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PRICE AND WAGE CONTROL: AN EVALUATION OF
CURRENT POLICIES

MONDAY, NOVEMBER 13, 1972

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

The committee met, pursuant to notice, at 9:30 a.m., in room 1202,
Dirksen Senate Office Building, Hon. William Proxmire (chairman
of the committee) presiding.

Present: Senators Proxmire and Javits; and Representative Conable.

Also present: Loughlin F. McHugh, senior economist; Courtenay
M. Slater, economist; Walter B. Laessig, minority counsel; and
Leslie J. Bander, minority economist.

OPENING STATEMENT OF CHAIRMAN PROXMIRE

Chairman Proxmire. The committee will come to order.

Today the Joint Economic Committee begins 3 days of hearings
on the present and prospective future of wage-price controls, or more
generally, incomes policy. Today is the first anniversary of phase II
of the President’s control program, and hence it is particularly appro-
priate that we take this occasion to review its current status, its
accomplishments, and its failures.

This is all the more necessary because the legislation under which
the control operates will, if not renewed, expire on April 30 of next
year. There will undoubtedly be review by the legislative committees
of Congress of legislation which may be needed to cope with the
inflation problem following April 30. This committee has general
oversight of economic policies needed to meet the Nation’s require-
ments for sustained strong noninflationary economic growth under
equitable conditions. We expect to develop in these hearings a record
which will provide the Members of Congress with the necessary
factual information and insights so that the Congress will be able to
come up with its own independent appraisal of control needs in the
period ahead.

I believe it is generally agreed that a free enterprise system with
output, prices, wages and other incomes determined by competitive
market forces of supply and demand provides by far the most efficient
mechanism for the production and distribution of resources.

Obviously such a system must be buttressed to assure that equity
is maintained where free market forces are inhibited either by monop-
olies of labor, business, and capital or inadequate market power of
the disadvantaged.

(1)
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Given the inherent advantages of the free market, it is imperative

that we move as quickly as possible to dismantle such control apparatus
as presently exists.
I say as quickly as possible. Of course, the question is what is
possible, and why. However, there are severa) disturbing facts of life
which we have experienced in the past 15 months of controls. One
would imagine that we could have achieved a better approximation to
adequate economic performance with controls. It should have been
possible to reduce the very high unemployment of human and other
resources while containing the excessive inflation which has plagued the
economy for the last several years. Somehow we have failed so far—
unemployment is far too high today, and most of us will agree that
inflation is still very serious.

As I see the broad alternatives before us on the wage-price front, we
choose among one of these four lines of action:

1. A return to no controls;

2. Controls as we now have them, but tightened up with
improved enforcement;

3. Mandatory controls on big business and major unions; and

4. Voluntary guidelines applied to major businesses and unions,
but with legal sanctions provided to assure compliance.

We hope that the testimony of our witnesses in the next 3 days
will aid us in making the correct choice. I might add that this com-
mittee has also undertaken to develop additional pertinent informa-
tion in the form of written submissions by a number of outside experts
on _various specific aspects of wage-price controls.

Incidentally, Judge Boldt, I commend to you the papers by Professor
Pierson and by Mr. Ciccone, both of which'deal particularly with your
responsibility, and do so, I think, in a highly competent and fair way.

" he other papers are directed more at the price side than the wage
side.

Much of this material is now available in rough draft, and I shall see
that the witnesses obtain copies of these analyses so that they may give
us their review of the material. These analyses will be published as
soon as possible.!

Our first witness today is Judge George Boldt, Chairman of the Pay
Board. The Chairman has made a special effort to appear with us tod ay
and has pressing appointments which will require that his testimony be
confined to an hour or so.

And I might say, Judge, that the prepared statement which you
submitted to us, I think, is a superb job. I think it puts the case to
some extent for your operation. And I think the handling of the
statistics might have been a little different than if handled by some-
body else, but I think on the whole it is extraordinarily helpful. And
there are many, many questions which I had about the operation of
your agency which are very effectively and competently answered by
what T think is one of the best histories of an agency’s operation,
succinet and direct, and meeting the principal questions that I have
had & chance to read.

I thank you very much for submitting that.

18ee pt. 2 to these hearings.



3

I see you have a very brief oral statement. May I say that the
%repa,red statement entitled ‘“The Pay Board After One Year of

peration’”’ will be printed in full in the record following your brief
oral statement.

STATEMENT OF HON. GEORGE H. BOLDT, CHAIRMAN, PAY BOARD,
ACCOMPANIED BY DANIEL MITCHELL, CHIEF ECONOMIST;
ROBERT TIERNAN, EXECUTIVE DIRECTOR; AND MILLARD CASS,
ADMINISTRATIVE DIRECTOR

Judge BorpT. Thank you, Mr. Chairman.

I am particularly pleased with your very generous remarks about
the prepared statement. As you know, it was gotten up under forced
draft in order to have it ready. Personally, I, myself, having again
reviewed it this morning before coming here, feel it is very well done.
And I can say that, because the other people who are responsible for
making it so are here, and I am sure they appreciate your comments.

Thank you very much, sir.

Should I proceed?

Chairman ProxmigrE. Yes. And will you identify the gentlemen who
are at the table with you.

Judge BorLpr. Yes. On my right is Mr. Robert Tiernan, Executive
Director of the Pay Board.

On my left is the Administrative Director, Mr. Millard Cass.

And on the far right is Mr. Daniel Mitchell, who is our Chief
Economist, and primarily responsible for data of that type, as well as
a considerable amount of the writing that you have found helpful
to outline our record.

Mr. Chairman, I am pleased to be here at the Joint Economic
Committee today to provide you with information on the Pay Board
and its program. In order to do that, I asked my staff to pre%are for
the committee a prepared statement concerning the Pay Board’s
activities. That prepared statement, some 38 pages in length, was
delivered to your oﬂgce November 10 for insertion into today’s record.
Therefore, I will limit my remarks to the essential highlights.

As you know, the Pay Board is the administrative body charged
with ¢arrying out the wage side of controls. Our program is only one
part of the Nation’s economic policy. Since the goals of national
economic policy are determined by the President and the Congress,
there is little I can add to forecasts about the future. However, let
me make one point from the outset—because I am often asked this
question: the Pay Board reconsidered the 5.5-percent wage standard
in August, felt that it was on target at that time, and left the standard
unchanged. We are not currently considering changing the standard.
Should the national economic goals be changed, or should economic
trends develop which indicate that the standard was then inappropri-
ate, naturally the Pay Board would take up the matter again. But any
predictions at this time are pure speculation.

With that point out of the way, let me review briefly the history
of the Pay Board. In our early days, there was endless speculation
about whether we could survive. During our tripartite period, opinions
across the spectrum were often put forth in a “heated” fashion, as
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everyone knows. But what emerged from that tripartite period is worth
noting. First, we established a body of regulations which represented
the inputs of all members of the Board: labor, business, and public.
These regulations provided a flexible approach to wage control; one
which recognized the need to deal with the special circumstances of
particular situations; one which dealt with the complex forms of labor
compensation that characterize our economy. Second, we established
the administrative machinery needed to implement those regulations.
At the time four of the five labor members left the Pay Board, the
essential features of the wage program—namely the basic policy, rules
and exceptions—had already been adopted and were in effect.

Our program relies heavily on the voluntary cooperation of labor
and management and the public. We recognize that such cooperation
will be forthcoming only if the public understands our program and our
policy. To build understanding we have followed a policy of holding
public hearings on major cases, and establishing workshops to explain
the program to interested groups in the country.

Open hearings have been held on every case coming before the Board
that has had a significant economic impact. In addition, the Board
has held many hearings open to the public throughout the entire coun-
try on the recodification of our regulations and on special problems of
State and local governments, health services, professional sports, pen-
sion, health, and other benefit programs. These sessions were held not
only to inform various segments of the public but also to consult those
who live under the Pay Board’s regulations and to obtain their com-
ments concerning how the program is affecting them.

When we took our entire body of regulations to the public through
open hearings around the country, a very large number of comments
were received from all sectors of the public. The Pay Board has
completed its analysis of those comments, and has nearly finished the
modification of its regulations in response to them. Shortly, probably
within the next week or two, the complete text of the recodified regu-
lations will be printed in the Federal Register. One concrete response to
comments received at the recodification hearings is already available.
That is our new PB-3A form, a simplified reporting form for units of
fewer than 1,000 employees, which is now at district Internal Revenue
Service offices throughout the country.

During our first year of operation, the Pay Board, with a staff of
only 174 permanent employees, has rendered more than 10,000 case
decisions. This is in addition to the many thousands of requests for
advice and interpretations to which we have responded. All of this has
been accomplished with a staff which is far smaller than that of any
of the earlier efforts at wage stabilization. We have avoided creating
a large scale bureaucracy which some said was the inevitable result
of controls.

Our role in the stabilization effort is quite apparent. Wages are a
major element in the costs of production, and in the expenditures of
governmental units. If these costs rise at unreasonable rates, they are
bound to push up prices and taxes. The Pay Board’s task is to prevent
unreasonable increases from going into effect. Obviously, the definition
of “unreasonable” can vary in particular cases. That is why we did not
stop with a simple standard for everyone, to be administered regard-
less of circumstances. Instead, we established a series of exceptions,
which allow some increases above 5.5 percent. Some of these exceptions



were made in direct response to a congressional mandate. For example,
we have established special rules providing liberal treatment of
productivity incentive plans and qualified fringe benefits as directed
by the Congress. Also category II1 employers and employees are the
special beneficiaries of the ‘“small employer” and “low wage”
exemptions.

During the difficult early period, developing its policies and regula-
tions was the Pay Board’s highest priority. Since I was before this
committee last April, we have doubled our rate of production of case
decisions and substantially reduced the decision time.

Our latest case handling innovation involves utilization of our
computer system to help process cases. By the end of 1972, we expect
that about half of the submissions received at the Pay Board will be
acted upon and out of the Board within a matter of days.

During the period that the Pay Board has been in existence, the
Bureau of Labor Statistics reports a significant reduction in_the
magnitude of new union settlements. The rates of increase in the BLS
indexes of hourly earnings and compensation per man-hour also slowed
significantly in 1972, as compared with the prefreeze rates—yet in
real terms, the purchasing power of the average working man has
increased. Workers are discovering that real gains in purchasing
power can be achieved without inflationary wage increases.

For the future, all I can say is what everyone knows. A greater
proportion of workers will be renegotiating collective bargaining
agreements next year than was true in 1972. This development has
been somewhat augmented by the trend to shorter contracts which
occurred during this past year. We have also noted a number of
contracts which have reopener clauses conditional upon the end of
controls.

In the near future these and other economic developments un-
doubtedly will be evaluated by the Congress and the President, and
the eventual decision on the future of controls will be made by them.
We at the Pay Board stand ready to do our part in the struggle
against inflation for as long as it is determined that we are needed.

Thank you.

(The prepared statement of Judge Boldt follows:)
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Highlights

Section 1: Pay Board History

—Phase Il of Stabilization Program announced in October 1971.
Pay Board announces a wage standard of 5.5 percent in early
November.

-Basic regulations and administrative machinery put in piace
prior to walkout of 4 of the 5 labor members. Essential fea-
tures of Pay Board regulations are still the result of
tripartite drafting.

-Board has held public hearings on major cases and policy
issues. Workshops have been held for state and local govern-
ments and the health sector. Recodification hearings took
place in major cities in order to permit public review of the
entire body of Pay Board regulations.

-A staff of only 174 permanent employees has processed over
10,000 cases. This staff is far smaller than those employed
in previous efforts at wage stabilization.

Section II: Pay Board Objectives and Standards

-Pay Board has designed a program to limit inflationary
increases in wage costs. Such costs are a major element of
total costs in both the public and the private sectors.

-In recognition of special circumstances that might Justify
increases above the basic guidelines, a series of exceptions
has been developed.

-1n accordance with the Congressional mandate of December 1971,
the Pay Board adopted special regulations providing 1iberal
treatment of qualified fringe benefits and productivity-
incentive plans. .

Section III: Pay Board Operations

-Case handling has been speeded by the creation of the Cases
and Appeals Panel, the Category III Panel, the introduction
of the "team method" of processing, and improved public
awareness of Pay Board rules.

-A new computerized analysis system is being introduced to
process incoming cases. By the end of 1972, 45 percent of all
submissions should have a turnaround time of approximately
two weeks.

-0On November 2, there were 803 actionable cases pending,
excluding executive compensation. Of these, 285 were complete
and awaiting only signature and mailing.



Section IV: Economic Impact of the Wage Stabilization Program.

-In Categories I and II, which account for about 25 percent of
the private fabor force, the averaae approval has been 5.2%
for 19.4 million workers. Due to multiple control-year
submissions, the average increase in compensation approved
has been about 6% during the first year of Phase II.

-Due to the high degree of voluntary compliance with the wage
program, only 5% of the cases were rolled back in Categories
I and II.

-The Category III panel has approved an average of 8.3% in
almost 1,300 cases appealed from the Internal Revenue Service.
These decisions involved 150,000 employees.

-During Phase II, new wage adjustments under major union contracts
have been reduced significantly from previous levels.

-Although the increase in nominal wages has been restrained by
the Pay Board's program, real earnings have advanced significantly
due to restraint on the price side, hourly wage increases within
the standard, and the general pick-up of hours as the economy
expands. Real spendable weekly earnings have risen at an
annual rate of about 4% during 1972, and real gross weekly
earnings have risen at a rate of about 3%.

Section V: Outlook for the Future

-In "major" union contract situations--which represent about
56% of all union workers, and 13% of the employed civilian
labor force--more than 4 1/2 mi1lion workers will be negotiating
new contracts in 1973. Almost as many will be receiving deferred
adjustments under existing contracts.

-A trend to shorter contracts has developed, increasing the
number of workers who will negotiate new adjustments next year.
Re-openers conditional on the end of controls have been
negotiated in some contracts.

-Any future changes in the program must be viewed as additions
to the significant changes that took place in 1972. These
were the small-employer exemption, the low-wage exemption,
and the liberalized standard for fringe benefits. The latter
change raised the standard for total compensation by .7 per-
centage points. -
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The Pay Board After One Year of Opgration

1. Pay Board History
On October 22, 1971, President Nixon established the Pay Board as

part of a comprehensive program to reduce inflation to a level of from

2 to 3 percent by the end of 1972. The Board was constituted as a
fifteen-member teipartite body with five members each from the labor,
business, and public sectors. The Pay Board held its first meeting on
October 27, 1971 and started setting the groundwork for the policies

which would become effective following the expiration of the freeze period
at midnight November 13. After public announcement, the Pay Board officially
published its initial regulations in the Federal Register on November 13,
1971. In the weeks and months that followed the Board met regularly to
hammer out the basic regulations which were to become the framework within
which the program would operate.

The wage standard of 5.5 percent was determined through consideration
of the economic goals of the program. The target of a 2 to 3 percent rate
of inflation by the end of 1972 was combined with the long-run trend rate
of productivity increase of 3 percent. For deferred increases in those
contracts already in existence, and in pay practices previously set forth,
the Board established a challenge procedure. The Board has regularly
challenged and cut such increases when they are "unreasonably in;onsistent"
with the goals of the program.

The Pay Board then set about the task of promulgating a set of
regulations that would be responsive to the dynamics of the labor market.
In its formulation process, the Board was careful to ensure that the
regulations would not cause distortions in historical labor market

relationships, that those units which were experiencing labor shortages
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could be granted relief, and that those workers who had fallen behind
during the inflationary period preceding the program would receive special
consideration. The Board also Eecognized that there may be unique
circumstances in any particular employment situation and made special
provision for handling such situations when they created fnequities.

The Pay Board established the machinery necessary to the imple-
mentation of {ts assigned tasks. It delegated authority to the Internal
Revenue Service to handle those units containing less than 1,000 employees.
The Construction Industry Stabilfzation Committee was given responsibi1ity
for implementing Pay Board policies with respect to the unfonized sector
of the construction industry. A special committee was created to prepare
regulations for the various types of payments which are included in
executive and variable compensation. The Cost of Living Council, in
coordination with the Pay Board and Price Commission, established advisory
committees on state and local government cooperation and the health
industry. .

By March of 1972, the basic machinery, both regulatory and procedural,
had been established through the combined efforts of the labor, business,
and public members of the Pay Board. In late March, however, four of the
five labor members resigned. President Nixon immediately reconstituted
the Boarg with seven public members including the five original public
representatives together with one public member with special background
in labor and another with special background in business. Although the
departure of four of the labor representatives was a disappointment, the
fact that members from the three sectors had worked together for over five
months and had determined basfc Pay Board policies and regulations, meant

that the agency was able to continue operations without breaking stride.
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The Pay Board has made a continuing effort to take its program to
the public. It has enlisted the Internal Revenue Service in its efforts
to make Pay Board regulations available to labor and industry, and to
answer inquiries and complaints. Workshops have been held in many major
cities explaining the special regulations that affect state and local
government and the health industry. Hearings have taken place on major
cases and policy questions. These include public hearings in cases involving
the bituminous coal industry, the aerospace contracts, the United Transporta-
tion Union, the State of Ohio, the Pacific Maritime Association and the
International Longshoremen's and Warehousemen's Unfon, the East and Gulf
Coast longshore contracts, professional sports, New York City government
and Transit Authority, Georgia teachers, and the New York City printers.

Over the past several months, in a move unprecedented for any
government agency, the Pay Board has been engaged in the process of recodify-
ing its regulations with the advice of those affected by them. _In a
further effort to bring Board policy to the public, recodification hearings,
requiring considerable effort and time on the part of both the Pay Board
and the staff, were held in Chicago, San Francisco, Atlanta and Washington,
D.C. These open forums, not only allowed the public to meet the Board,
but also to exchange ideas concerning Pay Bbard regulations, their
implementation, and their impact. The many useful improvements suggested
have assisted in the simplification and clarification of the regulations.
Additionally, these public encounters provided the bases for elimination
of certain inequities in the Board's regulations. The staff has analyzed
the hearings and submitted the results to the Pay Board. The Board has
considered the policy issues involved. It is reviewing the revised draft
this week and will make its final decisions shortly. The recodified

regulations will then appear in the Federal Register.
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At the present time, the Pay Board staff consists of 174 permanent
full-time employees. It also employs additional temporary and part-time
staff members to allow it to meet periodic surges in its work load. This
limited staff has, since November 14, 1971, completed action on over 10,000
cases and over 14,000 submissions. These case decisions have affected over
19.0 million workers.

This staff compares with that of the Second World War when the total
wage/price stabilization effort required 63,000 employees and the Korean
effort which utilized 17,000 staff members. The National War Labor Board
of World War II required 2,387.man-years in fiscal 1944 and 2,619 man-years
in fiscal 1945, while the Wage Stabilization Board of the Korean period
utilized 1,462 man-years in fiscal 1952 and 1,615 man-years in fiscal 1953.
These figures compare with the Pay Board's utilization of 57 man-years
in fiscal 1972 and a projected use of 172 man-years in fiscal 1973.

The Ray Board expended $2.6 million in fiscal year 1972 and has
an operating budget of $4.4 million this fiscal year. These are in sharp
contrast to the $14.3 and $14.5 million annual budgets of the National
War Labor Board for fiscal 1944 and 1945 and the $15.2 and $11.6 million
budgets of fiscal 1952 and 1953 for the Wage Stabilization Board.

I1. Pay Board Objectives and Standards

The Péy Board has been delegated the responsibility for eliminating
wage-induced inflation. Inflation had been a persistent problem in the
American economy through the late 1960's and early 1970's. Phase I, during
which wages and prices were frozen at their August 14, 1971 levels, constituted
a rigid constraint which could last for only a short period of time.

The Pay Board was charged with the task of limiting the rate of wage increase
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while allowing the economy to continue to expand.

Wages represent a major element of cost. This is highlighted
by the fact that labor compensation represented almost 84 percent of the
national income originating in the corporate sector in 1971. State and
local governments' spending on compensation of employees came to 57 percent
of their total expenditures that year. It became the Pay Board's role to
control this important element in total costs. The Pay Board, by 1imiting
the rise in wage costs, is effectuating a reduction in the wage-cost
pressures of prices.

The Pay Board established its standard after consideration of the
goals of the Economic Stabilization Program. President Nixon had set a
target rate of price increase from two to three percent by the end of
1972. Since the long-run productivity trend is about three percent per
annum, basic economics dictated that the target be set in the range of from
five to six percent, hence 5.5 percent. The Pay Board wanted to do as little
as possible to disturb already-existing labor contracts. It established a
procedure for challenging deferred increases negotiated prior to November 14,
1971, when they are "unreasonably inconsistent" with the goals of the
program. As the result of the Congressional mandate of December 1971,
qualified benefits were allowed to increase up to .7 percent, raising the
basic compensation standard to 6.2 percent.

