as domestic policy. It is time that our
Clonstitution be adhered to for our Constitution did not contemplate
this. :

The board or agency, whatever its name, will have to be furnished
with standards to administer. Again I reiterate, the present legislation
passed by the Congress, uninvited by the administration, doesn’t pro-
vide appropriate standards. I conceive that the standards should be
stabilization of prices at levels not to exceed the present ones, subject
to inequity adjustments, and wage increases linked with productivity
growth, again, subject to inequity adjustments. Perhaps I should state
what I'mean by “inequity adjustments.” It is unseeming, if one company
or union has beat the deadline—either the freeze or the stabilization
machinery which will be established—that its competitors or similarly
situated workers be straitjacketed. The sense of fairness of the
American people will not permit this.

Now, it is a fact of economic life that wage increases based on
productivity do not warrant price increases except for exceptional
instances. 1 might cite an example of what an exception is. If, for
example, there is an industry where the wage increase is not the
predominant factor but material costs are the predominant factor,
obviously that has to be taken into account; if the raw materials
have increased in price to a point where the employer cannot operate
at a profit or conversely, if there is a labor union which is suffering
from substandard conditions, the same thing will be true. And also
. if prices are not stabilized, cost-of-living adjustments will have to be
permitted to prevent an erosion in living standards.

There will have to be some play in the joints. But during the War
Labor Board period of World War IT and the wage stabilization period
of the Korean war, despite inequity adjustments, prices and wages
were kept in reasonable line.

Now, under the existing legislation, as I recall it, under the Eco-
nomic Stabilization Act, prices, rents, wages, and salaries are subject
to control, although the act will expire on April 30.

Interest is subject to control under the Credit Control Act. Profits
and dividends are not subject to any control under any legislation as
far as I know.

Now, it is true that at the present moment profit levels do not call
for an excess profits tax, but any legislation should contain provisions
that permit the administering agency to impose controls over profits
and dividends in the interest of elementary fairness. If the American
people are to be called upon to sacrifice in the interest of stability,
there must be an equality of sacrifice.

Now, Mr. Chairman, you mentioned in your opening statement
something I would like to comment on.
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It is said that a stabilization program of wages and prices and profits
is not workable in a time of peace. My answer to this is that we are
not in a time of peace; we still have a tragic war going on with con-
siderable outlays of Government funds, widespread troop deployments.
elsewhere and a defense budget of great magnitude. All of these are
scarcely to be comported with a “peacetime’” economy. I again
reiterate my conviction that the American people will support a fair
and balanced incomes program as they did in World War IT and I
believe the polls indicate this. I

In my own experience, when I represented the labor movement, I
was told time and time again by workers that if prices were kept in
line they would be satisfied with much more moderate wage increases.
than they were negotiating for. And I think this is a simple fact of
life. Because wage increases, as the economic indicators show, however-
large, cannot keep up with inflation. And the American worker is a
sensible man, and if he isn’t his wife is, and he knows the diminution:
in the real value of what he is getting and his very primary concern
is doublefold: One, to keep inflation in line, in which event there will
be restraint in extravagant wage demands, and the second, full
employment, fear of layoffs. )

Now, there seems general agreement that it would not be appro-
priate at this stage to exact a no-strike pledge on the part of labor. If
this be the case, then the Government’s labor agencies—that is, the
Departmernit of Labor, the Federal Mediation Service, and, if neces-
sary, the White House itself—will have to become more actively
engaged in dispute settlement if we are not to be engulfed in strikes
against the stabilization program. -

Activism is essential to bring home to both leadership and to the -
rank and file the seriousness of the situation and the necessity for
cooperation in”the public interest. Cliches about the freedom of
collective bargaining must yield to the hard realities of the
co?.sequences which have flowed from an overly nonintervention

olicy. '
P You and Senator Fulbright know I was not exactly a proponent of .

the Taft-Hartley Act when I represented the labor movement, but -

when I became Secretary of Labor we had a law on the books, it
became my obligation to enforce it.

I have just returned from a trip to San Francisco. The docks are
closed on the west coast. We simply cannot afford that with the state
of the economy being what it is. I think the administration should
have invoked the statute. That seems very strange coming from me,
but we are in an economic crisis. The courts have said that the statute
encompasses our. economic health when it refers to national health
and safety, and I think this is a very poor period for protracted strikes
which make our economy sicker than it is. .

I now turn to the tax, fiscal, and monetary aspects of the President’s
program. Here, too, the participation of Congress is essential.. Our
Constitution contemplates that Congress maintain tight control over
tax and monetary policies. In fact under our Constitution the primary
role in the first instance is given to Congress. The spirit of our
Constitution, giving Congress primary responsibility over our national
purse—I could add over the sword as well—must be complied with if
we are to obtain support for the incomes program that must follow
the expiration of the 90-day freeze.
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With respect to the monetary, trade, fiscal, and tax aspects of the
administration’s program, it seems to me that, at the earliest possible
moment, the situation with respect to the dollar and the surcharge on
imports must be clarified. We cannot both devalue the dollar, request
our trading partners realistically to adjust currently stronger currencies
and, at the same time impose a surcharge on imports-and give tax
relief to our exports without creating both political and economic
hardship for our foreign trading partners: ‘
It seems to me that the best approach would be, as soon as may be,
frankly to acknowledge that the dollar is being devalued—the words
“floating the dollar” are abstract words. It may have meaning to
experts but even they are confused by what we mean by that. We
should, in consultation with other countries, define the limits of
devaluation and negotiate agreements concerning readjustments of
their currencies. :
Mr. Chairmsan, one does not have to be an experienced diplomat
to know that there is considerable resentment among other countries
about the unilaterial manner in which we have proceeded in this
area. I simply do not understand why it was not possible for appro-
priate diplomatic consultations to take place where the interests of
other countries are very much involved in what we are doing. Now,
we in times past have taken strong objection when other countiies
have proceeded unilaterally in this important area. I read in the
papers, and 1 think it is true, that friends ard allies, like Canada,
which I think is our first exporting country, and Japan, which perhaps
is the second, were caught by surprise by our unilateral action. We
cannot engage in such actions without breeding retaliatory measures
and also suffer political consequences which can be very disastrous
to our country. Because we are a great and large country, we must
particularly avoid the ¢oncept that we can do it alone. We cannot
do it alone.-We live in one world. : ‘ :

- There is an additional consideration that disturbs me very much.