A system of exceptions allows the 5.5 percent standard to be
adjusted upward under certain circumstances. In the area of wages,
a tandem exception, which is designed to prevent distortions in those
situations where units have been historically related, was created. Also

established was an essential employee exception, for those instances where

88-490 O - 73 -pt, 1 -2
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labor shortages have developed. Additionally, a giross inequities exception
allows even larger wage increases, depending upon the magnitude of the
. inequity which needs correction. A provision for productivity-incentive
plans allows earnings to increase more than 5.5 percent if productivity
rises. During the first year of Phase II, a now-terminated “catch-up"
exception was implemented to correct those situations where a unit's wage
rates had fallen behind due to the rapid rate of inflatfon which had
occurred in the late 1960's and early 1970's.

As mandated in Section 203(g) of the Economic Stabilization Act,
as amended, the Pay Board established a .7 percent increase standard for
qualified fringe benefits. A recent study of 885 companies indicated
that such benefits accounted for about 8.5 percent of base compensation. v
Hence, the .7 percent rule translates into an average increase of over
8 percent in qualified benefits. A system of benefit exceptions allows
qualified benefits to be {ncreased sti11 further. A catch-up provision
allows qualified benefits to increase by up to an additional 1.5 percent,
to a total of 2.2 percent. A unit with qualified benefits that constitute
Tess than ten percent of the base compensation rate can increase them up to
a possible five percent. Thus, when wage and qualified fringe benefit
exceptions are combined, the basic standard can be raised as high as twelve

percent if the proper combination of criteria is met.

%4 See U.S. Chamber-of Commerce, Employee Benefits, 1971 (Washington, D.C.,
1972) Table 7.
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The basic standard was also implicitly adjusted in light of the
Congressional mandate with respect to the working poor. Congress had
mandated that the Economic Stabilization Act should have no detrimental
effects by 1imiting wage growth among the employed who were earning
substandard wages. The Cost of Living Council first established a wage
level of $1.90 per hour as the point of demaréat1on. Later, after an adverse
court decision, the Cost of Living Counci) revised the low-wage standard
up to $2.75 an hour in July of 1972, A staff investigation in July of
all Pay Board Category I and Il cases involving average straight-time
wage rates below the $2.75 level, some 78 situations, revealed that in
none of these situatfons had a wage increase been cut back.

The Pay Board has, from time to time, seen fit to examine the
standard with regard to possibly revising it either upward or downward.
Its last major consideration of a possible revision occurred in August.

At that time, the Pay Board decided to maintain the basic standard at
5.5 percent,‘aIthough with the addition of the qualified benefit standard,
the total compensation increase allowed had been revised to 6.2 percent

in February.
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Section III. Pay Bcard Operations

The Pay Board was aware of the fact that it would be receiving »
several thousand submissions during the first few months of its operation.
It initially set up an "assembly-l1ine" case processing system whereby different
aspects of cases (screening, costing, adjudication, etc.) were handled by
different staff operating sections. This system did not provide a level of
efficiency which the staff felt was necessary for the task. After careful
investigation of several alternatives, the Board switched to a “team method"
of handling cases. Under this system, one group of people assumes responsibility
for a case from the time it is screened until it is decided and closed. This
system, fully operational by May 1972, significantly increased case output
from a level of approximately 100 per week to over 300 per week.

In addition to expediting case handling, the Pay Board has created a
Cases and Appeals Panel. This panel--which consists of three Board members--
meets frequently and recommends action on major cases to the Chairman. The
Board also established a Category III Panel to handle appeals from I.R.S.
decisions on Category III cases. This panel, composed of senior staff members
selected by the Chairman, makes recommendations on cases to the Pay Board.
These recommendations, if accepted by the Board, are incorporated in decisions
issued by the Chairman. In addition, the Board has also delegated author-
ity to the staff to process cases in some instances where clear precedents
have been set by the Boérd.

A significant improvement in the public's awareness of Pay Board rules
has occurred. Periodic staff surveys have indicated that labor and management

have become progressively more aware of Pay Board regulations and requirements.



This is directly reflected in the proportion of nonactionable cases in the
Pay Board's inventory or any point in time. The proportion of cases
awaiting further information has dropped significantly in recent months.

As shown on Table I, on November 3, 1972, the Pay Board had an inven-
tory of 803 actionable cases in Categories I, II, and III (excluding
executive compensation). The bulk of these cases, 499, were being actively
processed. Of these, 245 were at the case processing teams for adjudica-
tion. The remaining 254 were being prepared for presentation to the Pay Board
for hearing. There were an additional 285 cases that had been adjudicated
and were awaiting decision transmittal and final signature. Nineteen cases
were awaiting rulings or interpretations by the office of the General Counsel.

There were also 224 non-actionable cases in the Pay Board's inventory
on November 3. These included 22 cases which had been prepared for the
Board and were awaiting its action. Another 202 cases were non-actionable
because they were awaiting further information from the submitting parties.

The acceleration in Pay Board case processing can be seen on Chart I.
This chart plots the proportion of case submissions closed within one, two,
and three months of receipt at the Pay Board. In January, the Pay Board
closed only three percent of its cases within one month of arrival. By October
the proportion closed within one month was up to 27 percent. Eleven percent
of the cases received in January were closed within two months. .By September,

fifty percent of Pay Board cases were closed within two months of arrival.
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Table 1

Pending Cases as of November 3, 1972}/

Actionable cases at case

processing teams....cvviiieienennrecersnnnnnes

Cases being prepared for

Pay BOArd....uiveieiiiiiiiianenecnaeinnennannns

Cases awaiting General Counsel

rulings and fnterpretations..............uv...

Adjudicated cases awaiting signature

and decision transmittal.............c.cconnns,

Staff prepared cases awafting

Pay Board action....civeveeviinnnnnnaninnnnnss

Cases pending information

from parties.....ooiiiiiiiiiiiiiiiiiiiinennnn.

TOTAL PENDING CASES......covvvierinennnnnnnnnss

Minus nonactionable cases.(sum of 5 and 6)

Total "Actionable" Pending Cases

Excludes executive compensatfon cases

245

254

19

285

22

202 B
1027
-224
803
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CHART I

CUMULATIVE CASE PROCESSING RECORD
PAY BOARD 1972

[ CLOSED WITHIN 3 MONTHS OF RECEIPT

£LOSED WITHIN 2 MONTHS OF RECEIPT
CLOSED WITHIN MONTH OF RECEIPT

3 MONTHS
NOT ELAPSED

4 2 moxTHS
2 NOT ELAPSED



20

-15-

IV. Economic Impact of the Wage Stabilization Program

The Pay Board's program can be assessed based on information generated
internally, and on data collected from official statistical sources.

Category I and II units must report directly to the Pay Board concerning
adjustments effective during Phase II. Through November 3, 1972--after
almost one year of operation--our weighted average approval for Category 1
and Il units has been 5.2 percent for 19.4 million workers.g/ This average
rate of approval {s indicative of the high degree of voluntary compliance we
have achieved. Most units: have requested increases within the standards of
the program. Thus, in Categories I and II the average request was 5.3% and
only 5% of the cases had to be cut back.

The internal record of the Pay Board for Phase II situations in
Categories I and II is summarized on Table IT, and Chart II . Table Il pro-
vides detail on our approvals by industry sector, time period, category, con-
trol year, and union status. Not surprisingly, new union cases have been an
area of pressure on wages. Some of these situations were caught in the
negotiation process during the freeze, or were tandem to pre-freeze situa-
tions. Hence, 1t was to be expected that the average approval would be
somewhat higher in the new union cases. However, there has been a tapering
off of the percentage increases granted in new union situations during our
first year.

Units which had contracts or pay practices which did not correspond
with our November 14, 1971-November 13, 1972 control year were permitted to

operate on their own historical yearly pattern. This reflects the Pay Board's

2/ AlT averages in this section are weighted by the number of employees in
each case.
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TABLE 11

Weighted Average Approval During November 14, 1971-

November 3, 1972 by type of Case.

(Preliminary estimate)

New3y Deferredd/ Total
Category I Approval 5.1% 5.3% 5.2%
No. of empls)/ 5837 8980 14827
Category II Approval 5.0% 5.1% 5.0%
. No. of empis. 3005 1527 4532
1st 4 monthsa Approval 4.2% 6.2% 5.2%
No. of empls. 944 1012 1956
2nd 4 monthsd Approval 5.2% 4.7% 4.8%
No. of empls. 2569 4946 7515
3rd 4 months® Approval 5.1% 5.7% 5.4%
No. of empls 5329 4559 9388
Ourable manf. Approval 5.1% 5.3% 5.2%
No. of empls. - 2323 3686 6009
Non-durable manf. Approval 4.9% 4.7% 5.1%
No. of empls. 170 1037 2207
Trans. & warehousing Approval 7.2% 6.0% 6.2%
No. of empls 534 2795 3329
Communfcations Approval 4.2% 3.8% 3.9%
No. of empls 536 1591 2127
Utilities Approval 5.5% 4.9% 5.3%
No. of empls. 285 152 436
Wholesale & retail Aﬁproval 4.4% 3.3% 3.9%
No. of empls. 697 560 1257
Finance, Ins., & Approvals 4.0% 3.6% 4.0%
Real Estate Ho. of empls. 995 15 Mo
Services Approval 5.0% 6.5% 5.3%
No. of empls. 460 102 562
State & Tocal Approval 5.5% 6.3% 5.6%
government! No. of empls. 1729 212 1942
Extractive 1ndust.2/ Approval 6.4% 10.7% 10.0%
No. of empls 45 220 255
Union Approval 6.7% 5.4% 5.7%
No. of empis. 2086 8657 10743
1st control yr. Approval 4.9 5.32 5.1%
No. of empls. 7305 8742 16047
2nd control yr. Approval 5.7% 5.0% 5.4%
No. of empls. 1536 1775 kx) 14
Al Cases Approval 5.1% 5.3% 5.2%
No. of empls. 8842 16517 19358
a Perfod of Mov. 14, 1971-Mar. 14, 1972
b Period of Harch 15, 1972-July 14, 1972 NOTE: Components need not add to

¢ Period of July 15, 1972-Nov. 3, 1972

d Includes state and local educational institutions

;j Number of employees are in 1000's

%/ Includes agriculture and mining

3/ New cases refers to contracts or pay practices
established on or after November 14, 1971

4/ Deferred cases refer to adjustments in contracts

_or pay practices negetiated before November 14,
1971 and effective on or after November 14,1971.

totals due to rounding.

Industry data omit a smalt
number of cases for wnich
industry could not be identi-

fied.
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CHART II

PERCENT OF CASES AND EMPLOYEES 8Y
AMOUNTS REQUESTED AND APPROVED, CATEGGRIES | AND N

CASES

REQUESTED

WORKCRS

Data through November 3, 1972

Note: Hyphenated figures refer to range of approval or
request. (3.0 - 4,9 refers to all cases or work-
ers involved in requests or approvals for increases
between 3.0% and 4.9%.) The single percentage
figures refer to the proportions of cases or work-
ers involved in the range of request or approval.
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CHART III

PERCENTAGE OF EMPLOYEES BY AMOUNTS
REQUESTED AND APPROVED, CATEGORY ill PANEL

20%+ABOVE

A

REQUESTED

Data through October 31, 1972.

Note: Hyphenated figures refer to range of approval or
request. (7 - 9.9% refers to all employees in-
volved in requests or approvals for increases be-
tween 7.0% and 9.9%.) The single percentage
figures refer to the proportions of workers invol-
ved in the range of approval or request,
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basic policy of interfering as 1ittle as possible with normal workings of
industrial relations. Hence, some units have already come back for their
second control-year increases. For analytical purposes, Table T[] breaks out
the first and second control-year approvals. The weighted average approval
for the first control year was 5.1% while the second control-year approval
was 5.4%. If it is assumed that the workers who have received second control
year approvals received the average first-year approval the first time
around, the weighted average for the first year of Phase II would be about
6%. This is in 1ine with the 6.1 percent estimate by the Bureau of labor
Statistics for compensation per manhour in the private nonfarm economy from
the third quarter of 1971 to the third quarter of 1972.

The Pay Board's staff estimates that in the private sector, about
one fourth of the employed workforce, 15-16 mi114ion workers in 2200-2500
units, are in Category I and 13/ Approximately 60% of these workers are
unionized compared with 27% for the employed civilian Tabor force as a whole.
Many Category III workers were exempted by the small-employer exemption and
the Tow-wage worker exemption. The Cost of Living Council estimated that
over half of the private labor force was exempted by those two decisions.
Since the two exemptions fell heavily in Category III, it appears that
roughly 50-60% of the employed private labor force still covered by the

program is contained in Category III, with the remainder in Categories I and II.
Internal statistics of the Pay Board concerning Category III units

are more difficult to assess, since the bulk of the Category IIl operation

3/ Category IT contains about 4-5 million workers in 1800-2000 units,
in the private sector.
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is carried on by the Internal Revenue Service. Category III units come to
the Pay Board only if they appeal from an [.R.S. decision, and they report
to the I.R.S. only if they wish to exceed the basic standards. Hence, by
definition, Pay Board approvals of Category III cases will always be for
percentages at or above the basic standard. In July, the Pay Board
established a special Category IIl Panel in order to improve the rapidity
of case handling for small units. Since tﬁat time, the Category III Panel
has heard almost 1,300 Phase II cases involving 150,000 employees. The
weighted-average request to this panel has been 11.9 percent, while the
weighted average approval has been 8.3 percent 4/ Chart [1] provides a
distribution of the approvals of the Category III Panel through October 31,
1972,

The Bureau of Labor Statistics issues a number of wage series which
can be used to measure the impact of the program. Chart IV~ compares major
collective bargaining settlements in the nonconstruction sector during
the first nine months of 1972 with the same period of 1971. These situations,
which cover the pattern-setting union settlements and correspond generally
to the Pay Board's Category I and II new union first-year situations, were
running at 7.2% during the first nine months of 1972 compared with 11.6% in
1971. 5/ It is significant that the level of the increase has dropped steadily
during Phase II. As Chart IV  shows, during the first quarter of 1972, the

4/ The weighted averages refer to cases involving wage adjustments during
Phase II and combinations of Phase I and II adjustments.

5/ The Pay Board has issued releases reconciling its published data with
the BLS figures on major settlements. See press releases PB-114, PB-135,

and the Daily Labor Report of July 13, 1972, pages A-4, and A-5. A copy
of the latest release appears in Appendix B.
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CHART IV

MAJOR COLLECTIVE BARGAINING SETTLEMENTS
IN THE NON-CONSTRUCTION SECTOR:
FIRST-YEAR WAGE INCREASES

PERCENT
e
18
10 69
191 1972 19712 1972
FIRST SECOND THIRD
QUARTER QUARTER QUARTER

SOURCE: BUREAU OF LABOR STATISTICS.
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average first-year increase in the nonconstruction sector was 7.8%. For
the second quarterlit was 7.0%, and in the third quarter, 6.9%.

After a tenuous initial start, the Pay Board has established a
good working relationship with the Construction Industry Stabilization
Committee, the group which implements the Pay Board's program in the unfonized
sector of the building and construction industry. CISC reported an average
approval during the period November 14, 1971-September 30, 1972 of only 5.9
percent. The Bureau of Labor Statistics reports that the average construction
approval for major settlements was 7.8 percent (wages and fringes) for the
first nine months of this year. When certain cases included in that average--
but which refer to the pre-Phase 11 period are removed--the average for
major construction contracts falls to 6.9 percent. In 1970 and 1971, the
averages for major construcion contracts were 19.6 percent and 14.1 percent,
respectively, Thus, during 1972, construction increases have been brougnt in
Tine with union settlements in other sectors.

Other measures of wage change also point to progress. During the
twelve months preceding the freeze, the BLS hourly earnings index--which
eliminates overtime in manufacturing and interindustry employment shifts--
rose at an annual rate of 6.9%. In 1972, that index has risen at an annual
rate of 5.9%. Since August of 1971, the annual rate of increase has been
6.1%. Compensation per manhour--a figure available quarterly--also shows
the deceleration. In the private sector, compensation per manhouf rose at an
annual rate of 5.0% during the petiod from the first quarter of 1972 to the

third quarter. In the year prior to the freeze (second quarter 1970 to
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second quarter 1971), compensation per manhour had risen at an annual rate
of 7.5%. For the private, nonfarm sactor, the comparable figures are 5.3%
in 1972 versus 7.5% in the year prior to the freeze.

Although growth in nominal wages was slowed, stgnificant gains were
achieved in real earnings--earnings after the impact of price increases has
been deducted. From August 1971 to September 1972 (the latest available
date), the annual increase in real spendable weekly earnings was 4.6%. From
December 1971 to September 1972, real spendable weekly earnings rose at an
annual rate of 3.9%24 Real gross weekly earnings--before adjustment for tax
changes--rose at an annual rate of 3.6% since August 1971, and 2.9% since
December. Charts V and VI {1lustrate the growth in real earnings.

The growth in real earnings resulted from two sources. First, hourly
wages rose more rapidly than prices. Second, weekly hours and overtime hours
advanced. We believe that the Economic Stabilization Program played a role
in both sources of real earnings gain. The program helped slow the rate of
inflation of consumer prices. And, by slowing the rate of inflation, it
permitted a more exﬁansionary economic policy to be followed. As a result,
hours expanded.

As of November 1, 1972, the weighted average request for wage and
fringe adjustments in Category I and II pending before the Pay Board was 6.3%.
Cases which arrived during the month of October in Categories I and II had a
weighted average request of 4.9%. These averages are close to or within the
Board's basic guidelines. In short, through a policy of voluntary compliance

in the majority of cases, and trimming in the few cases where rollbacks were

&/ The tax adjustments are treated separately in calculating this rate.
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CHART V

v
REAL WEEKLY SPENDABLE EARNINGS IN 1967 DOLLARS
PRIVATE, NONFARM SECTOR

9616 9632
BOLLARS 53 [ ]
950 ]
9243
wpoea AU gy
anol 89.95
85.0

1965 1966 1967 1968 1969 1970 1971 1872 1972 132

FIRST ~ SECOND  THIRD

lR.2, QTR 2, QTR.2,
1/ WORKER WITH 3 DEPENDENTS

27 SEASONALLY ADIUSTED SOURCE: BUREAU OF LABOR STATISTICS

CHART VI

ANNUAL RATES OF INCkEASE IN EARNINGS AND CONSUMER PRICES,
AUGUST 1971 — SEPTEMBER 1972

PERCENY
16
69
5.9
32
SPENDABLE GROSS AVERAGE CONSUMER

WEEKLY WEEKLY HOURLY PRICE
EARNINGS 1/ EARNINGS EARNINGS INDEX

1, WORKER WITH 3 DEPENDENTS SOURCE: BUREAU OF LABOR STATISTICS

86-490 O - 73 - pt. 1 -3
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indicated, the Pay Board has come a long way toward removing the inflationary

bias from wage determination.

V. Outlook for the Future

Over 4.5 mil1ion workers will be negotiating what the Bureau of Labor
Statistics terms "major" union contracts during 1973. These settlements, are
generally regarded as the pattern-setters for the smaller situations. Almost
the same number will have deferred adjustments in major situations. “Major"
situations refer to about 56% of the private unionized labor force and 13%
of the entire civilian labor force.

The number of workers who will be coming next year for new wage
adjustments has been increased by a trend to shorter contracts during 1972.
According to the Bureau of National Affairs, Inc., 15% of nonconstruction
contracts negotiated during the first nine months of 1972 were of one-year's
duration, up frem 6% in 1971. In the construction industry, most negotiatiors
have shifted to one-year agreements--81%, as compared with 7% in 1970 and
63% in 1971. Additionally, some groups have added clauses specifying wage
re-opening if wage controls are ended before the conteact expires. In
January 1972, the Bureau of Labor Statistics reported that 60,000 workers
in 21 situations under major union contracts had re-openers scheduled for
1973. Since that time, the numbers have increased to 139,000 workers in
51 situations, a net addition 79,000 workers. These figures exclude workers

in non-major union situations, roughly 44% of the private union labor forceZ/,

‘7 The Bureau of National Affairs, Inc. reports that 59 contracts in its

files negotiated during the third quarter of 1972
conditional on the end of wage congrols. had wage reopeners
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The decision to continue, modify, or terminate controls in the future
is a matter for the President and the Congress. It {s worth noting, however,
that major modifications have already been made in the wage control program
during 1972. In response to the Congressional mandate concerning qualified
fringe benefits, the Pay Board adopted supplementary 1iberalized rules applica-
able to such benefits. A minimum of .7% was made available for qualifded
fringes beyond the 5.5% standard. The overall Pay Board standard for labor
compensation thus rose from 5.5% to 6.2%, with additional exceptions permitted
for qualified fringe benefits and other forms of compensation. The small-
employer and low-wage employee exemptions specified by the Cost of Living
Council marked a further 1iberalization of the wage control program. Both of
these exemptions were concentrated in Category III. In short, the program for
wages has become far less restrictive and extensive than it was a year ago.