We face the additional danger of reviving the tariff route to protect
domestic production. This has superficial appeal to segments of labor

. and management, but resort to the tariff route in our national history
has proved to be disastrous in terms of our own domestic economy.
As T have indicated and as I have read in the paper today, retaliatory
measures are not only open to other countries but are beicg considered
by them. Furthermore, we are parties to a treaty, the GATT treaty,
and I read with great dismay that all of the countries that are involved
in the current GATT discussions feel we have violated the treaty and
the United States is the sole country which has tsken the position we
have not. Treaties confirmed by the Senate of the United States are
solemn commitments and they ought to be adhered to. :
There is a basic economic factor of life which I thought we learned
after the McKinley tariffs brought us a depression. We simply cannot
sell abroad if we do not buy from abroad. And there are other measures
which it seems to me can more appropriately deal with the situation.
It should be made explicit, and this would help our diplomatic rela-
tions with other countries, that the surcharge on imports is a tempo-
rary one pending agreement on readjustment of currencies.
. With respect to the domestic tax proposals of the President’s
economic policy, I am strongly of the view that they require revision
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by Congress, again in the interests of fairness and equity. If we are
to move toward full employment, we must make sure that appropriate
tax relief is granted to workers and consumers as well as to business.
The administiation’s proposals seem to be too heavily weighted in
favor of business and against workers and consumers.

Additionally, I believe that this is the least appropriate time to
delay much needed welfare reforms and financial assistance to our
cities and States which have exhausted their own potential to raise
revenue to meet pressing social needs:

I am not in complete agreement with the entire administration
programs with respect to welfare reform and revenue sharing—this is
a different subject—but they are steps in the right direction, and
with congressional help, measures in this area can be perfected to
provide help which is urgently required.

Concerning the proposal for tax incentives to business to modernize
plants and equipment, I have this to say. I think it is of the utmost
importance that our plants, factories, and mines be equipped with
the best that our technology can offer and have no objection in principle
to tax incentives designed to this end. But I do feel that pyramiding
tax incentives on top of accelerated depreciation allowances ordered
by the administration under a dubious congressional mandate are
unwarranted. Here I emphasize again it would have been far better
In my opinion to go back to Congress so that Congress could determine
as representatives of the people whether the accelerated amortization
was encompassed in the vague congressional mandate upon which the -
President is relying. In any event one or the other of these tax benefits
should do the job; both are not required. ‘

We must have economic expansion if unemployment is to be checked
and full employment restored. But this presents great difficulties. As I
said at the outset, we must avoid inflation and try to achieve full
employment and generally the measures designed for this run in
opposite directions. To achieve the objective requires a double-
barreled approach: one, measures to increase purchasing power, but
in order to prevent inflation control over wages and prices, interest,
and if necessary, profits and dividends. I cannot conceive how it can
work otherwise in order to achieve the twin goal of restoring full
employment and controlling inflation as well. = :

I conclude by reiterating: 60 days is a very short time to shape a
comprehensive incomes program, but we simply cannot afford to
proceed in this situation with all deliberate speed. There already has
been too much deliberation and not enough speed in putting our
economy right.

I thank you. .

Chairman Proxmire. Thank you very much for an excellent and
most stimulating presentation. We have had a number of distinguished
witnesses. But you put the most emphasis on the crisis situation we
are confronted with and indeed many of your recommendations flow
from the fact this is a crisis, and, therefore, Congress must- act, and
act in a more comprehensive way than some of the other witnesses
have recommended. ‘

Now you have referred to the economic indicators as part.of ‘your
justification for this. Will you spell out a little more clearly. precisely
why you think we are in a situation of such a crisis that we have to
act.the way that you would recommend?
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Mr. GoLpBERG. The economy indicators show several things. Our
productivity is the lowest of all of the countries of any major economic
significance. I believe that the most recent, you wiﬁ7 correct me, you
and Senator Fulbright have gone over this giound, but I believe we
are below 3 percent in our productivity increase while other countries
range from 4 to 12 percent in their productivity rate. You simply
cannot have an expansion economy with productivity that low.

Chairman Proxmire. The productivity measure depends upon the
period you take?

Mr. GoLpBERG. Yes, sir.

Chairman ProxMIRE. You are absolutely right. In the 1970 period
when I guess we had negative productivity, we didn’t have any in-
crease at all. More recently there has been more encouraging

Mr. GoLpBERG. A little increase. Our productivity figure, of course,
reflects upon the growth of our na.tiona})product. That is advancing
much below even the administration estimates. The consequences
of that are readily apparent. Tax revenues to the Government which
are desperately needed to fill social needs which cannot be delayed
have fallen below estimates.

I saw a statement made that the administration has probably
overestimated the receipt of revenues by as much as 15 percent.
The wholesale price index is still rising in a measure which later will
be reflected in retail prices at inordinate rates. The general retail
cost of living is going up at a rate beyond 4 percent a year. Unemploy-
ment is 6.1 percent, which I think from my experience as Secretary
of Labor is an underestimate of our actual unemployment situstion.