In August, the Pay Board reviewed the basic general standards of 5.5%
for wages and includable benefits and .7% for qualified fringe benefits. Based
on the best information available at that time, the Board concluded that there
was no need to change the standard. It appeared that we were on target on
the wage side of the President's goal of reducing the rate of inflation to
2-3 percent by the end of this year. Although rumors to the contrary have
circulated, there are no plans currently to alter the standard, either upward
or downward. In any future decision on the standard, much will depend on
economic trends and the anti-inflationary goals for next year. As an
administrative body, the Pay Board will make what it believes to be the
necessary decisions, on policies and on cases, to achieve the economic goals

that may be set by the President and the Congress.
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APPENDIX A

EXECUTIVE COMPENSATION

UNDER THE ECONOMIC STABILIZATION PROGRAM

Since its inception, the Pay Board has recognized that
executive compensation involves complexities not generally
encountered in the forms of compensation provided other
employee groups.

To insure control, the Pay Board has developed a special
body of regulations dealing with executive compensation that
is fair and equitable as well as consistent with the objectives
of the Economic Stabilization Program and the general wage and
salary guidelines adopted by the Pay Board. The major focus of
these regulations is on the more prevalent forms of compensation
used for executives; i.e., incentive bonuses and stock options.

Certain changes are now being made to the executive compen-
sation regulations based on the Pay Board's evaluation of the
comments received as a result of public hearings held during
the month of August. The changes under consideration are totally
consistent with the objectives of the Economic Stabilization
Program and, for the most part, are designed to provide for the
second year of control--a period during which regulations had
been provided for other employee groups--but not for executives.

As we now are at the end of the first year of control under
Phase II, it is highly appropriate to review our progress to date--
progress defined in terms of case handling activity and the

effect of the Pay Board's regulations on executive compensation.
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CASE HANDLING
ACTIVITY

Under the Pay Board regulations employers that have never
had stock option or incentive bonus plans may adopt them only
with prior approval. This rule applies to all employers not
presently exempt from controls under the Cost of Living Council's
Small Business Exemption--regardless of the number of executives
that may be covered by these plans. 1In addition, changes that
may result in increased compensation under these plans also
require Pay Board approval. When new incentive bonus plans are
approved, approval is usually conditioned so that the plan can
be implemented only to the extent that the amount payable can
be charged against the general pay standard applicable to other
forms of compensation. In other words, the end result remains
within the 5.5 percent standard. This is also true of increases
attributable to plan changes.

In passing upon requests to institute new stock option plans,
the Pay Board imposes a limitation on the number of shares that
may be issued under options granted during an employer's fiscal
year. This limitation is consistent with industry practices
and with the limits imposed on those employers that have existing

stock option plans.

The following table indicates the number of applications
related to stock options and incentive bonus plans acted on by

the Pay Board through October 15, 1972.
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STOCK INCENTIVE
OPTION BONUS
APPROVED 20 -7
DENIED 3g 45
LIMITED 278 189
TOTALS 336 241

(A more detailed breakdown of all cases handled by the
Pay Board's Executive Compensation Division is attached as
Exhibit A to this Appendix. In addition to applications re-
lated to Stock Option and Incentive Bonus Plans, this Division
handies Sales, Commission, and Production Incentive Plans,

Productivity Plans, and New Organization Reports.)

MEASURING THE RESULTS
OF PAY BOARD CONTROLS

ON EXECUTIVE COMPENSATION

Under the Pay Board regulations, ordinary executive
salaries are subject to the general wage and salary standard
applicable to other employee groups. Stock options and incen-
tive bonuses are subject to more complex regulation. Although
only limited data are availgble, these are some indicators of
the effect controls are having on executive compensation.

These include:
. compliance investigations.

. independent surveys

1. Compliance Investigations
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During the month of May, a special investigation was
initiated to determine compliance with executive compensation
regulations among upproximately 30 professional service firms.

No violations were found during this investigation. 1In addition,
the Pay Board directed investigations of six companies, speci-
fically in the executive compensation area. Of those completed,

none were found in violation.

2. Independent Surveys

Various organizations conduct and publish the results of
periodic surveys of executive compensation. While these are
not intended to measure the effect of pay controls, some of
the more recent ones (which would more closely demonstrate
pay increases occurring since the start of the Economic Stabili-
zation Program) indicate executive pay raises have been within
our guidelines.. Based on a survey of 500 industrial and financial
companies, the Philadelphia management consulting firm of Hay
Associates found that between May 1971 and May 1972, "total
case compensation (salary and cash bonuses) for top executives
in manufacturing increased 5% to 6%."

A survey released during the week of September 16, 1972 by
McKinsey & Co. covering 587 of the nation's largest corporations
in 31 industries, indicates that total compensation, including

salary and bonus, for chief executives rose 4.8% during 1971.

CONCLUSION
The Pay Board did not create executive pay programs nor did

it create the pay differentials that exist between executives and
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other employee groups. However, the Pay Board has through
its policies and actions been fair and equitable to all employee
groups while meeting its responsibilities with respect to the

overall objectives of the Economic Stabilization Program.



TYFF OF PLAN:

EXISTING PLAN

MEM FL.AN OR PRACTICE

FFPU M EMENT PLAN

PFVIstL OF MOGIFIED PLAN

EXIATTING CONTRACT
OTHER

TYPF OF PLAN:

EXVSTING PLAN

NEW FLAN OP PRACTICE

REWLHCEMENT PLAN

REYISED QR MOLIFIED PLAN

TYHE OF PLAM: DENIED APPRVD LIMITATN
EMYSTING PLAN W 3 42 4
NFL F1 &M OR PRACTICE 1e 3 |7 2%
FEFt HCEMENT PLAN 3 ] 29 -]
FEVIGRD OR MADIFIED PLAN 2 ° 34 1
ENTSTING CONTWACT 1 1 o °
NTHER -] ° L] 2
SUSTOTALS: 43 7 1e9 28

TYFF. OF PLRM:

NFIE PLAN OR PRACTICE

OTHFR

ENECUTIVE CUNPFENSATION-CHSE DISFOSITION SUNMARY

CASE TYPE:STOCK OPYION PLANS

NOVEMBER 14» 1971 Yo OCVUBER 135+ 1972

RPPRVD WITH RPT ACCEPTD RPT RACCEPTD

DENIED APPRVD LIMITRTN W1 THORWN AS FILED WITH LIMITHTN OTHER

29 13 + 7 [-] e 2

2 2 188 19 Q ] L]

S 2 69 ] ] -] ]

2 e 29 3 [} Q 1

-] 1 [} [-] ] -] [}

] -] 1 (] -} [} [}

SUBTOTALS: 38 2@ 278 E-4 -] [} 3

CRSE YTYPE:SALES COMMISSION & PROUTN PLANS

DENIED APPRVD

[} 1 (-] 2
9 2 101 12
? a € @
1 3 43 2
SUBTOTALS: 18 6 152 16

WITH
LIMITRTN  WITHDRUWN

RPY ACCEPTD RPT ACCEPTD
fS FILED WITH LIMITATN OTHER
-] [} 1
[-] e 1
[} -] -]
-] ? °
[} -] 2

CRSE TYPE: INCENTIVE COMPNSATN PLRNS OR PRACTICES

APPRVD WITH

CASE TYPE:MEW ORGANIZAYION REPORTS

HITHDRWN  AS FILED

RPY RCCEPTD RPT RCCEPTD
HITH LIMITATN OTHER

Q@ OO0
® 000000
w eoDONP

APPRVD HITH RPT ACCEPTD RPY ACCEPTD
DEMIED FPPPRVD LINITATN W1 THDRWN AS FILED WITH LIMITATN OTHER
1 2 e ? e 22 Q
2 -] 2 L} -] -] 1
SUBTDTRLS : ES ® L] k4 ] 22 1

HO DISP
REQUIRD

o Qo000

NO DISP
REQUIRD

e o®os0

1O D1SP
REQULIPD

o 00000

NO DISP
RECUIPD

9
-]

¥ LIGIHX3

-Ze-

LE




ENECUTIVE CLMEENSATION-CASE DISFUSITIMNN SUMMARY LONT D NUVENBER 149 1971

CARLE TYRESTLOY PUPCHUASE FLONS

- AFFRYD UITH RPT ACCEPTD
TYRY. OF PLeN: DEMIED APPEVD LIRITATH HIYHDRWN AS FILED
EMISTING PL&N 2 2 1 2 2
NEL! FLEN OR MERCTICE 1 i 13 2 o
PEFI ACEMENT fLan 2 2 2 2 -]

TICK FREVIOUSLY SET-FORTH 9 1 2 [
SUSTOTALS: 1 2 15 2 2

CASE TYPE:PLANT-WICE PPCDUCTIVITY PLANS

N APPRYD WITH RPT ACCEPTD
TYWF OF PLAN- DENIED APPRYD LIMITATN HITHDRWN RS FILED
e ES 2 ] 8
e 17 ° 1 o
] 2 o ] -]
SUBTOTALS - -] 25 © 1 -]

CASE TYFE:NONPLANT-HIUE PRODUCTIVITY PLANS

ACPIUD HUITH RPT RCCEPTD
TYPE OF PLON: CEMIED @PPRYD  LIMITATN  WITHORMN RS FILED
EXTSTING PLAN 2 2 [} e [
FLPN OB PRACTICE 53 24 2 ] [

o1 GCEMENT PLAN 3 ° ° [ °
FEVISED AP MCCIFIED PLAN s 4 o 3 9
OTHIR a 1 o e 0

SUSTOTALS: 44 31 2 ] [:3
CASE TYPEICHANGED ORGENIZATION RESORTS
APPRVD WITH RPT ACCEPTD
TYME OF PL DENIED SPPRYD  LIMITRTN  WITHDRWN RS FILED
HEH PLAN OR PRACTICE a 3 -4 9 1
REPL ACEMENT PLAN o 2 1 ° o
SURTOTALS:  © -] 1 9 1
CPEE TYPE:DTHER
APFRVD MITH RPT ACCEPTD
TYEE OF PLAN: UENIED PPPRVD  LIMITATM  WITHDRUN  AS FILED
HEK PLAN OF SPACTICE B [:] 1 ES [}
FERLWOEMENT PLRN 2 ? 1 3 -]
Ok MODIFIED PLAN 2 a 1 2 °
5 CONTERLT 2 2 a 1 °
SITICE PREVIOUSLY SET-FORTH [ 1 a [ L}
5} E} e 2 °
SUETOTAL Q 2 3 < -]
APPPYD H1TH RPT ACCEPTD
CENIED  APFRYVD  LIMITSTH  WITHDRWN  AS FILED
FINAL TOTALS: 152 go 22 ES 1

Yo UCTUBER 15, 1972

F®T ACCEPTD
HITH LIMITATN OQOTHER

® oceo9
Q OO

RPT ACCEPTD

KITH LIMITATN OTHER
] ]
0 ]
[>] ]
[} ]

FPT ACIEPTD

HWITH LIMITRTN OTHER
-] 1
9 -3
a9 9
2 2
[} ?
e b
RPT RCCEPTD
WITH LIMITATN OTHER
a4 L
] -]
ag ]

RPT ACCEPTD

HITH LIMITATN OTHER
2 [>]
[:] (-]
(-] ]
] Q
-] 1
Q L3
] 7

fPY ACCEPTD
HITH LIMITATN  OTHER
L1 a7

H) plge
RECUIPD

2 290929

NO DisP
RECLIRD

0
[}
[>]
0

MO DISP
REDVIFD

o 20wo0

NO DISP
PECULID

p 32

(3]

126

NO DISP
PECYIRD

0220008

2

NO Dlsp
PEDILIIED
1345

G3INNILNOD - ¥ LIGIHX3

-ee-

8¢



39

-34-

Exhibit A - continued

Executive Compensation Cases Pending as of
November 3, 1972
Initial Submissions 393

Appeals by Parties from Initia) Decision 95

Total Pending Executive Compensation Cases 488
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APPENDIX B

news Pay Board

RELEASE oo 8308

2025 M Street, N.W.
Washington, D.C., 20508
Phone: 202- 254.8500

PB-135
FOR IMMEDIATE RELEASE OCTOBER 27, 1972

PAY BOARD AVERAGES AND BUREAU OF LABOR STATISTICS FIGURES COMPARED

The Bureau of Labor Statistics has just released figures on the
average wage increase negotiated in major collective bargaining settle-
ments during the first three quarters of 1972. In the past these sta-
tistics have been directly compared to the average of pay increases
allowed by the Pay Board. The following statement from the Pay Board's
Economic Analysis Division explains how the Board's cumulative statistics
vary from the periodic BLS figures:

The BLS release on major collective bargaining settlements--unlike
the Pay Board's weighted average--does not include nonunion situations,
deferred increases under contracts and pay practices effective before
Phase II, and increases in the government sector. BLS reports only first
year increases and life-of-contract increases in new union contracts in
the private sector which involved 1000 or more workers. Such cases rep-
resent a small proportion of the number of employees processed by the
Pay Board in Categories I and II.

At the end of September 1972, Pay Board approvals, weighted by the
number of employees in the units affected, averaged 5.1% affecting
17,004,000 workers. This figure included several cases decided in 1971
but did not include Phase I (retroactive) situations. When 1971 cases,
nonunion cases, deferred cases under contracts or pay practices effective
before Phase II, second control year, and government sector cases are
removed and adjustments are made for differences in the classification
and timing of cases reported by BLS, the Pay Board and BLS figures are
quite similar. The Pay Board reports an increase of 7.3% for 1,152,000
workers in first-year Category I and II adjustments. BLS reported 7.2%
for 1,160,000 workers in the private sector excluding construction for
major union situations.

The s1ight discrepancy of 8,000 workers and 0.1 percentage points
results from the different data sources and costing methods used by
the BLS and the Pay Board.

(over)
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APPENDIX B--Continued

RECCNCILIATIGH TABLE

Weighted Number of
Average Employees
Pay Board cumuiative average
Nov. 14, 1971 through Sept. 30, 1972
A1l Category I and II cases (new and deferred
but excluding retroactive situations)------------- 5.1% 17,004,000
Average excluding 1971 cases-------=-------------- 5.1% 16,721,000
Average excluding 1971, and all deferred,
nonunion,second control year, and governmental
cases and adjusting for classification and timing
used by BLS.
First nine months 1972---------cemcocmmcmrooco-om 7.3% 1,152,000
Bureau of Labor Statistics
average for major private collective
bargaining settlements excluding construction.
First nine months 1972-------wcmeomommeocmmemnoun— 7.2% 1,160,000
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Chairmsan Proxmire. Thank you very much, Judge Boldt. And
once a%ain I want to tell you how much I appreciate your making
available so promptly and on such short notice a very fine statement.
And I appreciate your precise summary.

Judge, the question that I think concerns all of us here in the Con-
gress and in the country is how we can end this controls system with-
out suffering severe inflation. Your colleague, Mr. Grayson, has been
very clear and emphatic in this. He answered the question asked by
U.S. News & World Report as follows:

Do you see any reason for continuing controls after the law authorizing them
expires next April?

And Mr. Grayson said:

No, I read many of the arguments about the possibility of large wage increases
and price pressures that are just waiting for the controls to be lifted. I don’t
think those arguments are persuasive enough to cause me to feel that controls
should be continued once the President has made the basic decision that stability
has been reached.

Now, of course this last phrase begs the question, when is the
President going to decide that? But I would like to ask you if you
could make the same response Mr. Grayson makes? Do you conclude
that we could stop the wage control system if the President should
announce in the next few months that in his view we have reached a
reasonable level of stability price controls wise?

Judge BorpT. No, I cannot.

Chairman Proxmire. You think we would have to continue the
Wage Board?

Judge Borpt. I don’t mean necessarily to say that. But I
would not concur in the portion of Grayson’s comments that you have
quoted. I was somewhat surprised when I read that in the U.S. News
& World Report. So I went back and read the whole of that interview.

Chairman ProxMire. May I say that, without objection, the inter-
view will be placed in the record at this point.

Judge Borpt. Of course, I have no objection.

Chairman Proxmirg. It is not very long.

(The interview referred to follows:)

[From U.S. News & World Report, Nov. 6, 1972]
Waar ConTrROLS HavE DoNE TO PRICES
INTERVIEW WITH PRICING CHAIRMAN GRAYSON

How well have price controls worked? Should they be continued
through 1973? Price Commissioner Grayson provides answers in this
iﬁtervieyv held in the conference room of “U.S. News & World

eport.”’

Q. Mr. Grayson, you have been in office for just a year now. How successful
have you been in holding down prices?

A. T think the record has been very good to date. In fact, I guess it has been a
little bit better than we had hoped it might be at this point.

The consumer price index for Phase 1 and Phase 2 combined shows an annual
rate of price increase of 2.9 percent. And if you were to look at that same index for
the past six months, you would find the rate of rise at 2.5 percent. Those figures
certainly are within the range set by the President of a 2 to 3 percent rate of
inflation by the end of 1972.

Q. Do you have any way of estimating how much of the slowing of inflation can
be attributed to controls, and how much to the general economic situation with a
considerable amount of slack in the economy?
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A. There is no objective way that I know—certainly none that everyone could
agree with-—to say that the control program has been the direct agent for bringing
down the rate of inflation. But some of our studies, which have not been published,
indicate that we have had an impact because of controls. Also, there are some out-
side studies saying the same thing.

Still, I would doubt that you could get everyone to agree on the numbers. Our
own figures indicate roughly that the rate of inflation has been at least 1.5 percent
below what it might have been otherwise.

Q. Are you saying that without controls we might have had a 4 or 4.5 percent
rate of inflation?

A. That’s right, but I can’t claim the evidence is so incontrovertible that
everyone would agree that controls were responsible.

Q. As of now, you have met the goal of holding gains in consumer prices below
3 percent. Do you think this rate can be held?

A. T am hopeful. There are signs that it is stabilizing. No one can be certain,
but I think the results to date are more encouraging than in the past. If you had
asked me that question in the middle of the summer, even if we had had a slowing
in the consumer price index, I would have been a little more cautious about
expressing optimism.

Q. What are some of these hopeful signs you refer to?

A. For one thing, the application requests for price increases by many of the
companies still under controls generally involve increases in the range in which we
are now operating. In many cases, companies are not putting their authorized price
increases into effect. They are actually operating below the authorized level that
they could go up to.

Q. Why is that?

A. Competition. That’s what the firms tell us informally. And the record shows
it.

Q. Where do most of the complaints about the whole price-control program
center at the moment?

A. On food prices. ;

Q. Do people want you to clamp controls on food?

A. People are ambivalent about this. They want price increases on food
moderated. But when I ask them to think of what may happen—shortages which
would lead to black markets and possibly rationing—there is then some hesitancy
and some recognition of the volatility of these prices. But if food were to continue
to go up at the rate of increase we had earlier this year, then I think there would be
popular sentiment for going all the way with controls over food.

Q. Are you hopeful about the outlook for prices of food and farm products over
the next few weeks?

A. T can’t predict that they will decline much, but I believe the rate of increase
will be moderating. I don’t feel the situation here is explosive.

At one point, we were expressing a lot of concern about the extent of possible
food-price increases this fall. Well, so far, the increases have not been as bad as we
bad thought they might be.

Q. Is there anything more that could be done to control the prices of food, as a
practical matter?

A. Right now—no. I don’t want to do any more at this point in time. We have
looked at all the alternatives short of direct controls over food, and we have tried
to take every reasonable step.

The President opened up the important quotas on beef. We asked for controls
over raw agricultural products after the first transaction, and that authority was
granted. So we have done everything we can, and we are not planning further ac-
tion at this point—although, of course, we shall continue to monitor the situation
very carefully.

Q. There is a lot of talk about food prices going up as a result of the wheat and
grain sales to Russia and the demand for grain worldwide. Do you share this
concern?

A. Yes.

Q. Do you think it is going to be a problem? .

A. Tt is a problem, and we are looking very carefully at all food-price-increase
requests, including those on flour and bread prices. Thus far we have not had an
increase in the price of bread directly as a result of flour sales. The requests are
coming in now, and it is likely some will have to be granted.

Q. What will be coming—an increase in bread prices?

A. Tdon’t want to forecast that. I’'m sayin g we have had requests, and, generally
speaking, we have to allow cost increases to be moved through, with as much damp-



45

ening effect as possible consistent with the regulations, so as not to ruin businesses
or push them into bankruptey.

Now, I checked recently, and we had about 540 price-increase requests for food.
In the area of flour and bread and bread products, the average increase requested
was 4 percent.

Q. Mr. Chairman, suppose you can hold down the annual rate of inflation to less
than 3 percent for the next three or four months. Would you feel that perhaps early
in 1973 it would be safe to abandon the whole price-control program?

A. That’s a decicion that the President of the United States will have to make—
not the Chairman of the Price Commission. I was charged with getting the rate of
inflation down to 2 to 3 percent, if possible, by the end of the year. Then it’s going
to be up to the President to decide.

Q. Do you see any reason for continuing controls after the law authorizing them
expires next April?

A. No. I read many of the arguments about the possibility of large wage
increases and price pressures that are just waiting for the controls to be lifted. 1
don’t think those arguments are persuasive encugh to cause me to feel that
controls should be continued—once the President has made the basic decision that
stability has been reached.