We measure unemployment in our country as against those seeking
jobs but we all know g‘om our experience as fathers, grandfathers,
that young people, many of them, and some adults as well, have
simply given up in this area and they are not in the job market, and
if they are not in the job market their unemployment is not added.

I witnessed a personal evidence of this the other day in Warrenton,
Va., where I have a little farm. I heard a conversation. There was a
young man out of school and as I was waiting to do some shopping
he was asked by a neighbor, “Are you working?” and he said, “No.”
‘““Are you looking for work?”’ “What is the use?’ He is, therefore not
included in the unemployment figure.,

The weakness of the dollar is a most significant economic indicator.
The imbalance in our trade requires very strong congressional scrutiny
and here Senator Fulbright has been attempting to concentrate on
what aid is essential as well as you yourself.

I was astonished to see a figure which, if I understand correctly, is
$12 billion on an annual basis in our balance of payments. I myself
had thought it was in the $2 or $3 million range.

Chairman Proxmire. $12 billion.

Senator FuLBrigHT. $12 billion in what?

Chairman Proxmire. Balance of payments.

Mr. GoLpDBERG. Yes, sir.

Chairman ProxMmire. The annual rate is well over $20 billion,
isn’t it? It is over $20 billion. I will check with the staff here. I think
that is correct. It is $23 billion, I- think; $23 billion adverse balance
of payments at an annual rate based on the first 6 months of this year—
on the basis of the last quarter.
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Mr. GorpsEra. The last quarter. That would be annualized.

Chairman Proxmire. Annualizing the last quarter.

Mr. GoLpBERG. This enormous deficit which is .
. Chairman Proxmire. And the trade balance, as you indicate, if
1t continues on the same path for the rest of the year will be adverse
for the first time since 1893. :

Mr. GoLpBerG. We always had—whatever our problems were—we
always had, as I recall it, a favorable trade balance on exports versus
imports. . ' :

Chairman Proxmirge. Right. » . , ‘

Mr, GorpsERa.. But it links up with what Congress has been trying
to point out, and with all respect T think the time has come for the
Congress to do something about'it, let me point out, and that is
review more intensively the nature of our aid and military commit-
ments abroad. _ . o e
" Senator Mansfield’s proposal was not sufficiently” supported. The
Senator was pointing out something I think very significant and that
is we are how what, 26 years after World War I1. If is time that this
be recognized and the Washington Post articles yesterday and today
indicate the presence of American troops abroad without enough to
do is having. very bad effects upon our Military Establishment.

I am not a unilateral disarmer by any means and I don’t think our
Constitution is a suicide pact, but I do believe that the time has come
realistically to liquidate the heritage of World War II, particularly
in an age of nuclear weapons, troop carrying capacity, many things
which did not exist 26 years ago. . )

Our plants are underutilized. That accounts for our decline in
productivity. If I remember the figure correctly, we are down to
about 72 percent? , ‘

Chairman Proxmire. Something like that.

Mr. GoLpBERG. Something in that area.

Chairmzan ProxMIrE. Seventy-two to seventy-three percent.

Mr. GorpBERG. That is a very bad. economic indicator. It is an
ironical thing, Mr. Chairman and Senator Fulbright, that our de-
feated adversaries in World War II have more modern plants and
equipment and are far more productive than we are. °

Chairman Proxmire. Let me follow up by saying I think you have
documented this case for an economic crisis extraordinarily well. But
you say what we should do on the basis of this Congress has to get in
the act far more than it has and take action and spell out the kind of
program we should have in phase 2. B i '
Secretary Connally was reported in the newspapers on Sunday as
saying that he doubted that Congress would have to legislate a phase 2
program. : '

Now, suppose the executive branch doesn’t submit a phase 2 legis-
lative program, which is perfectly possible. Should Congress take the
initiative and develop a program anyway without thé recommendation
or the cooperation of the Executive?

Mr. GoLpBERG. Yes; and there are many precedents for that.

Chairman Proxmire. Is it feasible for us to do that?

Mr. GoLDBERG. Yes, sir. I recall in 1961, when I was Secretary of
Labor, and I‘say this quite candidly, the administration of which I
was a part was slow in offering legislation dealing with our manpower
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situation. There was a committee of Congress headed by Senator
Clark which developed the first comprehensive approach toward
manpower problems and then the administration acquiesced.

I think that Congress, with all respect, as I said earlier, has been
too reluctant to assert its own prerogatives in this area.

I put to you a simple fact which I think I read in Secretary  on-
nally’s statement. They are relying upon, the administration is relying
upon this general law which Congress enacted but I point out it ex-
pires shortly. : . :

Does anyone believe really, since it expires on April 30, that we can
turn this economy around and restore it to health in that short
period of time? I don’t believe so. This is a tremendous economy and
Congress will have to be consulted sooner or later. Better sooner in
.my opinion. . . : .

Chairman Proxmire. Now, Mr. Goldberg, you specify more strin-

ent goals than other witnesses have specified. .Most of them have
indicated that they would be satisfied with a 1-, 2-, or 3-percent in-
crease in the price level. You say that the standards should be stabi-
lization of prices at a level not to exceed the present ones with, as you
say, a play in the joints, which I presume would mean you would
have overall maybe.a half percent, maybe a 1-percent increase, and
.you would.confine .wage increases to increases in productivity on the
average again with adjustments for inequities. That is a more stringent
recommendation than we have gotten from. Gardner Ackley, from
Arthur Okun, from other very ab%e men whom I am sure you respect
and who have worked in. the field a great deal. .
" Do you think that kind of program.can be achieved realistically?

Mr. GoupBerG. Yes; I do and I think it.is necessary. I say again
that I think the dimensions of this crisis-have not sunk home and have
not been brought home. Part of it.is, as I have explained self-con-

ratulations by the administration ,of their turnaround and part of
it to balance the equation is due to.an unwillingness of Congress to
face up to the dimensions of the crisis: We are in a great crisis and it
is very serious and it ought to be treated as very serious. .

Now I am not saying that from now until doomsday that we need
perpetual controls but 1 am saying now and in the immediate future
we had better act and act vigorously to control inflation and combat
unemployment.. : )

Just as a matter, of interest, .to illustrate in a very simple fashion,
I was at my farm this weekend and I picked up a paperback book
published about 7 years ago. The price of it was 25 cents. You cannot
buy a paperback today that is less than $1.95. We have gone unhappily
some distance since that time. Look at the indicators which indicate
the amount of wage increases as against the wage increases of 1961,
where they were generally kept within the productivity limit. And
look what the consequences of these wage increases are. The immediate
announcement by affected industries of price increases. The steel
industry hopes to be protected by this surcharge on imports. Well,
there will be retaliation or there will be an increase in investments
abroad by our companies. This isn’t desirable from the standpoint of
employment. I know what some economists have said. Paul Samuelson,
for example, is a great economist. His theory is that we can live with
“moderate inflation’,which I think he defines to be.anything up to
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4 percent. But we ate paying the consequences of that inflation in
many ways and when it gets 4 percent it becomes 5 and 6 percent. '

What I am saying is at the present time we had better hold oiir priceé
level and I believe if we held our price level our labor people would
cooperate in a program that would generally limit wage increases to
productivity. _

Chairman Proxmire. Let me ask you one other question before 1
yield to Senator Fulbright. Much of the labor cooperation seems to
hinge on whether or not we provide a limitation on profits, and this is
very, very difficult because again the economists are just about
unanimous in agreeing that we shouldn’t do that. S Lo

If we provide a confiscation of profits you just take out of the act
the discipline over costs. The reason that the American business has
been efficient is because we have been overwhelmingly -« profit-
motivated country, economically, and you can see in military procure-
ment if you have a cost-plus operation with the profits guaranteed the
costs get out of control. So for all of these reasons, even though you
have a rather mild profit control recommendation, that is you don’t
say put it in effect now, you say put it in standby, give the President
the authority to use it. ‘ ' ’

Should we provide that authority over profits if it is basically in
principle wrong and if it is going to result in costs which are not under
control? , '

Mr. GoLpBERG. When you have ‘a stabilization program you must
not only be fair, you must have the appeararice of fairness, and we
don’t know what is going to happen. It is my view that if a program
fashioned by Congress took cognizance of the fact that'if profits went
out of line there would be authority vested to take action with respect
to it, that would make such a program more acceptable.

At the moment there is an element of unfairness. The average
worker is not an economist but he is not a fool. He says, “Well, here
I am, I am going to be restrained, and what about companies?”

The simple way to do this, it seems to me, is to say,;*Yes, we are
not unaware of this, and if companies are getting a windfall, our
legislation provides that action can be taken to prevent this.”” Sort
of a watchdog role on profits. :

I would have thought if some indication had been indicated with
respect to this in the freeze, then labor would have been more receptive
to the freeze. In fact the administration has had to react that wa
when a few companies increased their dividends. They had to caﬁ
them down even though the order they issued did not encompass
dividends.

It is precisely for this reason I say attention must be directed in
this area. '

Chairman Proxmire. Senator Fulbright. .

Senator FuLBrigHT. Well, Mr. Goldberg, it is always a great
pleasure to hear you. It is very unusual these days to have any
witness who thinks this Congress still has any part to play in our
Government. I take it as a great compliment you think the Congress
ought to have a hand in these activities. I don’t know whether you
can make that sale downtown or not, but I for one agree. I think not
only in this field but in other areas that the Congress ought to have
a hand in it and ought to do what it can, because I agree with you
about the nature of the crisis.
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When the chairman asked you if you think it is feasible to do the
things that you are advocating, my own feeling was that he meant
do you think it is politically feasible, not is it feasible if the Congress
wants to do it. :

This is the crux of the matter because I don’t believe the Congress
or the country recognizes that there is a crisis, as you describe it.

I think this administration is extremely adept in the application of
phsychological euphoria, I guess.

‘T was' particularly impressed when Mr. McCracken was here.
Instead of referring to a deficit in our balance of trade he had a very
lovely phrase. I think he referred to it as a surplus in imports. It made
the 1mpression we had another surplus that was very useful and
beneficial, and they are extremely adept at this and I honestly believe
the country thinks the war is over:

The wife of the Attorney General flatly said on television the other
day the war is over, and she said the recession or whatever you want
to call it is cured. This was on national television and, of course,
everyone has taken her now as a prophetess and I think the President
has succeeded in selling the Congress the war is over. He has taken
these measures to control the economy, he is going to Peking and
there is, therefore, no longer any problem in international affairs.
We are negotiating at SALT and there is no resaon to worry or do
anything about it. This is what I took “feasibility” to mean.

What do you say about that? Do you think it is politically feasible
when the- administration and the country as a whol. doesn’t accept
yvour view that we are in a crisis? What are you going to do about that?

Mr. Goupsere. Senator, I think the people are ahead of their
leaders. It is true they respond as you have indicated to statements
but upon sober reflection the facts of life are going to catch up.