Q. You don’t want them continued in any form?

A. None. That’s my personal feeling. But I want to make very clear that'’s not
going to be necessarily what happens. Tt’s the President’s decision.

Q. Are you worried about the wage increases that are coming up?

A. Sure, I am concerned about them. We have wage agreements covering 4.5
million workers coming up next year. But, on the other hand, when I look at the
problems created by controls, I would rather return to the free-market system for
both labor and management than to continue the controls.

CURBS ‘‘ARE TOO POPULAR’ NOW

Q. How popular, or unpopular, are controls now?

A. They are popular—too popular.

Q. Why do you say that?

A. The sentiment for keeping controls in effect is running fairly high. Something
like 60 to 70 per cent of the public favors retaining them, latest polls show.

Q. Is this true of businessmen as well as consumers?

A. Yes. Most businessmen seem to want controls continued.

Q. How do you explain this? In the past, businessmen generally have been
critig}al of controls and anxious to have them removed. Why the difference this
time?

A. T think their main fear is the one we just discussed—that the wage settle-
ments coming up in 1973 might be excessive if we were to take off wage and
price restraints.

Q. What are unions saying? How popular are price controls with them?

A T have read statements attributed to Mr. Meany [George Meany, AFL-CIO
president] that as long as you keep controls on prices and profits and rents—and
1 believe he also includes interest and dividends—then wage controls are
acceptable.

WHEN PROFIT CEILINGS ARE REACHED

Q. What proportion of companies do you feel will be bumping up against a
ceiling on their profit margins in the year ahead?

A. We estimate about 20 per cent of the firms still under controls will be at or
near their profit-margin ceilings by the end of the year. That could change in
several months, but that’s our estimate now.

Q. Is there evidence that companies’ attitudes toward price controls change as
they reach their profit ceilings?

A. Yes. They become a little less content with price controls, but, even so, they
hlelwe not yet reached the point where they feel that they would like to abandon
them.

Q. Some big companies are said to have been indulging in corporate luxuries or
taking on unprofitable operations to keep their profits below base-period levels.
Do vou have any plans to counteract this sort of thing?

A~ 1 don’t believe many firms are now doing this, though I'm aware of the
potential danger.

I have told our staff to be very careful in looking at allowable costs in the
so-called area of discretionary expenditures. Typically these are advertising,
research and development, expense accounts.

88490 0—73—pt. 1—+4
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We’re aware of the danger, and I hope that companies are, too. We will take
action if necessary.

Have you seen any evidence that business firms are trying to beat the
profit margin by cheating?

A. No, I have not—and we have looked.

Q. What is the situation now on rents? At one time you were getting more
complaints about rents than anything else—

A. That has dro&ped tremendously. At one point, 50 per cent of our complaints
were about rents. Now they have dropped to 10 per cent.

Q. Is that because you have exempted most small landlords?

A. No. I think it’s because, one, the time for renewal of leases typically comes
in the beginning of years. That’s one. Secondly, the regulations have now become
better known. And, third, the period of the one-shot adjustment of leases has
largely passed. Now we're dealing more with annual increased costs, increases in
rent which are much smaller.

Q. Where are most of today’s complaints coming from—what areas of the
economy?

A. Food, of course—then lumber and insurance.

Q. What types of insurance?

A. Largely health, but some other types also. And here the rates of increase
are generally in numbers that are higher than the current consumer price index—
numbers such as 5 per cent to 15 per cent, and even greater.

Q. Why are we seeing increases of this size despite tight controls?

A. Because the companies are experiencing high incidence of usage which
drives up their losses—which, in turn, they have to have rate increases to cover.

However, we are now seeing some encouraging signs of premiums being reduced.
Just a few days ago the Blue Cross-Blue Shield program for Government workers—
one of the biggest—announced a 10 to 15 per cent reduction in premiums which,
it said, was due in part to the effect of price controls in the health field. We are
now urging administrators of other health-insurance plans to review their own
costs and charges in the light of this Blue Cross experience.

Q. Why the complaints about lumber?

A. The rate of increase in lumber has been dramatic, in particular, plywood—as
I remember, rates of increase in the order of 70 to 80 per cent.

Q.? Mr. Grayson, where have price controls been most effective over the past
year?

A. First of all, in lowering the inflation rate at the consumer level. But, in
particular, I think the most dramatic reduction has been in the area of health
services. The rate of increase in health costs was running very high: hospitals
about 12.7 per cent, doctors about 8 per cent. Now they’re running in the range
of 5 and 2 per cent, respectively.

Another area has been in services generally. That was one of the worst areas
prior to controls. Price increases were at the rates of 7 and 8 per cent. Now in-
creases in cost of services are running in the range of 3 per cent or even less.

Rents have gone down by one third, approximately, in the rate of increase—from
4.5 per cent to about 3.1 per cent.

Q. What'’s the situation on price-increase requests on 1973 autos?

A. We have just announced that Chrysler and American Motors now have
price increases authorized.

In the case of Chrysler, these reflect the costs incurred for bumper damage-
ability and emission, on a dollar-for-dollar basis, directly on the vehicle itself. In
the case of American Motors, they received this same type of increase, plus
permission to pass along certain other kinds of cost increases for labor and materials,

And those are the only two cases in which we have announced any decision. We
have no other filings currently before us from Ford and General Motors.

Q. W?y is that? You asked those companies for additional information, did
you not?

A. Yes. As a result of hearings, we asked all automobile companies—domestic
and foreign—to give us detailed information to supplement the hearing record,
and we've received that information.

Q. But as of late October you had no applications from Ford and General
MOtOIi% for increases in prices—

. No.

Q. Is it still possible that you may get both requests and you might act on
them, say, in the next few weeks?

A. Well, it can’t occur in the next few weeks, because up to now they have
not filed with us, and, once they file, the typical response time is 30 days—for
any company. There is no exception for Ford and General Motors.
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QA. 'ghe public is safe from those increases, then, for at least a while?
. Yes.

Q. Would the price-control program of the past year provide a satisfactory
pattern for the future in case inflation should get out of hand again?

. A. If we should go into the same general type of inflation—the cost-push
ype—yes.

}I)f inflation were to reach a point where it is fueled by excess demand, I do not
think that the present program is tailored to handle that sort of inflation. The
program would have to be shifted in content. One of the best ways to control
demand inflation is not by direct price and wage controls but through fiscal and
monetary measures that keep the demand from blowing the lid off and creating
more inflation.

Q. Do some people seem to think that we're more likely to go into that type
of inflation the next time around?

A. Yes. They worry about the danger of this, and there are predictions that it
could happen by middle to late 1973.

I hope it doesn’t happen, because I believe fiscal and monetary measures will
prevent that from occurring.

Also, remember that we have unemployment at 5.5 percent; we have over-all
plant capacity utilized at only about 75 or 76 percent, and manufacturing capacity
at 80 percent. So there’s still slack in the economy.

Q. Do you have any authority over interest rates?

A. No.  Arthur Burns [Chairman of the Federal Reserve Board] is chairman
of the Committee on Interest and Dividends, and he has the power, under the
Eionomic Stabilization Act, if he deems it necessary, to put on controls over
interest.

Q. Do you judge the current trend in interest rates with concern?

A. Yes, but I have enough &)roblems without getting into the controversy over
whether or not controls should be put on interest rates.

Q. But do you see interest rates as an indicator of inflationary expectations?

A. Yes—the long-term interest rates particularly.

Q. And what do you see there?

A. They’ve moderated. They have not gone down, but they have not gone up
at the rate that they would have otherwise, I think, had we had continuing infla-
tionary expectations.

Q. How well has business co-operated with the Price Commission in holding
price increases within your limitations?

A. Extremely well. We have had a very small number of violations. We have had
most all companies checking with us very carefully before they instituted price
increases.

1 think the co-operation has been tremendous. And I think it’s not been just the
Price Commission or the Pay Board’s regulations that have caused this inflation
to moderate; it’s been the businessmen and the labor groups in this country
that have both been co-operative in making this program work.

And I could point to other nations in the world where they have not had this
kind of co-operation, and they have not been as successful.

Q. Have the unions co-operated, too? Early in the program there was the public
picture of the unions trying to go out of the way not to co-operate—

A. Let me cite the fact that when the four union leaders chose to leave the Pay
Board, they could have undertaken a national program to wreck the controls
program. For example, they could have recommended large-scale national strikes,
or they could have urged their locals to go ahead and do what they could and not
respect the guidelines. They did not do this.

Now, that’s not exactly active co-operation, but it certainly means a lot when
they do not openly oppose the program.

Here again, if you look at the situation in other nations—particularly in Eng-
land—local unions, in particular, and some national leaders really wrecked the
controls program. And this is true in other countries in Europe also.

Q. When you were being optimistic about the prospects for stability—at least
in the immediate future—you didn’t make any comment about wholesale prices,
which have gone up much faster than retail prices. Aren't wholesale-price in-
creases going to have to be passed on at some point to the consumer?

A. Not in the amounts indicated. I think that signals by the wholesale price
index of future increases in retail prices are false. The reasons for this are twofold:

One, I think that what the Bureau of Labor Statistics is gathering, in many
cases, are list prices—not transaction prices. And I think that many companies
are keeping their list prices up and not reporting the actual transaction price

»
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which may be lower. I believe they’re doing this because they worry that if they
lower the list price, controls may catch them with their list prices down.

Two, the other reason is we’re getting savings from the high productivity that
we are experiencing.

Q. What effect have price controls had on productivity in industry?

A. One effect is heightened productivity-consciousness. This is caused by the
fact that we subtract productivity away from the labor cost. So companies now
are turning inwardly and saying, “Do we have those productivity gains? If we
don’t we should certainly take steps to increase them.”” That’s one major benefit
of the program.

I think that it’s also going to draw more attention in the next round of wage
settlements. I think there’s been heightened knowledge on the part of most union
leaders and business leaders that you must have productivity gains to offset
wage increases. I'm pretty sure we’ll see more productivity arguments used at the
bargaining tables.

Q. If the President decides that controls should be extended for a considerable
period gf time, do you believe there will be substantial changes in the price-control
system?

A. Very likely. If they’re continued for a period of time, we would have to look
for changes that reflect more and more commodities and industries moving to a
demand status, so we’d have to look at regulations.

Q. What does that mean—that you might have to have tighter price ceilings?

A. T don't know about the word ‘‘tighter,” but we would certainly have to
change the method of control. Some obvious ways that we’ve used in a few cases
have been to go to dollar-and-cents pass-through.

Q. Specific ceilings on particular products—

A. Yes, those too. I’'m not saying that’s coming, but those are the things we
would naturally consider. And I think we would have to look at changes of both of
those kinds.

Q. Could extended controls, from the standpoint of the businessman and his
cus‘;:omers, turn out to be considerably more onerous than the type of controls so
far?

A. Probably. I think that people would not be as content with them as they are
now, because they would have to be a little bit tighter in a demand situation.

Suppose you were going to start out fresh to set up a whole new controls
program. Knowing what you now know after a year on the job, what changes, if
any, would you make, either in the approach to a program or in its operation?

A. I don’t think I would make any changes at all in the basic structure of the
controls. I would retain the cost justification, productivity offset and the profit-
margin constraint.

I would change several things that I regard as relatively minor to the over-all
program:

I would simplify the rent regulations; I think they’re too complex. If I were to do
it over, I would have gone on a public-education program sooner, so that people
would have understood that there can be price increases on individual items that
exceed 2.5 percent—that all we were shooting for was an average. I would also
have explained that people shouldn’t expect prices to come down right away—that
they have to be patient and realize we are working off a bubble in past inflationary
excesses.

Outside of these and some other relatively minor changes, I don’t think I would
change the basic structure.

Judge Borptr. What I am trying to say is that Mr. Grayson’s
remarks that are now stated came after a number of qualifiers that
Mr. Grayson put into the matter prior to that question and response.
Nevertheless, he did make those statements. I can’t agree, because 1
do not have that impression. As I reminded you a time or two, and
you have reminded me, I know, in any of the matters involved in this
field I have gotten a little bit nearer to being an expert than T was to
start with, still I am certainly not

Chairman ProxMIRE. You are becoming an expert very rapidly. You
have had a year on the job, and very few people have had the kind of
experience you have had recently and in as responsible a position. In
fact, nobody in the country has 1t with respect to wages.
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You see, what concerns me, as Mr. Grayson points out, is that con-
trols are so popular. The Business Council was almost unanimous in
saying that controls should be continued. There is no constituency for
eliminating this interference, really, with a free market if you don’t
have the Business Council support. And Frankly, my constituency
are very strongly in favor of it. Wisconsin citizens I have found favor
continuation of controls.

But it seems to me that we have to recognize that this can be very
unwise in the long run, and it seems that there is almost never a time
when it is easy to get rid of controls.

I say that because certainly if we can’t get rid of controls at a time
when we have slack in the economy, with 514 percent of the work force
out of work, if we expand our economy, which we fully hope and expect
we will, then the case would be even weaker for getting rid of them.
So, when do we do it? Or is it possible, Judge, for us to begin phasing
out some controls? Indeed the administration has done a little of this,
they have phased out firms with 60 or fewer employees, they are no
longer controlled, I understand, employee units of 60 or less; is that
correct?

Judge BoLpT. Yes.

Chairman Proxmire. And do you see the opportunity for beginning
to phase out some other part of the control system if we can’t end it?

Judge BoLpT. There is one thing about that inquiry you are
making. And I answered “Yes” about fewer than 60. I am sure you
understand that it is what we call the appropriate economic unit for
our purposes. A very large number of those which are in some of the
largest business industries in the United States, are category III
employers. A noteworthy example is gypsum. There are hardly any
of their units that are greater than 1,000 throughout the country.
Similarly in the chemical industry. So that in category IIL

Chairman Proxmire. Let’s make it clear, now. Category III is
those units of employment which have a thousand or fewer employees;
correct?

Judge BoLpT. Less than a thousand.

Chairman Proxmire. Category II is a thousand to 5,000, and
category I is above 5,000.

Judge Borpt. Category I1I isless than a thousand, that is right. But
you were speaking about the 60 or fewer employee exemption, weren’t
you?

Chairman PrRoxMIRE. Yes, sir.

Judge Boupt. That is what I understood. But the point about it
is that the fewer than 60 exemption would be quite impractical if 1t
were applied merely to units not to total employment.

Chairman Proxmire. Judge, I fail to follow that. The fact that it
is a big industry doesn’t seem to me to be the important point. The
important point is that when you employ fewer than 60 the wages in
that category, you don’t have an effect on the national economy. The
settlements have been overwhelmingly below the wage guidelines for
smaller units. They are in competition, so they can’t pay much higher
wages without putting themselves into a cost squeeze, the pressure on
the employer is so great. If you are not going to start with that, I
don’t know how we are going to begin to work our way out of this
control system.
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Judge Borpt. All I was trying to do was respond to the particular
point you make. And my judgment is that that would not be a sound
and reasonable way to go about it.

Chairman ProxMIRE. Let me try another approach.

In World War II when we had the most serious kind of inflationary
pressure, far more than the present time, the State and local workers
were only under control for 5 weeks. It ended in December 1942,
So that for the great part of the war there were no Federal controls
over State and local workers. Of course, we had a patriotic situation
then, and we had lots of other elements working, but there weren’t
any controls then over State and local wages.

How do you feel about exempting State and local employees?

Judge Borpr. First of all, let me address the parallel that you
refer to; namely, the condition in the previous control time. Since
that time there has been a great increase in the number of State of
and local employees. I think there are nearly twice as many. And
other factors have come into the State and local employment situa-
tion that make the two situations quite incomparable.

Chairman Proxmire. I know they are. But let me ask the
question. Do you feel it would be a mistake to decontrol or take out
from under controls State and local employees?

Judge Bowpt. In my judgment it would be a mistake.

Chairman Proxmire. Don’t you feel that there is a great deal of
pressure that will continue on mayors and city councils and governors
and State legislatures to do their own job? Aren’t they capable of
doing this under general national guidelines which the President.
promulgates?

Judge Borpt. Probably so. But I have learned that nobody in a
public position of any kind is without pressure of some form or other
constantly. And whether that is any greater or any less because of
this matter we are speaking of I can’t say.

Chairman ProxMIRE. Let me ask you about the possibility of raising
the so-called poverty exemption. As I understand, that was $1.90. It
has been raised to $2.75. And there has been a proposal to raise it to
$3.50, so that all wages below the $3.50 level could be raised at
least up to that level without coming into the guidelines. There are
two arguments there, one being that by and large the pressures for
raising those wages are relatively limited.

One, there aren’t as high a proportion of organized workers in the
low income category; and two, from the standpoint of equity and
justice, and economic fairness, we would like to see people with
low incomes have an opportunity to earn more, to the extent that the
employers are willing to grant them more. How do you feel about
raising that level?

Judge Borpr. I think this would be highly inflationary.

Chairman Proxmire. Let me ask you one other category. Mr.
Pierson suggests that we might consider the possibility of putting
category IT; that is those employees in units of 1,000 to 5,000, in the
same position as category III so that they would not have to get
prior clearance from the Pay Board before a wage increase is per-
mitted. In other words, they would stay within the guidelines and they
would be subject to auditing to stay within the guidelines, but they
wouldn’t have to get your approval—wouldn’t have to notify you be-
fore they could increase wages.
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What do you think of that kind of a change?

Judge BoLpt. I am not sure exactly what would occur in that kind
of a sttuation. I would want to fall back on my exceptionally fine
staff and the Pay Board members themselves, who are outstanding
men in their respective fields, before I made a decision on that
situation.

Chairman Proxmire. Let me ask you about one other category.

You said in your excellent report here, you point out that wages
for people in retail and wholesale trade increased only at a 3.9 percent
annual rate during this period. This compares with a 5.5 percent
guideline, and it compares with a 5.2 percent actual increase, and it
compares as a matter of fact with a 6.2 guideline if you included
mandated congressional benefits which are permitted in addition to
the guidelines. What I am saying is that it is far below the increase
elsewhere. Wholesale and retail commerce is highly competitive now,
there is very little monopolistic or oligopolistic control. There is a
union, and a good union, but the industry isn’t as fully organized.
Wages by and large are lower. What do you think of the possibility
of exempting wholesale and retail trade? I think the record shows
thﬁt their increases have been far below the guidelines and far below
others.

Judge Bopr. I can only give you my immediate impression,
Senator. I am trying to be, I think you will agree, as truthful as I can
possibly be.

Chairman Proxmire. Yes, indeed.

Judge BoLpT. My immediste impression about it is that I don’t
know. I have not had any occusion to mnake auy inquiry into that
subject or to do any work on it.

Chairman Proxmire. Will you take a look at that, and also the
communications workers who seem to be in the position—they also
had a 3.9 percent increase, and everybody else, in all other categories
at least have averaged close to the guidelines. But the communications
workers and the wholesale and retail trade employees had their pay
increases below the rest. And as I say, if you are going to start the
decontrol system at all, if you are going to begin to move in the direc-
tion of getting rid of controls, it would seem to me that this suggests
an area where we might move.

Did you want to call on your colleagues?

Judge Borpr. Mr. Mitchell.

Mr. MircaeLL. The only point I might make is with respect to
the figures on the retail trades. This, of course, is categories I and II,
and the units you are talking about were smaller than that, and those
were not included in that table.

A second point is

Chairman ProxMirRe. Would. you have any observations on that?
Would you assume that they would be lower than 3.9 or higher, or
is it that we just don’t know?

Mr. MircaeLL. We just don’t know. As you know, under the
control program people who are within the standards in category ILI
don’t have to report, they may make records, but they don’t report.
So that any average we would give you for category III wholesale
and retail trade would naturally be above the standards.
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There is an additional point that might be made. In that 3.9 there
are some rather large increases, or large requests, in any case, in the
retail food industry, which attracted a good deal of public attention.

Chairman Proxmire. Thank you, my time is up.

Judge Borpr. I think I would like to add just one further comment
to your inquiry, if I may.

Chairman ProxMirg. Yes.

Judge BorLpT. I personally very much prefer free market economics
and no controls. They are a necessary evil at times, and this late
period has been one of those periods.

But, personally, before terminating what appears to have been a
reasonably successful effort more or less, according to your point of
view, I would want to have some reasonable assurance that we are
not going to tee off into orbit when those controls are terminated.
And there are many indications that can be taken to indicate that
that is what would happen.

Chairman Proxmire. I will impose just a minute more on Con-
gressman Conable to say that we always have that situation, and
when we terminated at the end of World War IT we did go into orbit
for a time.

Now, after the Korean war there was also that danger. And we
did not go into orbit. Then we had a remarkable period of price
stability. And when we terminated many said, you are taking a
chance. But I think we either have to assume that we are going to
have controls for many years, or begin at least at this period of slack
to try to find some areas of exemptions, areas that we can get out of
the control system, or we are likely to be stuck with this interference
with free enterprise for many years.

Judge BoLpT. And I want to go on record as not being opposed to
that either.