Senator FuLBricHT. The poll shows this morning every day when
the President makes a statement his popularity goes up and every
one takes it at face value. _ »

Mr. GoupBERG. They have recognized

Sénator FuLricHT. I assume you mean the Congress ought to do
something. Do you think we have the votes to do what you propose?

Mr. GoupBERrG. I think that politically it would be to the ad-
vantage of Congress.

Senator FuLBriGHT. I agree with that. That isn’t what I asked
yvou. The Senator from Wisconsin certainly has the courage to try.
I was asking you do you really think we have the votes to put through
a program? :

Mr. GoupsErG. I don’t know, Senator. I think the votes ought to
be there. I still think the American people basically want inflation
controlled and they want jobs and they are ready to cooperate and,
by the way, I don’t think the American people believe the war is
over. We have a couple of hundred thousand men still there.

Senator FuLaricaT. Those men don’t believe it but, you know,
any time you try to tell the truth you are immediately attacked by
various people as being a prophet of gloom and doom and not having
faith in the American people and the country. This is the usual reaction
in the press and elsewhere. They simply don’t like to be told the
truth. The poor fellows in the Army—I know they know it—but
they are only 300,000 or 400,000 and their families out of 200 million.
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I don’t want to be gloomy here in saying they don’t subscribe to
your analysis. I do subscribe to it. The war is not over and it isn’t
likely to be over in the near future if we continu. what we are doing.
I come back to the matter you mentioned in passing. The conditions
that have developed in our Army are absolutely astounding. The
theory of having our Army around the world is that we are restraining
Communist expansion, yet these stories that have just come out in
the press—by Haynes Johnson and some of the best reporters I
know—tell of a really terrible situation. That together with the
stories out of Saigon and the demoralization there. We are undermining
the free enterprise system. We are undermining the stability of the
United States by our own acts. . ' R

Mr. GorpBERG. And that concerns me very much. . . |

Senator FuLsriGET. Those stories about our Army in Europe are
just absolutely awful. It is not only there-—you read thern—I don’t
want to go into them now. The one-this morinng, if you read it, is
absolutely horrible in its implications, as was the one yesterday.

Mr. GorpBERG. Yes. . . .

Senator FuLBrigHT. I think the crisis is not only the economic
crisis that this meeting is concerned with, I think it goes back to this.
That is the reason why we are in such dreadful economic condition—
the long continued extravagance with our resources and the attention
of our people and our manpower in this worldwide effort to restrain
communism, in the course of which we have undermined the strength
and integrity of the free enterprise system. That is just the way it
looks to me. , L : o

Mr. GoLpBERG. I served in the ‘armed services very proudly in
World War II and- held a commission until I was.appointed to the
Supreme Court. Then I resigned it because I found a case involving
one of the armed services and I thought it would- be a conflict of
interest. . .

By the way, my commanding officer was Senator Goldwater, since
I was assigned to his unit. But I think this: We simply as a country
have not faced up to the fact that it is 26 years after World War II,
which is perhaps a different way of saying what you have just said.
We did get into the cold war and Korea and the Russians made
plenty of mistakes which fed our own political attitudes. I was affected
by them. I am sure we all were. - : :

Chairman Proxmire. We all were. :

Mr. GoLpBERG. But we simply have not kept abreast of both. the
political developments and technological change. It -simply does not
make any sense -to me, for example, in Germany, to maintain those
forces in the amount in which we maintain them. The idea that you
negotiate mutually, sounds good. But sometimes the United States
ought to take some initiatives and just not respond. If one were to
describe our foreign policies as I witnessed it for 3 years at the U.N.,
we had a responsive foreign policy, not an initiatory one. And perhaps
the time has come for the United States as the greatest power in the
‘world to initiate some moves. It took Willy Brandt to initiate & move
and now we have followed through. He was criticized for that. I
defended that move, to liquidate the World War II heritage, and now,
of course, we are supporting that. Perhaps we should have taken the
initiative. ,
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Take Japan. You are familiar with my views since we once par-
ticipated in a discussion on this subject. I don’t see why after 26
years we maintain the primary task of defending Japan which I
believe now is what, the second most productive country in the world?
I think we ought to liquidate the consequences ol that war and why
should we bear the expense and the heritage of that? We should not
be the proponents of renewing the Defense Treaty. I can understand
the Japanese. It is cheaper that they devote 1 percent or 2 percent of
their national product to defense while we devote 9 percent of our
gross national product.

Isn't it time for the United States to reappraise this? It would be
far better to do it than to impose an import surcharge on Japan.

Senator FuLsrigHT. Well, I certainly agree with what you are
saying. I come back to the initial point. I think people are diverted
by all these dramatic changes designed to create a dramatic impact.
They keep people from concentrating upon what really needs to be
done and the only question I raise is not the substance of your recom-
mendations, I think they are very sound. I am very dubious about
getting them done, getting the Congress to participate in them. I
am afraid the Executive will simply proceed along the lines you say
and 1t is difficult to get the Congress aroused to do anything about it.
They are going to ask for $80 million for defense. Today we will have
the draft bill and right after that the military procurement bill. I shall
support efforts to cut’it and I am quite sure the Senator from Wis-
consin is going to support these efforts. But I just have to be frank
about it. It is very dubious whether we can get the votes to do it. I
hope we can. If you can convince people how serious the crisis is, it
will help us get some votes. - . I

. Thank you very much. o

Chairman Proxmire. Thank you very much. I do have more ques-
tions for you, Mr. Goldberg. We have another witness and he has been
very patient and we have a rollcall at 12 noon, from which I will -
return. : o :

Let me ask one more question..I am concerned about liow you ad-
minister the proposal you make to hold prices down when you have
such a variation in productivity in industries? It is.easy, relatively
easy to hold prices down and to make adequate profits where you have
average productivity increases. Where you don’t have that, and this
is true of many industries, you are either going to have to permit the
price to increase or you are in trouble. When you have extraordinary
profit you have to have a price roliback or you have an exploitation of
the situation. '

Mr. GouLpBERG. It is very difficult but it is total result that is
important and if you permit .variations there has to be play in the
joints. But if you come into totality, with total impact of wage in-
crease being linked with national productivity, then the total price
structure, it kind of balances out. The total price structure ought to
be stable. :

Chairman ProxMirg. Getting there and enforcing it by industry.

Mr. GoLpBERG. It is very difficult. I don’t want to again say that,
it is not easy, but I want to again emphasize we are in serious economic
trouble. What is the use of kidding anybody about it? What is the
use of saying or even implying that we are going to be out of it in 60
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days, 90 days, 120 days? It is going to take us considerable time to
turn this economy around.

Chairman Proxmire. You said in the course of your remarks, as
I recall, that the surcharge was viewed by many of our trading
partners as a clear, conspicuous violation of GATT.

Mr. GoupBErG. Yes, sir.

Chairman Proxmire. I didn’t get what your own judgment was
on this matter. .

Mr. GoLpBera. I think it was,

Chairman Proxmire. You think it was?

Mr. GorpBERG. Yes, sir. I think we entered into an agreement
which required consultation, and negotiation before imposing such
charges and I looked at the GATT treaty and I think we made a
move which at the very minimum requires consultation before we made
it. It may even require more. But at the very minimum it required
consultation and negotiation before we did it. ,

Chairman Proxmire. The other question related to Japan.which
has been such a very serious problem. Trade is so much more im portant
to our trading partners than it is to us. For a country like Japan it
is almost trade or die or trade or stagnate and the 10-percent
surcharge, the buy American aspect of the investment credit, the
insistence on a revaluation, some very substantial reevaluation on
their part, all make it very difficult for them. Do you think the
Japanese are being unnecessarily difficult in resisting these pressures?

Mr. GorpBErG. The Japanese are very difficult, stubborn negoti-
ators. In 1961, I negotiated some quota arrangements where they
were flooding our market with goods at prices they should not have
flooded them with. But we negotiated a settlement of that. My point
with respect to the Japanese is they live on trade. They perform
miracles. Take steel which they set at prices that disturb our steel
industry. They produce steel at lower prices even though they import

“everything. They have no iron ore, they have no coal, no scrap, and
all of this must be shipped to them and they must ship. Now, I
don’t think the destiny of the steel industry is going to be solved by
a surcharge. :

Now, it was true that currencies are out of line, the dollar is over-
valued, the yen is undervalued. I would much rather see after con-
sultation and negotiation a realistic readjustment of currencies as
a method of dealing with this problem than the tariff route. I am
very fearful if we go the tariff route what is going to happen to us,
and I see evidences already of what is going to happen to us, because,
as I said, we are also a trading nation and retaliation can be invoked
against us. People can fall out of jobs who are in export industries as
well as people falling out of jobs who are in industries menaced by
imports.

Senator FuLBriGHT. That is especially true in soybeans, rice, and
cotton.

Mr. GoLpBERG. Yes, sir.

Senator FULBRIGHT. 1t puts the poor farmer out of business.

Mr. GoLpBERG. Yes, sir.

Chairman ProxMIrE. And dairy products.

Mr. GOLDBERG. Yes. . :

Chairman Proxmire. Well, thank you very, very much, Mr.
Goldberg.
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Senator FuLBricHT. Thank you very much. :

Chairman ProxmiRe. Our next witness is Prof. Arthur Miller, a
distinguished and nationally known constitutional law professor
who has made lsome fascinating and significant observations on the
constitutionality of the President’s action and the legality of his
action and we would like very much to hear from you.

I should tell you we do have a rollcall coming up in half an hour.
Don’t be worried about that, 1 will come back after that.

STATEMENT OF ARTHUR §. MILLER, PROFESSOR OF LAW,
NATIONAL LAW CENTER, GEORGE WASHINGTON UNIVERSITY

Mr. MiLLER. I will try to get through these remarks. I appreciate
very much being called to testify here. _

I am going to disagree, with great deference, with former Associate
Justice Goldberg about his views of the relevance of Ferguson v.
Skrupa. We are not talking about the ultimate power of government;
we are talking about how government acts. I don’t think there is any
doubt about the ultimate power of government to act in the area;
but the type of action itself is very important. .

.The public has been bemused, even dazzled, by the way in which the
President can neatly reverse his field and change his economic game
plan. On August 15, 1971, he casually tossed overboard what had
apparently been his personal and professional .philosophy. Wage and
price freezes, plus a 10-percent surcharge on-imports and a dollar
float, were announced to a stunned world. The President, of course,
grabbed at statutory authority enacted over his will in 1970 and
renewed in 1971—the Economie Stabilization Act of 1970. Immedi-
ately, the public administration swung into action in ways more than
faintly reminiscent of F. D. R.’s famous “100 days” in 1933. A Cost
of Living Council was established and interpretations of the vague
Presidential language began to pour out. The public opinion polls
showed that & majority of Americans were.in agreement.

After the dust had settled a bit, a few—a very few—Dbegan to ask
some tough questions. Some were those of “policy.” The NEP favored
the corporations at the expense of the working class, said some. Others
complamed because they were left out of the action; the trade union
leaders are examples. The legal or constitutional questions were not
even raised, save by Governor Smith of Texas, who soon backed down;
and by four law professors at Catholic University, whose suit is still
pending in a Federal. district court in Washington. For the most
legalistic of all nations, for a people who make litigation a way of
life, and, most importantly, for the reason that the NEP poses grave
constitutional questions, this silence was indeed strange.