But the final comment I want to make or the final sentence of my
comment if I may put it that way, is that obviously you get down to
the point where there is a judgment factor: Is this the right time or
isn’t this the right time?

And that is for the President to decide, not me. I am just running
a Pay Board with the limited responsibility of attempting to keep
the wage level down to

Chairman ProxMire. I will agree wholeheartedly that it is the
wrong time to decontrol completely. We cannot do that, we have too
many important contracts coming up, it would be very unwise,
especially in the major manufacturing industries. I am just wondering
whether or not we can find some areas to make some change in.

Congressman Conable?

Representative CoNaBLE. Thank you, Mr. Chairman.

Judge Boldt, at this point in the political cycle I think you will find
this body and the Congress as a whole much more earnestly seeking
guidance from you in the light of the pending termination date than
we might have 2 months ago. And in this spirit I would like to say
that I think your statement is very helpful, and we greatly appreciate
it.

Do you consider yourself a policymaker, sir, or the man who carries
out a mandate coming from somewhere else?

Judge BorpT. I would say my responsibility with respect to policy,
first of all, is limited strictly to Pay Board policy. And within that




53

area I am only one of seven, formerly one of 15, charged with that
responsibility. And certainly Pay Board policy in my judgment at the
present time does not encompass the whole gamut of economic factors
that have to be taken into account in making a judgment as to when
and how to terminate controls.

Representative ConaBLE. Are you satisfied with the vertical
communication you have with other policymakers in the Government?
Do you feel that you are operating in a vacuum, or are you operating
in a climate permitting cross-fertilization of ideas?

Judge Borpr. I personally am totally satisfied with the communica-
tion. The communication that we have is good and constant between
ourselves and the Price Commission. We have liaison people. We often
confer with them on mauters where obviously both agencies are
glvo}llved. We have done that recently. And we expect to continue to

o that.

And similarly with the Cost of Living Council. They from time to
time have asked our point of view on various matters. We have then
deliberated, and made our staff studies and the like, and have come up
with our suggestions as to how we view the item. And this has occurred
quite a number of times.

On the other hand, there have been some times when we on our own
initiative have suggested for their consideration possible matters within
their authority. I think the relationship has been excellent.

Representative ConaBLE. In connection with the possible extension
of the law this spring, do you expect, and are you prepared to seek,
any further congressional mandate spelling out in greater detail what
your responsibilities are?

Judge Borpr. I cannot until I find out what the Congress and the
President decide should be done. Perhaps there will be nothing done.
I hope it won’t be that way. But if it is, why so be it, I will fold up and
go back to judging, which I am anxious to return to in any event.

Representative CoNaBLE. We have the apparent anomaly at this
point, sir, of you feeling quite strongly that there should be some form
of extension despite the fact that your area of control is subject to
some resistance on the part of those controlled; while Mr. Grayson
apparently is in favor of doing away with controls despite the fact
that his area of control is quite popular with the public generally.
I don’t know whether this is perhaps a personal matter, or a matter
of policy input, I can’t tell. It seems somewhat anomalous, however.
you are apparently going in different directions.

Judge Borpt. I have come to have a very fine respect for Mr. Gray-
son’s ability

Representative ConNaBLE. Let me say that I think in Congress
there is a high respect for both of you, sir.

Judge BorpT (continuing). I am pleased to hear that. But I have
formed a very high regard for him, and I believe he is a very able
man, and a very dedicated man, and a truthful man. But I think that
you will find when he appears before you, which I understand will
be some time in the next 2 days, that the general interpretation that
has been put upon his remarks by the U.S. News & World Report is
going to be quite modified. I have talked with him about it, and I am
sure he will speak for himself in that regard.

Representative CoNaBLE. In that connection I note that in your
statement this morning your apparent feeling that the 5)% percent
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guideline must be kept flexible and must be reviewed in the event of
changing circumstances.

Now, what are you going to be looking for in connection with any
possible further review of the 5% percent guideline? For instance, we
have a large number of contracts coming up in the middle of the year,
as you point out. Is that the kind of circumstance that is going to
affect you, the volume of possible contract renewals? What in general
are you thinking of when you talk about changing circumstances?

Judge Borpr. Well, the very first thing we will be looking for is
any change in the target that was given to us at the beginning of the
program. The President fixed the target for 1972, to bring the rate
of inflation down to between 2 and 3 percent. Now, if the target for
1973, or whatever future period, is reduced, or elevated, in either
event we will have to respond with respect to our standard. Accord-
ingly, I have not even a glimmer of what the new target for the future
period may be. If there is any change, I do not know what it is. I
have had no intimation of it. But that would be the very first thing
that we would be looking toward.

Of course, that in turn, I think, is a judgment factor of how far
down do we have to reduce the rate of inflation, and how long do we
have to keep it reduced to that level, to be a reasonably assured that
it is safe to terminate controls without triggering an explosion of high
and unreasonable wage levels.

Representative CoNaBLE. You are dealing with a very complex
area in the area of labor compensation, and you have noted that you
have to be sufficiently flexible so that there could be exceptions when
they are appropriate. That makes your rules pretty complicated, I
guess. Are you satisfied that the rules are as simple as possible, and
thlat ?you have done all you can to help the public understand the
rules?

Judge BoLpr. I am satisfied we have made a mi hty effort toward
that end. But total perfection is rarely found in this modern world,
even justice, perfect justice, in my experience, rarely ever exists. 1
think we have made great strides toward doing it. But the subject
matter is of such a character that I doubt if anybody, given the con-
ditions under which we have had to operate for this past year, could
have made them any simpler, and yet have them effective and con-
sistent with the program that we administer. I think you will find,
when this entire recodification comes out, which it will do, I think,
probably next week, that they will be very greatly clarified, simplified,
and much more understandable and easier to work with. However,
what we have done, as we have gone all around the country—I would
think on at least 50 different occasions or more—is instruct people how
to answer the questions. We have put ourselves on the griddle to help
them. And we are rapidly finding that most of the people that come to
the Pay Board now are quite knowledgeable in our regulations and
policy, and are taking the best advantage of those regulations to
their interest.

Representative ConaBLe. Judge Boldt, I am not an economist.
Most Congressmen aren’t. But since I have been on this committee
I have been tremendously impressed with the extent to which psycho-
logical input affects the economy generally. It seems that all the time

have been on this committee we have been worrying about such



things as inflationary expectations, and the various things that involve
public confidence, and the economic expectancy of the public generally.

I notice that Donald Rumsfeld, the Chairman of the Cost of Living
Council, has expressed great satisfaction that real wages have been
going up during the past year. You, yourself, mentioned this in your
statement this morning. I am concerned, if we do away with controls
on wages, that the climate of continued high level economic activity
may be considerably affected by the expectancy that they may have
to be reimposed at some time in the future, and there may be a number
of people that try to go out and grab what they can during the hiatus
in the period of controls. Is that a factor, a substantial factor, in your
thinking at this point?

Judge Borpr. %think it was one of the most important of the factors.
I have been saying since I started making talks about the Pay Board
at the beginning of this year that the psychology of inflation 1s every
bit as serious & problem as the economic malady.

Representative ConaBLE. Regardless of economic statistics,
the expectancy of the public about the probable future course of the
economy certainly is going to have a lot to do with demands that
the people make for new contracts; is it not?

Judge BoLpr. Yes. An illustration of my point of view is this.
Supposing that the program continues into the coming year, and
we find, to our great surprise and delight, that the new negotiations
for increases are very well within our guidelines, our present guide-
lines, and very reasonable and anti-inflationary in effect. This would
seem to indicate immediately that the workers and their employers
both have realized that nobody wins with inflation, and that both
must cooperate to bring it to an end. And it might well be that in
a period of a few months that can be demonstrated.

On the other hand, it may not. But I can’t predict how that will
come out, although I have a feeling, a visceral feeling, that there
is an important change in the degree of inflation psychology in this
country. I wouldn’t bet on it, and I couldn’t be sure I was right,
Judging from all the circumstances and the way people talk when
they come to the Board, the remarkable fact is that despite union
opposition in various particulars, we are doing business with those
people every day, all the time, and in a manner that is very, very
harmonious and satisfactory. It is apparently satisfactory to them
and to us. Perhaps the results are not always satisfactory, but the
way that we are doing the job is. And that gives me the feeling that
they recognize that they have got to do their part in this business
if we are going to eventually bring inflation under control.

Chairman ProxmIRE. Senator Javits.

Senator JaviTs. Thank you, Mr. Chairman.

Judge Boldt, I think we are on the threshold of probably the most
important economic decision of this administration; namely, the
determination of whether to extend wage and price control.

Judge, do you from your experience feel that wage controls are
possible without price controls?

Judge Borpt. No, I do not think so. I think there must be some
control in both areas.

Senator JaviTs. Both have to go together?

Judge Bovpt. I think so.
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Senator Javits. I heard with interest your testimony about labor.
There is only one labor man on the Board, isn’t that true?

Judge Borpr. That is right.

Senator Javirs. Do you think it would be desirable to get back
the full labor component on the Board?

Judge Boror. Well, it is a difficult matter for me to judge, Senator
Javits. We were genuinely sorry to see the four members leave us.
But it didn’t cause a flicker in” our carrying on with the job. And,
of course, in some respects it is a little easier to get along with seven
people than it is with 15 when you have to have the consensus. But
we were genuinely sorry to see them go, because while they were
with us they made a very, very important contribution to the Pay
Board. I am thoroughly satisfied that their contribution was a major
one, unpleasant as the process was to me personally at times. Fortu-
nately I have learned how to take that sort of thing without being
too upset about that.

I don’t know that it is a virtue to learn to do that—but anyway
our basic policies, our regulations, our exceptions, everything about
our basic rules and regulations is better for having gone through the
furnace, as it were, of full, tripartite effort.

Now, I should say that with Mr. Fitzsimmons as a public member,
as well as Mr. Siciliano, naturally they have a background of experi-
ence and expertise in their respective fields, business and labor, and
unions, too, for that matter. And naturally they put that input
pretty fully to us. But I must say each of them respects his status as
a public member first, and as labor or business persons second. And
this combination has been very, very effective. In fact, both Mr.
Siciliano and Mr. Fitzsimmons have contributed in a very, very
important and significant way to what successes we have had, if we
have had any, since the reconstitution of the Board.

Senator Javirs. Now, with the tremendous number of labor nego-
tiations of next year in so many fields, do you think that in autos,
trucking, clothing, meatpacking, electrical equipment and others,
that it is possible to operate without a labor component for the
Wage Board?

Judge Borpr. Yes, an ungqualified yes; it is possible. Whether it
is the ideal way, whether it would be better another way might be
a question. But it is entirely possible. And that has been demonstrated
now for these 7 months since our departed brethren left the scene,
because we have been doing a job day after day. We have made
hundreds and hundreds of decisions, without the slightest, difficulty,
because we are getting the full input from labor, union and nonunion
both, despite the fact that we have no Pay Board members specifically
so designated.

Senator Javirs. Nonetheless, do you feel that an effort should be
made on the highest level of governmental policy to bring back the
full labor component of the Wage Board?

Judge Borr. I would certainly have no objection to it. But whether
that is a good thing to do or not I think would have to be resolved
by higher authority than myself.

Senator Javirs. When you say you have no objection to it, you
have been administering the Wage Board. What I am really asking
you, is, in the operations of the Board, do you think full labor partici-
pation in the decisions of the Pay Board next year would improve
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the chances of the Board doing its job under the circumstances you
face in a year of major new contract negotiations? We ought to, as a
matter of national policy, seek to reconstitute the Board as it was
originally constituted.

Judge Borpr. Well, I have to say—and again I speak with complete
candor—I don’t think it is necessary. It might be desirable for some
other reason, but as far as doing our job every day, we are getting a
full input from the labor point of view every day.

And no matter what area we are in, or what industry we are in,
or who the employers or employees are, we are getting it all the time.
And I am not aware of any deficiency in it. If anything we might be
likely to have an excess of it beyond what would be necessary to do
an honest and fair job. Psychologically, for example, it would be
better to add members with that background. This 1s an area that I
have no opinion on.

Senator Javits. Is it a fact, however, that if you did go the route
you mentioned that you would have to have an all-public board?
It is not quite conceivable, is it, that you would have a bipartite
board and not a tripartite board if it is going to be a part-time thing?
Wouldn’t you have to go to an all-public board under the law?

Jupee BoLpr. Well, I would think so. There is certainly no reason
that I know of why you can’t be a public member and yet have a lot
of expertise or background of experience as a union leader or business-
man or the like. But I think that the emphasis should be upon the
fact that we are acting for the public, every one of us, whether we are
a union man or a nonunion man, or a businessman or who we are, the
emphasis should be always on that, as it has been with the five
original public members. And in this present period since that time—I
said a while ago that Mr. Fitzsimmons and Mr. Siciliano are con-
stantly giving the full evidence that they recognize the change in
their status, that they are not there merely to represent a union or
business enterprise, they are there first to represent the public.
And I would like more emphasis on the public responsibility. There is
no reason why a responsible man of integrity and ability in the labor
union field couldn’t take on that spirit, that attitude. Mr. Fitzsimmons
has. And I admire him very greatly for having done it, too.

Senator JaviTs. So if you had an all-public board, you are telling
us that there is no reason why the President couldn’t appoint, and
the Senate confirm, people who have a labor background?

Judge BorpT. That is right.

Senator JaviTs. So the tendency would be, would it not—at least
I am giving you my own conclusion—that in view of the problems of
getting labor back on, that we would go for an all-public board in the
new law?

Judge Bowrpt. I haven’t asked my colleagues, the other six, about
this. It hasn’t occurred to me to ask them. For myself, I have no
hesitancy at all in affirming what you said.

Senator Javits. I thank you.

Judge Bopt. And I will go one further to say that, judging from
what T now know of these men—and that is quite a little bit, with all
the midnight hours we have spent together—in the difficulties and
problems and adversities we have had, and occasionally victories, if you
want to put it that way—I have the feeling that they would respond
exactly as I have.
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Senator Javirs. Judge, I think it is no secret that personally I
believe that controls must continue. That is why I am here this
morning. And I am not resting from the ardors of the campaign.
I think this is a big one for us, for the administration, the Congress,
and the American people.

Now, Judge, I was very interested in your answer. It would seem
an obvious one. Nonetheless, it is very Important, as I see it, that
wage controls can’t stand without price control. Isn’t it true, too,
that the dynamics of the 5.5-percent standard can’t stand unless
there is a correlative dynamics and standard in the price field?

Judge Borpr. Correct.

Senator Javits. And have you heard, as you have been doing
your work, any ominous rumblings on the subject, for example, the
mmpact of what is excluded from controls, to wit, Taw farm material
prices, as they have affected the so far unacceptable increases in the
cost of living? In other words, has that intruded as a problem which
has faced your agency? '

Judge Borpr. The Pay Board?

Senator Javits. Yes.

Judge Bowpr. Not that I am aware of. Of course, we are all aware
of the problem, we read it in the newspaper if nothing else.

Senator Javits. What I was getting at—will the Chair kindly let
me ask this, although my time is up—is whether or not you feel that
under the present circumstances as they exist the exclusion of that
body of commodities from price control endangers your ability to
maintain—because I think that you think it should be maintained—
the 5.5-percent wage standard.

Judge BorpT. No.

Senator Javirs. It does not. Thank you very much.

Chairman ProxMire. I want to follow up on what Senator Javits
asked, because I think it is the most important question concerning
your operation.

But before I get to that, I would like to ask you to give me any
kind of documentation that you could that would show that by
extending the low-income exemptions from $2.75 to $3.50 it would be
inflationary. And I call your attention to the fact that since July
we have had the $1.90 exemption extended to $2.75. And during that
period apparently there has been no inflationary impact from wages.
They have stayed within the guidelines. As a matter of fact, in the
third quarter we had wage costs almost stable over the whole country.
There was a one-tenth of 1-percent increase, almost no inflationary
effect. It has been a marvelous situation for profits, but a situation
In which it seems to me you cannot make the case that this extension
of the exemption for low-income workers to $2.75 was inflationary.

Judge BoLpr. I suppose both you and I would agree that at some
point or other—if you raise it to $5, for example, we would agree
that that was inflationary. Now, it is a judgment factor as to how far
you can go

Chairman Proxmire. You have no documentation, you just have
a feeling, on the basis of commonsense, that it appears that this might
be the case. Is that it?

Judge Borpr. That is my answer today. But I would be glad to
provide you with any further information.!

! See additional information beginning on p. 66.
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Chairman Proxmire. There is one loose end I want to pick up.

Senator Javits properly points out, and so does Congressman
Conable, that we are going to have a tremendous number of settle-
ments coming up in 1973, probably the biggest year we have had in a
number of years. However, 1974 and 1975 are going to be bad years,
too, because there are so many 1-year contracts. Wage negotiations
have moved away from the multiyear contracts, No. 1; and No. 2, a
lot of these settlements are with the wage reopeners in the event of
the end of controls. So isn’t this going to be a continuous problem?
Isn’t it going to be very difficult for us to end controls in 1973 and
1974, and so on?

Judge BorpT. I suppose the threat of inflation will continue to a
certain degree and to a certain extent. But if we assume, for exam le,
that we went through the next year, that controls were in effect
during the next year, and instead of these horrendous 15- to 25-
percent increase requests, they start coming up with something more
nearly within the realm of reason, and supposing that continued
throughout the year. The first two or three o? the big ones may set a
pattern. And if the leaders of these unions and the management
mvolve responsible pepole, and they conclude that they must get
down and hold the line so as to get rid of this inflationary
expectation——

Chairman ProxMIrE. I see. In other words, your point is that you
want to determine the ending of controls based on a situation in which
the settlements are even below the achievement that you have, which
is less than the guideline? You have had what, 5.2 percent wage
increase per hour which is a less inflationary performance than the
6.2, which you have as the guidelines, that is 5-}% plus a 0.7-percent
mandate provided by Congress; is that right? It is 1 full percent
below, in other words. But you think that is not good enough.

Judge Bovrpr. All I am trying to say in my nonexpert way is that it
seems to me fairly obvious that if you have another period of 6 months
or 8 months or a year where there are no excessive demands of that
kind, it is reasonable to suppose that people have become adjusted
to this, and we are near, or maybe have accomplished, almost, price
and wage stability.

Chairman Proxmire. Judge, I think that the principal question of
greatest interest to the people now as far as your operation is concerned
is whether the 5%-percent guideline is going to be lower. And this is &
question which Mr. Jacoby, a very eminent member of your board,
has already addressed himself to. And he says that it should go down
to 4 percent. If it is lowered, of course, it will have a profound effect
on tens of millions of workers in this country. I understand that the
recodification of the Pay Board regulations will be issued in a few
weeks, and that this recodification will be retroactive to November 14;
is that right?

Judge Boupt. The recodification?

Chairman ProxMIRE. Yes, sir.

Juc%lge Bowpt. No; that will be forthcoming by the end of this
month.

Chairman Proxmire. Will the recodification contain a new
wage guideline from the old guideline?

Judge BoLpT. No, it will not.

Chairman ProxuMIRE. It will not contain a new wage guideline?
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Judge Boupr. It will not.

Chairman Proxaire. It is good to have that information. How long
can you put off giving labor and management some guidance on what
the guideline will be from now on? Or are you giving them guidance
this morning when you say there will not be a new guideline?

Judge Borpr. There will not be a new guideline until we have a new
objective given to us, either up or down, as to the target that we are
supposed to reach. And that, I suppose, will be based not merely on
what is happening in the Pay Board, the Price Commission, buf the
whole circuit of other economic factors that combine to produce the
results that we are seeking over some of which I have not any control,
or even any great influence.

Chairman Proxmire. You are not really suggesting that it be a
higher guideline?

Judge BorLpt. No.

Chairman Proxuire. There is no indication that it would be that.
The only responsibility, let us face it, is the lower guideline; is that
correct?

Judge BovLpr. I am not suggesting anything, either higher or lower,
depending on the objective that we are given.

Chairman ProxMIRE. You seem to say in your statement—I do
not have the exact page, but in this basic document—that you do not
see any reason to lower the guideline as of now.

Judge BoLpr. As of now. But that could change.

Chairman ProxMirE. It may change some time in the future, but
as of this morning you do not see any reason to lower the guideline.

Now, it has been argued, and argued, I think, with considerable
gersu.&siveness, by some that the wage price guideline system has

een worked to the detriment of workers and the great benefit of
capital; that is, profits have increased very sharply, and wages have
not kept the pace with them that they should in view of the long-term
productivity increase and in view of the short-term productivity in-
crease. Let us look at the trend. Hourly compensation in the private
nonfarm economy rose at an annual rate of 5.3 percent during the
second and third quarters. Over the same period the Consumer Price
Index rose at 3.4 percent. Now, this leaves a net gain, a gain in real
compensation per hour, not of the promised 3 percent, but of only
1.9 percent, consiserably less. So the real wage gains of labor have
been squeezed in the last 6 months. The pay controls have worked
better than the price controls. And this does not appear to be just a
temporary situation. The rate of price inflation has not been declining
in the last few months. And I have not seen many forecasts that pro-
ject a declining rate of inflation next year. Indeed, quite the opposite.
Forecasters think if anything the inflation rate may start back up.