That silence should be shattered. The legal issues in the new econom-
ics deserve widespread public attention and debate before laws and
attitudes become .so solidified that they cannot be altered. It may
already be too late, if reported congressional reaction to President
Nixon’s address to Congress on September 9 is any indication. Accord-
ing to the Washington Post, a typical reaction to the speech was that
the President “ought to get with George Meany and work something
out.” I ask you this: Who elected Meany to public office? Or the
corporate presidents? If, indeed, postfreeze economic policy is worked
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out in conjunction with business and labor leaders, the obvious result
i§ the American version of the corporate state. Perhaps we should have
a corporate state and it may well be that we are already far down
that road—too far down to change—but if so, the American people
ought to make very sure that this is what they want. I should like to
address a few of the legal and constitutional issues raised by the NEP,
and also to suggest some possible guidelines for what is rapidly becom-
ing the critical question: What happens after the -freeze goes off?
Unless Congress wakes up, and immediately, it will find that the ball
it handed the President in the Economic Stabilization: Act is now al-
most entirély. in his possession. If so, there will be little that can be
done on the Hill except to approve, or at times to alter somewhat,
policies established by the Executive. We are alréady far down the
road to executive government ; this would:make it irretrievable.

¢

THE FOREIGN POLICIES

There can be no doubt that the 10-percent surcharge on imports
violates the General Agreement on Tarifls.and Trade. As the London
Economist put it, “The surcharge breaks almost every rule in the
agreement and the United States admits it.”” The-latter part of that
quote may not be quite accurate, although-the former is. The New
York Times for September .12 carried a dispatch from Geneva saying
that “the GATT had, with one abstention the United States, voted to
say that the surcharge violates the agreement.” I-find this an odd
position for a nation that has trumpeted the need for the rule of law
in international affairs and whose leaders—plus the pr ess—have often.
belabored other nations for breaking treaties. -

But the violation of a solemn international agreement is-of: lesser
meortance than the. fact that it signals an “‘economic fortress Amer-
ica” viewpoint: It is neoisolationism, and it comes at the very point
in history when purely national economic policies no longer are viable,
when they are being replaced -by 1arger-than-natlonal resolutions.
That is a constitutional matter of great magnitude, ‘even though it
may never be litigated. How economic policies are structured are,
under the. American form of government, a matter of the coalescerce
of several factors: economic, political, and legal.. We have reached
the brink of a reversion to the ‘‘beggar-thy-neighbor” policies of the
1930’s. Writing in 1969 the well- known economist, Cha.rles P. Klndle-
berger, said:

“The nation-state is just about through as an economic’ umt ‘General de Gaulle
is unaware of it as yet, and so are the Congress of the Unitéd Stateés and right-wing
know-nothings in all countries, Tariff policy is virtually useless * * *, Monetary

policy is in the process of being internationalized. The world is too small * * * (t0)
permit sovereigh independence of the nation-state in economlc aﬁalrs (Kmdle-
berger, Amerlcan Business Abroad, 207-208 (1969)). .. .

Kmdleberger of ‘course, is. not alone in ‘these views. They are
echoed by many others, economists, lawyers, ]ournahsts, et cetera.

- .My point, in brief, is that the 10-percent import, surcharge is not
only a violation of an international agreement, it may well denote a
reversion to a moderized form of mercantilism. That is a constltu-
tional problem that the Congress cannot safely i lgnore
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THE WAGE-PRICE FREEZE

Several important constitutional questions are visible. First is the
delegation of authority to the President. He is given a blank check to
stabilize prices, rents, wages, and salaries; he may “issue such orders
and regulations as he may deem appropriate.” “Gross inequities’”
may be adjusted. Willful violations of an order or.regulation are
punishable by fines up to $5,000; and injunctions may be obtained to
enforce them. .

That is the Economic Stabilization Act of 1970, a statute that the
President himself said when it was enacted that it “will do far more
harm than good,” a statute that Arthur Burns, head of the Federal
Reserve Board, said conferred ‘““dictatorial powers”’ on the President.
By enacting it, Congress gave away not only the ball game, but the
entire ball park. The discretion the President has is limited only by
the one provision that he canngt set wages and prices below those of
May 1970. Anything else apparently. is all right. . R

That poses the legal question of delegation of legislative power—a
separation of powers principle that has had an uneven treatment by
the Supreme Court. In spirit, the Constitution calls for general policies
to be set by Congress, with implementation left to the public adminis-
tration. Congress, that is, may delegate legislative powers, provided
that the delegation is confined by “an intelligible principle.” Courts
and others must be able to determine, as the Supreme Court said in
the leading case of Yakus v: United States (1944), whether the delegate
has exceeded his grant of power. That calls for standards in the statute
to canalize the delegated power within recognizable boundaries.

No such “intelligible principle” is in the Economic Stabilization
Act. The President may do anything that he considers “appropriate.”
That is an economic -Gulf of Tonkin resolution; it. indicates” that
Congress did not care to confine the President. No such sweeping
economic power has ever peen upheld outside of wartime. The critical
question, then, is whether the Constitution permits such a delegation.
In my judgment, based on cases decided by the Supreme Court, there
are substantial grounds for saying that it does not. There are some
scholars who maintain that the nondelegation doctrine has been a
failure. Permit me to explain my, reasons for saying that. _

Whether legislative powers could be delegated came to a peak in
1935 when the Court in two cases shot down the Blue Eagle, the
National Recovery Act, mainly on delegation grounds. Those are the
only times that the Court has ever invalidated delegations to per-
manent Federal agencies. Said Justice Cardozo in one of them, the
statute was ‘‘delegation running riot.” , : ;

Since that time, many transfers of legislative power to the bureauc-
racy have heen validated, even though the standards were vague and
nebulous, even almost nonexistent.. Lichter v. United States (1948) is
an example; renegotiation of war contracts was upheld even though
the only standard was that “excessive’” profits were to be recovered.
Congress did not define the term. As late as 1967, in United States v.
Robel, the Court swept aside a delegation argument allowing the Sec-
retary of Defense to designate certain arms plants as ‘“defense facil-
ities”’—invalidating some Government action on other grounds.

67-193—71—pt. 3 5
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Those decisions, plus others like them; run; however, only to limited
segments of the economy. They indicated what Congress wanted done
within a’ narrow part of the social structure. But in the Ecoriomic
Stabilization Act of 1970, the President can mansage the entire economy.
" Furthermore, one should read Yakus and Lichter as wartime cases.
In my judgment, the fact the Nation was in World War II had an
impact’ on_the decisions, even, though the opinions were writtén
otherwisé. But—and 'this is very importint—the Wwar powers cdnnot
be used today for economic controls. In fact, neither Congress nor the
President has sought to do so. What, ‘then, provides ‘a constitutional
basis for freezing the economy? The Best one can find is the power of
Congress, to regulate interstate commerce, a concept that has been so
expanded’ that- it can be said to ¢over about every commercial ‘or
economic transaction in the Nation. * . "~ 7/~ -] -
- That might solve the problem of ultimate power, but not that':6f
delegiation. The 1935 cases, are sfill on' the books, even though the
Court has had numerous opportimities to overrule them. That they
have not been expressly repudiated may’indicate a latent judicial
attitude of their basic merit. Prof. Louis L. Jaffe of the Harvard Law
. School has.said that the' 1935 cases prod ‘‘Congress into awareness of
its responsibility for bringing major :policy decisions into fotus.”
* Thiat Congress has not done so far. That it should do, in my judgment;

it.should ndt leave phase 2 of the NEP up to the Executive. o

What I have said so far about’the Economic Stabilization Act deals
with its general provisions. Some specific interpretations by the Cost
of Living ‘Council, in my judgment, are at least questionable and
probably -invalid. The orders cohcerning contracts. entered into’prior
to'Aiigust 14 for salary increases t6 comeé ‘after that date obviously
abrogate existing contriict rights. No case .to my knowledge permits
the Federal Government so to alter the obligation of a contract.
Under the fifth amendment, no property ¢an be taken without due
process of law -and just compensatipn must be” paid for property
-expropristed by ‘the’ Government. The freeze confiscates without
compensation contract rights existing before August 14. According to
the September 10 New York Times, the Council admitted as much
regarding corporation dividends, but they have not as yet applied that
notion to wage contracts. Why ‘the difference in treatment? There is
none in principle. B S 3

The Government, so I understard, relies on El Paso v. Simmons
(1965) for its authority to do this. The decision is not even remotely
on point, although there is language in it about the power of govern-
ment to alter contract obligations. The controlling case is still Blaisdell
v. Home Building and Loan Association (1934),-in which Minnesota’s
mortgage moratorium law was upheld, the Court saying that contracts
were not impaired but that creditors’ remedies were merely changed.
Again, the war powers cannot be used. As Chief: Justice Warren said
in the Robel case: : 4 R C

* % % the phrase “war power’ cannot be"invoked as_la‘,talismanic incantation
to support any exercise of congressional power which can be brought within its
ambit.- “Even the war power does not remove: constitutional limitations safe-
guarding essential liberties.”> -« .- .~ o ' .

As for State employees,-Governor Smith ‘of Texas may well hdve
been on sound legal ground when he challenged the power of the
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Federal Government - to deny raises to Texas schoolteachers. Smith
backed off, to be sure, but if federalism means anything, it mesns that
the Federal Government canuot regulate all State activites. Some
cases, for example, Maryland w. Wirtz, Llave applied Federal statutes——
in that case, the Fair Labor Standards Act—to State employees. But
when one takes the federalism' principle and adds it to the contract
principle, -then I think it wholly. -clear. that schoolteachers in, say,
South Carolina and Georgia and elsewhere - are entitled to their
minuscule in-step’ raises.. 'lo deny t;hem' that is petty as well as
unconstitutional. = i CIR RN TR

Two due process mgmnents can be made. aboub the orders of the
Cost of Living Council: (&) They tend to be ambiguous and conflicting,
and are given dlﬂereat interpretations in different parts of the country.
That means, since this is & criminal statute in that criminal sanctions
can apply, that the orders may well:be “vdid for vagueness.”” A person
often cannot know in advance whether his condiict is or-is not pro-
hibited." What we have hereis a classic case of the grand pronounce-
ment followed by complete confusion at.the working level: (b) Orders
are-issued in a summary fashion, without giving notice and an- oppor~
tunity -to-be heard before issuance. That can be said to violate pro-
cedural due process of law.:It also appears to violate the requirements
of section 4 of the Admiiistrative: Proecedure Act of 1946. I.do not
argue that a full dress, trial-type hearing should be-held before an
order is released. But: burely some orderly procedure should be- tol-
lowed——not government by decree, a%\\\ e now. ha\ e 1.

NEXT STEPS

I'have spoken thus far only about, phase’ 1 of the NEP. Of probable
greater importance is phase 2. Where do.we go now? Is the field to be
reversed again? 