In these circumstances, I find it puzzling that there is all this talk
about lowering the pay guidelines, and very little talk about firmer
control of prices. And you do not give that any support this morning,
at least you do not see any reason to change as of now?

Judge Borpr. I did not say that either way. I want to make it
plamn, if I have not already, that I am not making any predictions as
to whether it will go up or down. But it will not be changed until there
1s some change in the circumstances.
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Chairman Proxmire. Can you give me this assurance this morning,
can you say that you will do what you can to oppose any revised pay
guidelines which establish a real wage gain for labor of less than 3
percent? In other words, the way you calculate this, the 5} is cal-
culated on the basis of a 2% percent inflation. At that level 3 percent
is what labor would get in real gains, because you add the 3 to the 2%
percent to get the 5% percent guideline. Now, if we have a higher rate
of inflation, then I take it that you would be willing to press for a
higher guideline; is that right? Do you follow me?

Judge BoLpT. Yes, I do. But I do not think that I can answer this
in any way whatever, Senator. First of all, as one of our distinguished
Presidents said, “That is an iffy question.” I have no basis. But I am
most anxious to give you the benefits of whatever thoughts I have on
anything.

Chairman Proxmire. You see the difficulty that Congress is in.
We see profits increasing sharply, and we favor that. Of course, that
is what drives our economic system. But if they are increasing much
more rapidly than wages, it puts us in a difficult position with respect
to this legislation that we have enacted, that wage-price control
system, and it seems to be holding down wages and enabling the
rewards of capital to expand much more rapidly.

Judge Borpr. I do not agree with that. But I think Mr. Mitchell,
who keeps very close track on these very statistics——

Chairman Proxmire. Mr. Mitchell, is it not true that profits have
increased rather sharply and wages have not increased by the 3 percent
long-term productivity gain that we projected when we put together
this apparatus.

Mr. MircuerL. We did a study, Senator, at the time the second
quarter figures on profits were released. The third quarter figures have
not been released. And we compared the extension of profit over
previous postwar expansionary periods. And we found that there were
essentially six cases that you could characterize as being expansions
out of recessions. In two of those cases the current expansion of profit
was less than had occurred, and in one it was greater. So that we do
not seem to be in a situation that is abnormal.

Chairman Proxyire. What you are saying is that when you move
out of a recessionary situation profits always expand more than wages,
and this experience is not extraordinary that way. This does not
satisfy me. And I am trying to achieve some degree of equity between
wages and profits.

According to Pay Board estimates which you were kind enough to
supply, Judge, to the author of one of the written studies we are
having done on the control program, wage increases in union cases
you have reviewed averaged 6.9 percent. And wage increases in
nonunion cases you have reviewed averaged only 4.2 percent.! In other
words, this seems to be working against the nonunion, nonorganized,
sector of the economy. How do you justify that?

Judge Boupr. Well, to begin with, the large increases, generally
speaking, have come much more frequently. The demands have come
from the union side. In fact the vast majority of increases above the
guidelines have come from the union side. And the union side have

1 For an updated estimate of average union and nonunion settlements approved by the Pay Board, ses
Marten Estey, * Union and Non-Union Wage Changes, 1959-1972,” in pt. 2 of these hearings.

88-490—73—pt. 1—5
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come in prepared to justify the increase. On the other hand, you should
know that two-thirds of the cutbacks have been in union scales.

Chairman Proxmire. They may have, but that is one of the
troubles with this control system. 1t seems inevitable that under the
kind of control programs we have the unions, especially the labor
unions, are going to come out better than unorganized labor, in this
business. The big unions have the staff, sophistication and the exper--
tise, and they take advantage of all the special provisions under the
regulations. Unorganized labor does not have that. And they appar--
ently are getting small increases. And they are going to continue to
get them. This is another reason, it seems to me, for us to do what we
can to end this control system as soon as we can. There is a bias on
the side of big business. They are getting increases. That is not your:
area. We will get to that a little later. And big labor is getting:
the wage increases. And, of course, organized labor by and large
represents the better paid sector of the market rather than the more
poorly paid.

Judge Borpt. But what you have said, of course, must be taken in
the light of the fact that those matters occurred this year, and we are
dealing in many instances with contracts entered into prior to either
the freeze or phase II. In other words, they represent collective
‘bargaining agreements entered into prior to that time. And that is an
entirely different matter than a new year coming up now in which
everyone is required by law to comply with our guidelines.

Chairman ProxMIRE. But you are not arguing that we are going to-
have a situation from now on in which the unorganized workers
wages increase at the same rate

Judge Borpt. I am not arguing that, but I am arguing that we are
not going to have any prefreeze contracts to deal with. We are going:
to deal with contracts, if we continue in business, that have been
negotiated after the policies and the standards were established——

Chairman ProxMIire. To make a record this morning suppose we-
look to the future. Are you telling us that from now on you are not
going to see a serious descrepancy between the increases for organized
workers and unorganized workers?

Judge Boupr. There may very well be some difference or disparity
between them. I would not question that. But as far as their treat--
ment at the Pay Board is concerned, there is no disparity whatever.
Everybody—the union, nonunion, whoever he may be—is subject to
the same policies, the same exceptions, and the like. And those who-
show themselves entitled to ¢ome in under an exception will get it.
Incidentally, some of these exceptions are now being phased out.

Chairman ProxMirE. I understand. But my argument is that
union people are organized, they have good counsel. They have
highly competent economists, and they have the expertise, the knowl-
edge, and the experience to fight for and to get things they are entitled
to. The unorganized people are not. They are in a position where
under a program they simply do not have the clout and the ability
or the advice to take advantage of it all.

Judge Boupr. That may be. But whether they in fact would have
any effect on the situation I do not know.

Chairman ProxwirE. Just one other question. You have been
most gracious in staying as long as you have. Maybe the other mem-
bers have other questions.
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I would like to ask you this. It was my amendment that required
public hearings of both the Pay Board and the Price Commission.
The Price Commission was very derelict until only a short time ago.
You have done a much better job of having public hearings. But 1
am still concerned with how much you have had with respect to
wage increases. I think public hearings are very important to keep
on top of this. In your submission this morning you have cited spe-
cific hearings that you have had. What I would like to ask you is if
you could tell us roughly how many hearings you have had in the:
first quarter of your operation; that is, the first 3 months, the second
3 months, the third 3 months, and so forth, and whether you have
any particular policies with respect to holding hearings.

udge Borpt. The policy we have is that stated by Congress,
whoever’s amendment it was.

Chairman ProxMire. That is my amendment. And my amend-
ment requires that you have hearings in all cases except where there
was a clear reason for not having them.

Judge BoLpr. We are making every effort to comply with both
the letter and the spirit of congressional enactment of every kind.

Chairman Proxmire. What percentage of your wage increases——

Judge Boror. I will give you the full detail on it by quarter or any
way you wish to have it.

Chairman Proxyire. Can any member of your panel tell me in
what proportion of your wage increases for the big companies, the
big unions, I should say, you have had public hearings?

Judge Borpr. I do not think so.

Chairman Proxmire. Would it be as little as 5 percent, 10 percent?

Judge Borp1. I do not know. All I know is that our hearings in
all cases of any consequence are all open to the litigants themselves,
their counsel, if they wish, to come

Chairman ProxMIRE. Are they open to the press?

Judge Borpt. We have no rule excluding them.

Chairman Proxyire. Have you announced them in advance so
that the press can cover them if they wish?

Judge Borpt. The agenda is set up usually a week or so before.
And the press are not afraid of contacting us, because they do it
constantly. I want to make it plain that there is no litigant that comes
before us who cannot come in personally with his counsel and make
contribution if it is a case of substantial impact.

Chairman ProxMIrE. But my question did not go to the fairness,
it went simply to the public aspect of it.

Judge Borpr. I understand that in the hearings there is to be =
transcript and all the formal accouterments of a court proceeding.
It has not been a large number, but it has been every one that appeared.
to be of consequence sufficient to justify that type of thing.

Chairman ProxMire. I would appreciate it if you would give us
for the record, the hearings that you have had in the first, second,
third, and fourth quarters.

Judge Borpr. I certainly will. !

Chairman Proxymire. Congressman Conable.

Representative CoxaBLE. Nothing further.

Chairman ProxMire. Senator Javits.

Senator Javrrs. Yes, I have a couple of questions, Mr. Chairman.

1 See response beginning on p. 72,
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First, on the issue of productivity, your statement makes one
little reference to this—it says “For example, we have established
special rules providing liberal treatment of productivity incentive

lans.” Now, that was pursuant to an amendment which Senator
ercy and I sponsored. What has been your experience with that?

Judge Borpr. To begin with, we went further than the amendment
required. We not only complied with it, but we went even further and
gave other advantages to those in that category. I am not aware of
any complaint from any source concerning the operation of that
program.

Now, there are some occasions where those things become something
out of the ordinary and require explanation and the like. But I am
not aware of any material difficulty or any complaints that we have
had about it.

Senator Javirs. You are encouraging the use of the wage mech-
anisms projecting productivity increases?

Judge BorpT. I am.

Senator Javirs. And you feel that this is a policy which has proved
itself worthy of continuance?

Judge Borpr. I think so.

Senator Javirs. That is fine.

The other question I would like to ask you is the possibility, which
has been often discussed, of confining wage controls to large unions,
so-called concentrated independent industries, et cetera, and removing
controls from other entities less large on the ground that they would
more or less fall in line. Do you have any feelings about that, Judge,
based on your experience?

Judge Boupr. All I know about it is that some distinguished and
experienced economists favor it, and some other qualified and distin-
guished and experienced economists disfavor it. I personally do not
know. I just have no view of it. I am a little bit, just as a nonexpert,
concerned about the overextension of exemptions without a real sharp
and clear and sound basis for doing so.

Senator JaviTs. That is limiting controls. You are a little concerned
as a nonexpert, about limiting controls to the concentrated independent
industries?

Judge BorpT. That is right, I am. But I hasten to add, that opinion
is only that of George Boldt, citizen.

Senator Javirs. Is there anything in the experience of the Pay
Board which bears on that subject? That is really what I was trying
to get at, Judge Boldt. Perhaps you do not have 1t with you, and you
would like to review it with your other officials. It would be very helpful
to us to know if there is any experience in the work done to date which
would indicate the desirability or undesirability of reducing the ambit
of Wage Board controls to certain large concentrated independent
industries—steel, I suppose, and autos, et cetera.

. Judge Borpt. If you will give me the leave, I will have our people
work on it immediately to see what they can find along that line.

Senator Javits. We greatly appreciate that. My instinct is exactly
the same as yours. But I would rather approach it along the lines
indicated by our chairman dealing, for example, with upping the
minimum rather than limiting those industries to whom the controls
applied to. For example, I would have the same feeling about profits.
I would rather increase the corporate income tax than remove the
incentive to do better within the rules.
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But that is just a personal instinct, it has no relevance to what we
may ultimately find. But instinctively one reaches for letting the
private enterprise system have a certain amount of play even within a
controlled situation. And I gather that is pretty muchyour instinct, too.

Judge BoLpr. Yes, it is. I think that this control system with its
attempt to have flexibility provided for individual situations and the.
like through exemption and so on is & desirable way to do business.

Senator Javits. Thank you, Judge.

Just one last question. Is it a fact as I kind of read you—and please
correct me, if I am not making a categoric statement, we are all trying:
to find our way—that the 5.5 percent is directly related to the price
level and basecfr on the premise of it not running away beyond where it
is now? We want to tie it down to the 3-percent optimum. But cer-
tainly we cannot accept that you can stay where you are at 5.5 percent
if the price level doesn’t stay where it is; is that correct?

Judge BoLpT. That is right. It is my view that it has got to be done
in correlation.

Senator Javirs. And one has to bear a direct relation to the other,
and if we decide, for example—which we hope we will not—to go for
concentrated industry control and prices, we must immediately look
into what changes we must make in the wages; is that not correct?

Judge BorpT. I would think so.

Senator Javirs. Thank you very much.

Chairman Proxumire. Thank you, Senator Javits.

Judge Boldt, I am going to ask you for the record, now that we are
through with the questions, to answer a few questions in writing on
executive compensation. You have a part of your principal statement
here on executive compensation, but I am very troubled about a part
of your response there. Perhaps you could help me by answering these
written questions. !

And I ask unanimous consent to have the paper by Mr. Frank
Pierson 2 placed in the record at this point.

Thank you very much, Judge Boldt, you have been most helpful.
And we appreciate your appearance.

Judge Boror. Well, I have to say that despite the rigors of getting
ready to come here, I always enjoy 1t while I am here.

Chairman Proxumire. Thank you, sir.

(The following information was subsequently supplied for the record
by Judge Boldt:)

ExecuTive OFFICE OF THE PRESIDENT,
Pay Boarp,
OrricE OF THE CHAIRMAN,
Washingion, D.C., November 30, 1972.
Hon. WiLLiaM PROXMIRE,
Chairman, Joint Economic Commiltee,
U.S. Senate, Washington, D.C.

Drar Mr. CaalrRMAN: We are pleased to submit herewith additional informa-
tion which was requested at the time of my appearance before the Joint Economie
Committee on November 13, 1972.

1 thank you for your courtesy to me during the hearing, and trust that the
enclosed materials will adequately answer those points which were raised during
the colloquy.

Sincerely,
GeorGe H. Borpr,
Chairman.
Enclosures.

1 See Judge Boldt's response beginning on p. 69.
h "‘iThe 1973 Wage Negotiations” by Mr. Frank Plerson may be found in pt. 2 to these
earings.
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SupPLEMENTAL SuBMIssiON oF JUDGE Groree H. Borpt, CmAlRMAN, Pay
BoarD, PREPARED IN RESPONSE TO QUESTIONS RAISED BY THE JOINT Eco-
NoMic ComMiTTEE oF CONGRESS, NOVEMBER 13, 1972

I. THE SCOPE OF ADDITIONAL EXEMPTIONS FROM THE PROVISIONS OF THE ECO-
NOMIC STABILIZATION ACT

Questions concerning possible further exemptions from wage controls were
raised during the testimony of Judge Boldt before the Joint Economic Committee
on November 13. We would emphasize that the Cost of Living Council, and not
the Pay Board, is charged with responsibility for exemption decisions. However,
%le following factual material developed by the Pay Board may be of use to the
Committee.

A. Possibility of Raising the Low-Wage Exemption from $2.75 to $3.50

Under the Pay Board’s rules, workers earning less than $2.75 per hour in
straight-time wages are not limited in the wage increases they may receive, up to
$2.75. However, workers who will earn more than $2.75 after the wage adjustment
are subject to the 5.59% standard and allowable exceptions.

Althoagh exact estimates cannot be made, it is possible to make some rough
projections of the proportion of nonsupervisory workers whose straight-time
-earnings would be less than $3.50. Table I shows that a $3.50 definition of “low
wage”” would decontrol some what more than half of the nonsupervisory labor
force in the private, nonfarm sector in early 1973. About one-third would be ex-
empt under the $2.75 definition. It should be noted that the number decontrolled
will tend to erode over time as earnings rise and more and more workers cross the
cut-off level.

Unfortunately, estimates are not available which would show the interrelation
of the low-wage and small-employer exemptions. Some workers who are earning
between $2.75 and $3.50 are already exempted by virtue of the small-employer
exemption. The Cost of Living Council estimated that roughly half of the work-
force was exempted by the combination of the $2.75 definition and the small-
employer exemption.

Table II shows the industries which would be heavily affected by an increase
in the definition from $2.75 to $3.50. Although distributions of workers by wage
intervals are not available for these industries, their low-wage level indicates that
they would have a large portion of their nonsupervisory labor forces decontrolled.
‘The industries shown on Table II represent about 57% of total private nonfarm
employment. As the table illustrates, average hourly earnings for the entire
private, nonfarm sector rose by 6.2% between October 1971 and October 1972.
In a number of the low-wage industries earnings rose faster than the average; in
others it rose more slowly.

Unfortunately, average hourly earnings include the effect of overtime. The

Bureau of Labor Statistics makes estimates of the straight-time wage only in the
manufacturing sector. Industry detail is available only with a considerable lag.
Table 1II provides a breakdown of earnings and changes in earnings for the period
August 1971-August 1972.
*  One measure of the impact of labor costs on the markups over materials costs of
the low-wage industries is the proportion that labor compensation represents of
the income originating in them. For all private industries, about 719, of the
national income generated goes to labor. However, in all but two of the low-wage
industries, the proportion is higher. In general, then, low-wage industries tend to
be more labor intensive than others.

It is undoubtedly true that low-wage workers are concentrated in nonunion
situations. But as Table V shows, in a number of industries, there are union
workers who average below or close to $3.50. Where the average is not far from
$}§.501, it 1rnay reasonably be assumed that there are many workers earning below
that level.

Although lower-paid workers are often found in small units, this is not always
the case. At the time the definition of low-wage was raised to $2.75, the Pay
Board’s staff did a survey of closed Category I and II cases (units of 1,000 or
more employees). About 129, of union workers and 289, of nonunion workers in
Categories I and II were in units where the average straight-time wage was
below $3.50. Obviously, some of these workers earned more than $3.50 and some
earned less. The data from the staff surveys are summarized on Table VI.

In units where some workers are below the low-wage definition, a problem of
wage compression may arise. If large increases are granted to those below the
low-wage level, the traditional wage differential between lower- and higher-paid
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workers can be distorted. There are no simple formulas for remedying this situa-
tion. Fither exceptiens- must be granted -to higher-paid workers—which could
virtually decontrol units where large numbers of workers were below the low-wage
level—or compression must be allowed to occur. If the latter is chosen, the dis-
tortion of historical differentials may lead to a post-control wage bubble, as the
higher-paid workers attempt fo restore their earlier positions.

JABLE |.—DISTRIBUTION OF NONSUPERVISORY WORKERS AVERAGE STRAIGHT-TIME HOURLY EARNINGS IN THE
PRIVATE NONFARM SECTOR, ESTIMATED FOR APRIL 1973

Average straight-time rate at or less than— Cumulative percentage of nonsupervisory workers

2.75 33
3.00 - 43
3.25 47
3.50 51

Note: Data based on U.S. Department of Labor, Employment Standards Administration, tables in **Wages and Hours of
Work of Nonsupervisory Employees.in all Private Nonfarm Industries by Coverage Status under the Fair Labor Standards
Act,” Department of Labor economics effects study. Submitted to Congress 1972, Intervals projected to April 1973 on the
basis of a projected increase in the hourly earnings index between April 1970 and April 1973 taking into account the slower
growth of the index during 1972

TABLE 11.—AVERAGE- HOURLY EARNINGS AND INCREASE IN AVERAGE HOURLY EARNINGS: SELECTED INDUSTRIES

Percent
Average Increase increase Employment
hourly October 1971  October 1971 (thousands)
earnings 0 0 (seasonal
Industry October 1972 October 1972 October 1972 adjustment)
LUMBEI o oo el $3.36 $0.14 4.3 615
Furniture. e : 3.14 il 1.2 507
Miscellaneous manufacturing_...._____ 314 .17 5.7 429
Tobaceo oo e 3.36 .36 12.0 66
Textile. 2.76 17 6.6 1,002
Apparel_ 2.67 .16 6.4 1,337
Leather__________ ... 2.73 .10 3.8 301
Retail oo 2.74 14 5.4 11,89
Finance. ..o 3.49 .18 5.4 , 964
SOIVICES - - o o oo e eeemm e m e 324 - .18 6.2 12,436
WAl private nonfarm industries._ .. _._..o.oooococooo_an 3.73 .23 6.2 €0, 056

Source: Bureau of Labor Statistics, Employment and E2rnings.

TABLE 111.—PERCENTAGE INCREASES IN AVERAGE STRAIGHT-TIME HOURLY EARNINGS IN SELECTED MANUFAC-
TURING INDUSTRIES WHOSE PRODUCTION WORKERS EARNED AN AVERAGE OF LESS THAN $3.50 STRAIGHT-TIME
IN AUGUST 1972

Percent

increasein

straight-time

average

Av(rage hourly

straight-time earnings

hourly rate August 1971

Industry August 1972 August 1972
Lumber and wood ProduUCtS. . .o oo e eee e ememeem e $3.17 3.9
Furniture and fiXtUIeS . - e ceeccceemcecmemammm——am——an 2.94 3.9
Miscellaneous manufacturing industries. .. iiiiiaimemeeioann 2.99 4.2
Food and kindred products_ . eimemmmmceceoaas 3.39 16.3
Tobacco manufactusing . ..o meeeicciicanes 3.29 17.2
Textile mill products. _._.._____ - 2.59 5.3
Apparel and other textile product 2.56 4.5
Rubber and plastic products, not elsewhere classi 3.46 5.2
Leather and leather products_ ... ____...... 2.63 4.0
Al manufacturing. - oo ecieeaaaaas 3.64 6.1

1 Increases above the average increase in straight-time average hourly earnings for all manufacturing industries.

Source: Bureau of Labor Statistics, employment and earnings.
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TABLE IV.—NATIONAL INCOME ORIGINATING AND LABOR COMPENSATION IN SELECTED YNDUSTRIES, 1971

Labor

compensation

National as percentage

income Labor of national

originating compensation income

Industry (millions) (millions) originating
Lumber.__._._ $5,534 $4, 465 81
Fumiture. .__.____________ ..l , 3,436 a1
Miscellaneous manufacty 3,784 3,322 88
1,771 776 44

7,411 6,547 88

8,976 7,873 88

2,147 1,940 90

83, 354 64,678 78

98,717 33,936 34

110, 589 81, 058 73

717,863 506, 260 71

Source: Department of Commerce,

TABLE V.—ESTIMATES OF UNION WAGE RATES: VARIOUS INDUSTRIES

Implicit major  Implicit major
union situa- union situa-
tion wage tion wage-
19721 19731

Al private nonfarm. _ ..o e eeeeemee $4.79 $4.92°
Manufacturing. ... .__ 4.11 4,30
Food.___ 4.10 23.94
Lumber.. ® 4.43
Apparel.. 3.1 3.29
Paper. ... e, ®) 4.19
Stone, clay, glass. . 3.76 @y
Rubber.. . .. 4.22 ®
Metal working, 4.33 : 4.57
Nonmanufacturing. 5.23 5.28
Construction.__ 6.83 7.47
Transportation 5.07 5.46
Communications SR 3.95 4.10
Warehousing, wholesale and retail trad 3.77 3.8
] L 3.30 3.39

t Calculated by dividing the scheduled mean deferred increase in cents per hour by the scheduled mean deferred in-
crease in percentage terms.

1 1tis posslnble for the i mplicit 1973 wage to be below the 1972 wage because different workers are included in each
year's sample,
- 2 Not available. -

Source of data: Calculated from data appearing in Monthly Labor Review, January 1972, p. 6, and other data supplied:
by the Bureau of Labor Statistics.

Note: Estimates cannot be used to calculate rates of change between 1972 and 1973,

TABLE VI.—RESULTS OF PAY BOARD STAFF SURVEY OF CLOSED CATEGORY | AND Il CASES, JULY 1972

$2.75 $3.00 $3.50 $4.00-
Percentage of workers in cases with average straight-
time hourly earnings:
Union cases 3 5 12 32
Nonunion cases. 8 15 28 37
Total cases. .o eecacaeeea 4 9 17 34
Percentage of cases with average straight-time hourly
earnings:
Union cases. e 12 18 30 ar
NONUNION CaSES. - o oot eecemeee e 16 23 36 49

Total cases. . oo 14 21 33 48
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B. Possible Decontrol of Wholesale and Retail Trade and Communications

It was noted during the November 13 hearing that Table II of the Pay Board’s
submission shows low average approvals in the communications and wholesale
-and retail industries. It should be noted that the table refers only to Category 1
and II units. Since Category 1II units do not report to the Internal Revenue
‘Service except to ask for above-standard increases, no comparable data are avail-
able for those units.

Although the average approval was low for wholesale and retail trade, about
one fourth of the requests were for increases above 6.2%. About 8% of the requests
were for amounts in excess of 10%. The higher requests are concentrated in
retail food. Hence, the low average approval reflects both a wide dispersion of
requests—some of which were quite high—plus cutbacks made by the Pay Board
which resulted in approvals below the amounts requested.

In the communications industry, close to half of the cases were requests for
amounts above 6.29%, although very few requests were for amounts above 10%.
However, the average is very much pulled down by one large AT&T case (over
700,000 workers) requesting a fringe adjustment of only 0.7 percent for the first
control year.

In both the trade and communications sectors, Pay Board data indicate that
although the average approval was low, there were a significant number of fairly
high requests. Hence, exemptions for these sectors could lead to some increases
above the general standard which might set a pattern for other industries.

11, SPECIFIC QUESTIONS RELATING TO EXECUTIVE COMPENSATION

Question: In Judge Boldl's submission to the Joint Economic Commitiee dated
November 10, 1978, it is indicated that the Pay Board had acted on 336 stock option
plans and 241 incentive bonus plans. What proportion are these of outstanding plans?

Answer: There are no statistics that the Pay Board is aware of that specifically
indicate the total number of stock option plans or incentive bonus plans currently
outstanding throughout the country.

However, based on statistics compiled by the American Management Associa-
tion and the Conference Board relating to a limited sample, it can be said that
among those employers covered by Pay Board Regulations, there are approxi-
mately 21,000 stock option plans and 12,000 incentive bonus plans outstanding.
The Pay Board has therefore acted upon an estimated 1.6% of the stock option
plans and 2%, of the incentive bonus plans outstanding.

Question: Is the assumption that those plans not passed on are either outside your

Jurisdiction or within your guidclines?

Answer: The stock option plans and the incentive bonus plans of all employers,
other than those that have received the Cost of Living Council’s Small Business
Exemption fall under the Pay Board’s jurisdiction and are subject to control in
accordance with Pay Board Regulations. It is assumed that those plans we have
not passed on are within our guideline.

Question: How does the Pay Board determine whether such plans are within Pay
Board guidelines?

Answer: The Internal Revenue Service and the Department of Justice are
.delegated responsibility for the Compliance and Enforcement Program.

Question: How does the Pay Board assure ilself that ordinary ezecutive salaries
are in line with its regular standards?

Answer: The general wage and salary standard applies uniformly to wages
and salaries of all employee groups. This standard sets the maximum permissible
annual wage and salary increase for all the employees in an appropriate employee
unit. Depending upon historical relationships, executives may be in their own
unit or they may participate in a larger unit covering other salaried employees.
Regardless of whichever unit it may be, the aggregate increases for that unit are
subject to the same standard and the same rules related to reporting, for any
-similar-sized unit.

Question: The Pay Board conducted a special investigation last May of 30 pro-

fesstonal service firms and 6 companies and found no violations. Last May was only
6 months into Phase II. What was the Pay Board’s staff looking at: 1971 experience?
Projected 1972 experience?

Answer: The investigation was conducted by the Internal Revenue Service
as are all compliance investigations. However, the team of IRS investigators
was trained by Pay Board staff and provided questionnaires which the Pay
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Board designed. This questionnaire looked at actual experience up to the date of
the investigation, considered applications pending before the Pay Board, and
determined the extent to which the firm understood the Pay Board’s control
over future stock options or bonus grants. The investigation monitored compli-
ance through the date it was carried out.

Even though, at the time, the program was only 6 months into Phase II, this
investigation was very important for several other reasons:

1. It served as a prototype for executive and variable compensation compliance
investigations.

2. It told how well the regulations were understood and being followed—
especially by those who were advising others (more than half of the service irms
investigated were either law firms, CPS's or management consulting firms.)

3. It gave the service firms the opportunity to spread the word among their
clients that the Pay Board meant to ensure compliance with the regulations.

Question: The Pay Board’s submission also cites as evidence ‘‘independent surveys
which found executive compensation increasing in the range of 4.8%, to 6% either
Sfrom May 71 to May 1972 (salaries and cash bonuses only; no stock options) or
during 1971.” First of all, I'd like to see the studies, details, and how they were
conducted. More important, what relevance do such survey findings have as indicative
of Pay Board control effectiveness?

Answer: Neither of the independent surveys cited was conducted expressly
for the Pay Board nor—as was stated—was intended to measure the effect of pay
controls. Pay Board information pertaining to the results of these surveys comes
directly from articles appearing in Business Week, and from direct testimony
gf officials of the two firms involved during the Pay Board’s recent recodification

earings.

These surveys, and others of a similar nature, include some data related to pay
increases which occurred prior to stabilization, However, the next such annual
surveys will not have this problem.

The two private firms which made the studies referred to in Appendix A of the
Pay Board’s submission use this information for internal purposes. Their data are
based on client information and they do not make available their reports for
publication. Hence, the Pay Board does not have copies of the surveys. However,
for the convenience of the Joint Economic Committee, copies of magazine articles
referring to the surveys are attached. The statements of Messrs. Foote and
Riordan are in the transcripts previously provided.

- [From Business Week, Sept. 2, 1972] )
Exgcurive Suite: ControLs Curs ExrcuTIivE RAISES

A survey of top management salaries and bonuses suggests that executive
raises have been curtailed by wage controls. At least, base salary increases were
smaller in the 12 months ended last May than in the previous year.

The survey, by the Philadelphia management consulting firm of Hay Asso-
ciates, is the most recent assessment of what Phase II and the 5.5% wage increase
guidelines have meant to executives. The Hay study provides a fairly current
look at compensation since top executive salaries for 1971, reported in proxy
statements issued early this year, were set months before the guidelines were laid
down last November. Of the 500 industrial and financial companies surveyed,
Hay found that between May, 197 1, and May, 1972, the average rate of increase
in base salary was 4.6%, down 19, from the previous year. Incentive compensa-
tion, however, was up more sharply. That is a reflection, Hay says, of improved
profits in the more recent 12-month period. X

Mized picture—The survey shows that companies with only marginal profits
used Phase II to hold the line on salaries. Companies that traditionally grant
“‘across-the-board”’ increases reduced both the amount and frequency of these
increases to stay below the Pay Board ceilings. Even so, total cash compensation
for top executives in manufacturing increased 5%, to 67%,. .

Within individual industries, the pay picture was mixed. Banking executives,
for example, gained an average 3.5%, against 8.29, the previous year. Total pay
for top executives in the basic metals industry was off 8.2%. Chemical and oik
industry top managers won a 3.49 increase, while food company top brass went
up by only 0.3%. Top executives in Hay’s heavy industrial equipment category
received a 5.2%, increase in total cash compensation. Pay for insurance executives-
in the $55,000 to $95,000 range increased 6.3%,.
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In the 30 companies surveyed with at least $1-billion in sales, total cash com-
pensation for the top executive group dipped 3.8%. While Hay did not ask why
salaries were up or down, there is one possible explanation for this anomaly: Top
executives in the auto industry, who got some of the biggest of 1971’s increases,
were not included in the Hay survey. In Business Week’s survey of executive
compensation in 1971, total pay for auto industry chiefs jumped 56.79% over 1970..

[From Business Week, Sept. 16, 1972]
ExecuTive SuiTe: A WET BLANKET LaNDs oN Top Pay Rarses

Evidence that Phase IT regulations have put a damper on executive compen-
sation continues to mount. A new survey, released this week by McKinsey & Co.
and covering 587 of the nation’s largest corporations in 31 industries, indicates
that total compensation, including salary and bonus, for chief executives rose
4.89, during 1971. At the same time, sales for these companies increased 8.7 %,
while profits grew 11.29, over 1970.

The effect of the Pay Board’s general 5.5%, guidelines can be seen by comparing
the new survey with McKinsey’s study for 1968—the last prior year of soaring
profits. That year, top executive pay leaped 9.8%, while profits were up 13.7%
on g sales increase of 12.99,.

“The 4.8, rise in top executive pay is even less than the reported 4.9% average
wage increase approved by the Pay Board since controls began,” observes George
H. Foote, the McKinsey partner who directed the survey. But the study also
reveals that many executives continue to chalk up handsome gains—at least on
paper—from exercising stock options. In most cases, current options are removed
from Pay Board scrutiny.

Winners and losers.—While the statistics for 1971 vary widely from industry to
industry, there was exceptionally strong correlation between pay and profits,
Foote says. For example, in the auto industry, which was recovering from a paralyz~
ing strike and scanty bonuses the year before, profits were up 97.3% and executive
pay rose 21.1%. That high a pay hike is permitted under Pay Board rules, because
companies are permitted to go back three years and use higher past bonus years
as base periods on which to compute their 5.5%, allowable incentive increases. At
the other end of the spectrum, chief executives in the nonferrous metals industry
took a 139, compensation cut after profits fell 53.5%.

In the 587 companies surveyed, 269, of the chief executives took pay cuts.
Foote attributes the cuts to lower profits, which in turn spelled smaller bonuses,
or to new chief executives who, on the average, came in at pay levels 6 % lower than
their predecessors’. One-fifth of the top managers drew the same salaries in 1971
as they did the year before. And of the 549, who did get pay hikes, the average
gain was 12.49,.

As far as executive pay is concerned, most companies have been able to live
with the Pay Board regulations for a year without serious disruptions, Foote
believes. But if controls are to continue for another year or longer, he fears that
there may be a real damper on increased growth and productivity unless certain
key changes are made.

Hard hit.—Foote contends that the present rules are particularly hard on
rapidly growing companies that are adding scores of new executives and other:
employees. First, there is a fixed dollar limit on total bonuses, so companies cannot
add new executives to bonus plans without decreasing individual bonus amounts or
cutting back on salaries elsewhere in the organization. Moreover, since total stock
options are limited to the average number of shares that were given out during the
past three years, they are finding it difficult to allocate stock to new executives
while continuing to reward older managers.

The sledding is particularly rough with the Pay Board for companies that do
not now have formal bonus or other incentive plans but that are trying to launch
new programs. And it is impossible at present to get Pay Board consideration for
a switch from existing qualified stock option plans to performance share plans.

Paper gains.—The McKinsey survey also reveals that two executives exercised
stock options during 1971 for paper gains of more than $1-million apiece. For
companies reporting option gains over a five-year period, 14 executives garnered
option gains in excess of Sl-million each. The survey covers each company’s
three or four highest paid executives. But Foote says that if the stock option gains
for all executives in the survey are put on an annual basis (the gains at exercise
divided by the number of years covered in each manager’s option report), the
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paper gains will average out to just slightly under 509, of the executives’ 1971
cash compensation.

A look at company proxy statements pinpoints many of the major option gains.
For example, during 1971 Burton E. Beck, president of Eli Lilly & Co., who retired
last January, exercised options for a paper gain of $1.1-million.

And during the past five years, Kenneth H. Olsen, president of Digital Equip-
ment Corp., exercised options for paper gains of $3-million. At the same time, the
company’s officers and directors together exercised options for total gains of
$17-million. But executives must hold onto their stock for three years after options
are exercised before they sell it in order to receive favored capital gains treatment.
And rising and falling stock prices can play havoe with paper gains. For example,
DE stock sold for $1634 in 1966 and after a 3-for-1 split rose to $124 in 1970. The
present market price is about $85 per share.

1II. QUESTION RELATING TO UNION-NONUNION DIFFERENTIAL

During the hearing; a question was raised concerning the significance of the
fact that the average union approval for new contracts was 6.7%, above the
average for all new cases of 5.1%. For all cases (new and deferred), the differential
was smaller, 5.79, versus 5.2%,. Several factors account for this differential.
Union units tended to request more than nonunion units. This was widely pre-
dicted for 1972, and would have occurred even if there had been no controls.
However, as time passes, fewer union cases result from negotiations either caught
in the freeze, tandem to pre-freeze situations or scheduled under pre-freeze
contracts.

There is reason to expect that the union differential will continue to drop.
The Bureau of Labor Statistics (BLS) has been conducting a special study for
the Pay Board. At present, only partial results are available, but these indicate
that workers covered by union contracts expiring in 1973 have done pretty well
under their old contracts. For major contracts expiring in the first quarter of 1973,
the average annual wage experienced (including escalators) will have been 8.2,
in the nonconstruction sector. This compares with 7.6%, during the last half of
1972. In other words, it appears that workers in the new crop of expirations will
feel less pressure to catch up for past inflation, because they have done well in
terms of real purchasing power.

Deferred union increases also will create less pressure, in 1973. Based on prelim-
inary BLS data, the Pay Board staff estimates that the average deferred request
in 1973 under major contracts in the nonconstruction section will be 5.8%—if
consumer prices rise by 3%. In 1972, the BLS predicted a request of bout 6.7%,
on the assumption of a 3%, increase in consumer prices.

Obviously, there will still be pressures resulting from 1973 negotiations, and
the Pay Board has not taken a sanguine outlook concerning upcoming contracts.
It is still probable that the bulk of the Board’s rollbacks will be in the union
sector, just as was true in the first year of Phase II. The average request in the
new union situations which gave rise to the 6.7% average approval was 7.4%. In
the nonunion sector, the average new request was 4.6% and the new approval
was 4.5%. Few nonunion situations were cut back and the vast majority were
approved as requested, well within the standard of 5.59, for wages and .79, for
qualified fringe benefits.

These data indicate that it is certainly incorrect to conclude that the nonunion
sector has been held down by controls, while the union sector has been granted
more liberal treatment. Without controls, the union-nonunion differential would
have been larger than it in fact turned out to be.

IV. HEARINGS, BY QUARTER, CONDUCTED BY THE PAY BOARD

Question: I would appreciate it if you would give us for the record the hearings
that you had in the first, second, third, and fourth quarters.
Hearings held by the Pay Board involving specific cases:
4th Quarter 1971: Bituminous Coal Operators’ Association Contract
Aerospace Contracts.
1st Quarter 1972: Railroads & United Transportation Union State of Ohio;
Pacific Maritime Association & International Longshoremen’s Union.
2d Quarter 1972: CONASA & International Longshoremen’s Union New
York City Employees.
3d Quarter 1972:
4th Quarter 1972: New York Printing Industry Cases, Georgia Department
of Education.
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Hearings held by the Pay Board involving broad segments of the economy:
2d Quarter 1972: Professional Sports.
3d Quarter 1972: Health Industry—Los Angeles, September 11-12; Phila-~
delphia, September 21-22.
State and Local Government—Portland, Oreg., September 12-13.
4th Quarter 1972: Health Industry— Minneapolis, October 3—4; Newport,
R.I., October 10-11; Denver, October 19-20; Houston, October 25-26;
Miami, October 31-November 1.
State and Local Government—Detroit, October 5-6; Phoenix, October 17—
18; New Orleans, November 1-2-3.
Hearings held by the Pay Board involving recodification of its regulations:
3d Quarter 1972: Chicago, August 17; San Francisco, August 21; Atlants,
August 24; Washington, D.C., August 28-29.
Hearings held by the Cases and Appeals Panel and/or the Category III Panel £
the Pay Board:
2d Quarter 1972: McDonnell Douglas, Delaware State Police.
3d Quarter 1972: New York City Social Service Employees; Judges of the
State of New Mexico; Washington Post Company; Anthracite Coal Assoria-~
tion; State of Pennsylvania Employees; State of Florida Employees; Emery
Air Freight; Airborne Freight Corporation.
4th Quarter 1972: State of Washington Judges; Eastern Labor Advisory
Conference; Georgia Department of Public Safety.

Chairman ProxMige. Our next two witnesses will be a panel of
Barry Bosworth and Robert R. Nathan. Mr. Bosworth is senior
fellow at the Brookings Institution, an economist who has been
engaged in intensive study of the whole wage-price control system.

We shall also hear from an old friend of this committee, an out-
standing economist who has had wide experience in these matters,
and who is now head of his own business organization serving as
economic adviser to many of the outstanding policymakers of the
world, Robert R. Nathan.

Gentlemen, I did not say so when Judge Boldt was here, because
he, of course, confined his remarks to the Pay Board, but I am very
concerned about the failure of the Government—I should say the
administration, the Presidential administration’s failure to take
advantage of this control system to use it as a basis for providing a
greater expansion of our economy. And reducing unemployment more
vigorously. It seems to me once we have controls in place we can do
that without the same kind of inflationary impact. So perhaps in the
course of your remarks you could address yourself to that, too.

Now, as you may know, this committee has a policy of confining
opening remarks to 10 minutes. We have a little buzzer that will ring.

And with that in mind, go right ahead, Mr. Bosworth.

STATEMENT OF BARRY BOSWORTH, SENIOR FELLOW, THE
BROOKINGS INSTITUTION

Mr. Bosworra. By way of introduction I would like to make &
few general comments about wage and price controls. These comments.
should make my particular biases and frame of reference in this area
more evident.

First, I believe that the decision to embark on some form of an
incomes policy was far past due, and that such a program must be
continued.

The inflation was not coming to an end before controls were put
into effect.



74

The evidence that it was is limited to the behavior of the CPI
in early 1971 as shown in the attached table 1 to my statement.
About half of this decline resulted from a sharp reversal of monetary
policy which caused morgage interest rates to fall. There was no
apparent deceleration in the industrials component of the WPL.
On the wage side, only the construction industry (where controls
already existed) showed any slowing of wage increases.

There are a variety of explanations for the unanticipated resistence
of the inflation to a major tightening of fiscal and monetary policy
in 1969-70. But we are not sure why the problem developed or that
it will not happen again. As a result it would be very risky to attempt
a return to high employment without some form of controls or other
incomes policy. :

Past emphasis on fiscal and monetary policy to stop the inflation
was ineffective and far too costly in terms of unemployment and lost
income.

Stabilization policy did reverse the expansion and plunge the econ-
omy into a recession. But prices and wages failed to respond to the
sharp decline in resource utilization; 2% years was more than enough
time to fully test the ability of these policies to stop an existing
inflation—they failed.

The experience of other countries suggests that the problem is
neither specific to the United States nor transitory.

The real problem today is unemployment and not inflation. The
costs to the Nation of the first are far greater. But it is apparent that
an inflation or the fears of an inflation do serve as a political block
against efforts to solve the problem of unemployment. An effective
incomes policy reduces the conflict between the goals of high employ-
ment and low inflation, freeing monetary and fiscal policy to operate
more directly on the serious unemployment problem that we face.

Many supplementary programs such as manpower retraining and
improved labor mobility are completely ineffective in an economy
with a high rate of unemployment.

Frequent reversals of policy as the Government bounces between
the twin concerns of low unemployment and a low inflation rate are
themselves destabilizing and contribute to inflation. Thus the real
issue is the form that incomes policy should take.

In evaluating the different types of incomes policies that we might
choose, problems with each must be expected. Inefficiencies and in-
equities are bound to exist; but it is crucial to keep the alternative in
mind. The policies of the 3 years prior to controls were themselves
highly inequitable and inefficient. The loss of over $150 billion in
output, an increase in unemployment of 2.5 million people, and a
doqbling of the welfare rolls are the results of indefensible past

- policies. .

Second, impact of the current controls—there has been a marked
deceleration of the rate of both price and wage increases since August
1971 as shown in the attached tables to my statement.

The rate of price increase for the nonfood items of the CPI has been
reduced from 5 percent in early 1971 to about 3 percent in the last
6 months. A similar deceleration is apparent in the nonfarm price
index of the national income accounts. ‘

Less evidence of a deceleration is apparent in the industrials com-
ponent of the WPI because of a greater weight being given to raw
and intermediate products.

x
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Recent changes in the CPI have also been discouraging because of
a 3.6-percent rate of increase in the nonfood categories during the
latest available 3-month period.

Food prices have increased far more rapidly than other prices during
the control period.

This is primarily the result of supply problems and does not neces-
sarily imply that controls should be extended to this sector; but it
does mean that the administration’s target rate of a 2.5-percent
inflation has not been achieved.

The evidence of a marked reduction in the rate of inflation is far
more uniform on the wage side.

The rate of increase of employee compensation in the private non-
farm sector has declined from 7.4 percent to a 5-percent average in the
last 6 months; other wage indexes show a similar deceleration varying
from 2 to 3 percentage points relative to the first half of 1971; unit
labor costs have not increased for two consecutive quarters; negotiated
first year wage changes on 3 percentage points below this rate of early
1971 although they are still above the general standard.

I conclude that there has been a substantial moderation of the
inflation. I tend to give the control program major credit for that
outcome, primarily because of the abruptness of the change.

But the performance of prices has not been as satisfactory as that
of wages. Much of the discrepancy can be traced to major increases
in food prices. However, problems are present in those markets under
the control of the Price Commission as evidenced by rapid recent
increases in the nonfood items of the Consumer Price Index. :

3. We must maintain a system of price and wage controls in the
near future. The problem is far from solved. But any move to reduce
the general wage standard is also premature.

The standard is based on a specific formula of 3-percent trend
productivity plus prospective increases in the cost of living.

Prices are currently rising faster than the 2%- to 3-percent rate
envisioned in the original wage standard.

At present, wages are not the driving element behind the inflation,
and are generally within the original target.

Until the Price Commission can come closer to meeting its target
price side, further restraint on wages is impractical.

4. Problems with current controls.

The current controls program is primarily one of wage restraint
with prices reflecting lower costs in a rather passive fashion. I do not
have any major objections to the operations of the Pay Board. But
I do find major deficiencies in the current regulations of the Price
Commission. As a result the program is overly one sided in its opera-
tion and is likely to result in a substantial deterioration of public
support.

Although appealing to some persons, a one-sided program of wage
restraint 1s not a politically viable system. If the Government must
continually intervene to invalidate wage contracts voluntarily signed
by both parties, a control system cannot long endure. Yet the current
controls, by allowing for the percentage passthrough of cost increases
into prices, weaken the bargaining incentives of employers. The regu-
lations are sufficiently lax to enable wage increases above the general
standard to be covered in other cost categories.

The controls should be designed to reinforce market pressures on
firms tc reduce costs. But in fact the current controls have the opposite
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effect. Cost increases with a percentage increase in prices is one route
to higher profits. The profit ceiling can be avoided by allowing dis-
cretionary overhead costs to increase.

The basic problem is concentrated in the application of the cost
%assth.rough and the profit margin restriction to individual firms.

irst, price controls should be designed to strengthen basic competitive
market forces. This implies an emphasis on marginal or direct costs.
rather than total costs. But the current cost-passthrough provisions
stress the latter rather than the former concept.

It does not reflect a valid economic rationale, nor does it reflect the
pricing practices of most firms. In addition, the accounting problems
of allocating total costs among different product lines makes the
regulation impossible to enforce with a small staff.

Second, the profit margin restriction is not an effective method of
holding down price increases. In its operation it is the same as an
excess profit tax which has proved unworkable in the past. Firms which
approach the ceiling lose all incentives to hold costs down. It is diffi-
cult to see how changes in profit margins since 1968—69 can be closely
correlated with the need for price changes in the individual product
markets in which a firm operates.

Similar problems are inherent in the term limit pricing agreements
which the Commission entered into with many multiproduct firms.
These firms are left free to raise prices in individual markets as long
as their average increase for all sales does not exceed a ceiling of about
2 percent. In practice these firms can put substantial price increases
into effect in those markets when they have some market power while
leaving prices unchanged in the competitive markets.

Given the commitment to do so, what is the proper way to regulate
pricing decisions? I would prefer the type of regulation that strength-
ens the basic market pressures on prices, rather than attempting to
supplant the market mechanism. If the Commission focused on direct
labor costs and material costs, and ignored overhead costs, it would
have a meaningful basis for evaluating requests for price increases.
The controls should then be directed toward markets rather than
toward individual firms as a means of strengthening incentives for
cost reductions. Measuring profits is useful primarily as an ex post
facto means of determining areas of the economy in which the Com-
mission has been too rough or too easy.

The Commission must also narrow the focus of its operations to-
ward the more significant industries where it could have a major im-
pact. A better definition of tier I firms should be developed other than
simply firm size. Firm size does not accurately indicate either market
power or industries where controls may be effective. One possibility is
to use a more flexible definition that brings firms in and out of tier I
as problems develop in their industry.

5. Looking ahead, I do see many difficulties with the current con-
trols. But the realities of the problems we face dictate that we find
ways to improve them rather than abandoning them for the previous
policies. I do not believe that a perpetual 4%- to 5%-percent unemploy-
ment rate can be accepted.

Some changes can be made in the structure of the current economic
system to reduce inflationary problems, but they will take time. In
the period of transition some controls will probably be required. I
would like to see a gradual reduction in the scale of the controls as



77

further improvements in reducing inflation occur. Perhaps the day
may come in which they would be needed only on a standby basis.

The evidence of other countries is that controls do not remain ef-
fective for long periods. I believe that they can give us enough time to-
undertake more fundamental changes in a phase III. However, I am
discouraged that so little evidence of a coherent phase III program
exists after 1 year of controls.

I would like to conclude by sketching some of the issues that must
be faced in putting together a phase III program. Such a program.
must be composed of many diverse elements which by themselves will
seem quite minor. But taken as a whole I think they can be quite
significant.

Some sectors of the economy are characterized by excessive con-
centration of economic power in the hands of a few large firms and
unions. The firms display a lack of concern for cost increases in the con-
fidence that they can be passed on in price increases. They find it.
easier to pass on cost increases rather than trying to reduce or offset
them. The unions have sufficient economic power to ignore overall
labor market conditions in pushing for large wage increases. The costs.
to the workers of long strikes has been reduced by the existence of a
second family worker and increased unemployment, welfare benefits.
The firms find that higher overhead costs increases the costs to them
of long strikes and are confident that they have sufficient maiket power
to pass on the cost increases.

Part of the phase ITI program should involve a more vigorous en-
forcement of antitrust policies and an investigation of some of the
alternative methods of resolving labor-management disputes in a few
basic industries.

Other industries—primarily raw materials—are characterized by a.
low price elasticity of supply in the short run. These problems are
frequently intensified by Government imposed import quotas and
limitations on domestic policy. These restrictions in areas such as.
petroleum agricultural imports, farm price supports, and mineral
production should be removed or made more sensitive to changing
market conditions. The Congress, for example, will have an oppor-
tunity in the next year to design a more rational farm program.
Existing laws such as the Robinson-Patman Act reduces competition
in the retail trade sector.

Sectors such as construction and hospital ¢are will require a basic
restructuring. The current system of large numbers of different unions-
in the construction industry with wide variations in wage rates among
different skills and geographical areas should be changed. The Govern~
ment could encourage a more regional system of wage bargaining in
this industry and encourage master contracts which cover several
skills at the same time.

The private competitive market is largely ineffective in the area
of hospital care. Cost increases only affect the individual patient
indirectly through higher insurance rates. It will probably require
some system of public regulation.

Rising retail food prices relative to wholesale prices can be traced
in part to the low rate of increase of productivity in the transportation.
industry. Federal regulations must bear a substantial portion of blame
for the low rate of growth of productivity in this industry.

Current attempts to isolate the United States from world markets.
through raising tariffs and quotas must also be strongly resisted. For-
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some industries foreign competition is of major importance in creating
pressures to hold down prices and costs. They also provide effective
escape valves when excess demand pressures develop in individual
markets.

The Federal Government must also be more aware of the infla-
tionary impacts of its own actions. For example, the initiation of the
medicare program should have made some provision for increasing
the supply of doctors and medical care facilities.

A large number of proposals have previously been put forth to
improve the job skills of workers and to reduce barriers to the free
flow of labor among different industries. I will not again repeat this
list. But I think it is important to note that many of them—such as
job retraining—can only be effective if we make a firm commitment
to full employment.

Thank you.

(The following tables were attached to Mr. Bosworth’s oral state-

ment:)
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¢ Excludes used cars; adjusted for repeal of auto excise tax.
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§ No significant seasonal variation present. . .
? Annual rate of change in mortgage interest and used car prices times their December 1971 relative weights.
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1 Excludes crude foodstuffs and feedstuffs. L

12 GNP deflator for 1960-65. Other periods based on fixed weight index.

Sources: Price index data are derived from} the consumer and wholesale price index series of the Bureau of Labor
Statistics. Deftator data for 1960-65 are derived from gross national product deflators published by Office of Business
Ecanomics; other years are based on fixed-weight deflatars in “Survey of Current Business,’ vols, 51 and 52 (August 1971
and August 1972, p. 25 and pp. 34, 35, respectively).
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TABLE 1a.—RECENT PRICE TRENDS (SEASONALLY ADJUSTED ANNUAL RATES OF CHANGE)
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2 Wholesale price increase from July to October.
3 Preliminary 3d quarter rate.

TABLE 2—RATES OF CHANGE IN SELECTED WAGE AND PRODUCTIVITY SERIES, VARIOUS PERIODS, 1960-72,
SEASONALLY ADJUSTED ANNUAL RATES, QUARTERLY AND ANNUAL DATA!

1st  Change over preceding quarter
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Sector and series

Private nonfarm:

Employee compensation per manhour._.... 3.8 6.9 L1 7.4 5.6 6.1 8.6 4.4
Unit labor cost__..._- .6 1.2 6.5 2.5 2.9 .7 4.5 —.6
Output per manhour-.. 3.2 -.3 .6 4.8 2.6 5.4 3.9 5.1
Average hourly earning: 3.2 6.5 6.7 7.7 6.0 4.4 8.6 56
Manufactusing_.__. 2.7 6.0 6.3 7.6 5.9 3.8 9.3 56
Nonmanufacturing._._ 3.4 6.8 5.9 7.8 6.0 4.7 8.5 5.5
Contract construction.. .. . 3.2 8.6 9.5 9.0 8.1 6.7 6.7 4.8
- Government:
State and local, average hourly earnings 4. _ 4.3 7.0 8.1 7.3 3.0 3.5 3.9 4.2
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Negotiated wage changes: 7
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Sources: State and local government derived from “Survey of Current Business’’, July issues; negotiated wage changes,
U.S. Bureau of Labor Statistics, ‘'Current Wage Developments, ‘*No. 295 (August 1972), table 8, and prior issues; other
data derived from regulating and productivity series of the Bureau of Labor Statistics.

t Quarterly changes are from preceding quarier at annual rates. Annual changes are from previous year indicated.
Negotiated wage changes refer to collective bargaining settlements during the period.

21970:4 1971:2 for all series except negotiated settlements.

s Adjusted for interindustry shifts and for overtime in manufacturing.

1 Based on national income accounts data for full-time equivalent workers.

3 ﬁhe per?egltage changes for the quarterly data shown in the last four columas are not analyzed.

¢ Not available.

7 Settiements involving 1,000 or more employees. Data for 1560-65 are averages of medium adjustments. Constructien
excluded in 1960-63.

T Settlements affecting 5,000 or more employees.
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TABLE 2A—RECENT WAGE TRENDS: THIRD QUARTER, 1972, SEASONALLY ADJUSTED ANNUAL RATE
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See table 2 for sources.

Chairman Proxumire. Thank you very much, Mr. Bosworth.
Mr. Nathan, please proceed.

STATEMENT OF ROBERT R. NATHAN, ROBERT NATHAN ASSOCIATES

Nr. Naruan. Thank you very much.

Mr. Chairman and members of the committee, I appreciate this
opportunity to come here to talk about what I agree is one of the most
crucial economic subjects now faced by the Government and the
people of the United States; namely, what to do about controls when
the present authority expires on April 30.

First, let me make a rather dogmatic observation, Mr. Chairman;
namely, that I believe we have not yet broken the inflation spiral.
And in essence it was the inflation spiral and continues to be the in-
flation spiral that renders all fiscal and monetary policy somewhat an
a blunt and not exceedingly sharp instruments in the fight against in-
flation and in the pursuit of full employment and general economic
economic stability. Just as the recession of 1969-71 did not result in
breaking the inflation to the degree desirable from the national point
of view, so I believe, Mr. Chairman, that a slowing down of the re-
covery would likewise not serve the well-being of the country either
in terms of slowing inflation, of reducing unemployment, or in the
achievement of substantial price stability.

I share with Mr. Bosworth the conclusion that over the past year
what we have achieved under controls appears to be a somewhat lower
rate of rise in wages than in prices. In other words, I think we have
had a tighter control on wages than on prices. 'This is especially dis-
tressing in view of one important factor; namely, that we have ex-
perienced in the past year or year and a half a very marked rise in
productivity. The rise in productivity which we have enjoyed was not
entirely unexpected, because we had a rather long and unprecedented
period of no rise in productivity, during which time any increase in
wage rates resulted in an almost parallel increase in unit labor costs.
But we are having a very remarkable rise in productivity. And it is in
the face of this rise in productivity that our failure to bring the price
spiral to an end after a year of Phase II plus 3 months of freeze is a
source of some distress.
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But let us take a look at where we are today and what the prospects
are ahead. As of now I find two observations of a disturbing nature
already noted briefly this morning. One is that the wholesale price
index has not behaved very well in recent months. And that is not
all attributable to food prices. We find industrial prices and finished
commodity prices moving ahead quite seriously. As wholesale prices
continue fo project what is anticipated or likely to happen in retail
prices, we may very well have a stepping up of the rate of inflation
in consumer prices in the months ahead. Very disturbing are the
indications in the forecasts that more inflation rather than less seems
to be indicated. I was rather surprised when the American Statistical
Association recently conducted a survey of 67 professional fore-
casters. They came up with the conclusion that the GNP deflator
in the next year would rise at a rate of 3.6 percent as compared to 3.2
percent in 1972. And the Wharton Review comes up with a very
sharp rise in price expectations. They expected the implicit price
deflator of private GNP to be rising at a rate of well over 4 percent
early in 1974, and practically 4 percent in the last quarter of 1973,
as compared with about 314 percent recently.

Chairman Proxmire. Did you say that the American Statisitcal
Association said that they projected a higher inflation next year?

Mr. NaTuan. That is correct. It is modestly higher. But it is
perceptible.

If I may read from this release of recent date, it says:

The GNP implicit price deflator will rise by about nine-tenths of 1 percent in
each of the five quarters ahead, the survey predicts. At the annual rate this
amounts to inflation of 3.6, not a great deal more than the 3.2 percent, the same
index anticipated for the current year.

But the Wharton Review is more pessimistic, indicating their
expectation that the private GNP deflator there would rise at an
annual rate of 3.96 in the fourth quarter of 1973, as compared to 3.64
’1111:‘ the second quarter of 1972, and 4%, by the way, in the early part
of 1974.

And then I thought it rather interesting that they had another
forecast based on tighter wage and price controls. This projection for
the beginning of 1974 is no better than the second quarter of 1972.
I do think these are distressing.

Now, another element that is quite distressing in my judgment,
has to do with the fact that we do have a manifestation or indication
or ar least frequent expressions of concern about dangers of rapid
recovery. And I must say, Mr. Chairman and members of the com-
mittee, that when unemployment persists at 5% percent, it seems to
me premature to be deeply concerned about the rate of growth—I
should not use that word, but should refer to greater recovery. And
I believe that what is apparent, or what seems to be apparent, is a
lack of real confidence in the administration that the controls can
truly break the inflationary spiral. And just as I think the recession
was not successful in breaking it and achieving price stability, so I
believe that a slowdown in the present rate of recovery would not serve
constructively to tend to bring about price stability.

One further point, gentlemen, has to do with 1973. I believe that
if productivity continues to rise at the rate of around 4 percent, and
if the consumer price index continues to rise at 3 percent or more,
then the prospects for 5.5 percent wage settlement in 1973 in some
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of these big wage negotiations that are coming up will not be par--
ticularly favorable.

It is 1n view of these prospects, gentlemen, that I feel very strongly
that the authority for wage controls and price contfrols beyond April
30 is essential. That authority ought to be extended although, I
believe that over the long run we ought to get rid of comprehensive
controls. We ought to start as early as feasible to modify these controls
in directions consistent with the attitude and philosophy of those
that will administer them. It is now premature to begin to lift them.
Until we seek a break in the inflationary spiral we ought to stay
with what we have and begin to plan and maneuver toward something -
of a more moderate nature perhaps a year later.

Thank you.

Chairman ProxMire. Thank both of you gentlemen very much.

Mr. Nathan, I am quite shaken by your presentation this morning.
It is an excellent one, but, frankly, I am concerned about this pessi-
mism. As I understand it, that one estimate on the degree of inflation
next year was based on a kind of summary of a group of experts

Mr. NaTHAN, 67.

Chairman Proxwmire. Sixty-seven experts who project a higher
degree of inflation, substantially higher in the coming year. What
concerns me about this is that everything we have seen on the basis
of the record to date, while it is not an encouraging record, or a
good record, does indicate some moderation of inflation in 1972 as.
compared to the previous year and the year before that.

And No. 2, there has been a wage increase slowdown.

And No. 3, there has been wage cost stability.

And these are the big cost-push elements in inflation.

And No. 4, there was a lag 1n the economy which continues with a
5% percent unemployment rate, and operating at about 80 percent
of capacity. Under those circumstances I just cannot understand how
these experts can so uniformly predict a worse performance in the
coming year, especially with controls in place.

Mr. Narran. 1 think one can broadly say, Mr. Chairman, that
given the factors which you have indicated—and I do think that unit
Iabor costs have stabilized considerably

Chairman Proxwmire. They increased at an annual rate of one-
tenth of 1 percent most recently.

Mr. Naraan. But we should have had a much better performance:
on retail prices and wholesale prices. What we have had is a very
substantial rise in profits. 1 am all in favor of profits, but I think there
is a question as to what rate is acceptable during a period of controls.
It does seem to me that we should have enjoyed a more pronounced
decline in the rate of price increases than we have enjoyed. It is
that lack of success in achieving lower rates of inflation, which I
think is the source of real concern

Chairman Proxmire. Could you help us a little bit? What do these
experts and what do you crank into your forecast? What are the ele-
ments that would push prices up if we had had this record of stabilizing
wages, which is by far the biggest element, and dwarfs everything
else in terms of its cost impact? And we do not have any overall
shortages, we have a few, but not overall. What is this pessimism?
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Mr. Naraan. Mr. Chairman, let me say two things. One, I think
it is quite clear by now, in view of the experience of the last few
years, that aggregated demand is an insignificant element in the total
picture. In other words, the fact that there is slack does not seem to
be a force for moderation in pricing. But, second, and more important,
it seems to me, the price forecasters are very much concerned about
the wage negotiations next year—and that is probably one of the
most serious elements. As a result of the very sharp rise in productivity,
and the less than desirable performance on the price front, the ex-
pectation is that 1973 may well be a year of very, very serious labor
disputes, and quite sizable wage increases.

Chairman Proxyire. That underlines your very strong recom-
mendation that we not break away from wage-price negotiations.

Mr. Nathan, do you feel that we can make some substantial ex-
emptions, however, and make some progress in moving away from it?
You have perhaps heard some testimony before. How about raising
the low income exemption, how about exempting retail and wholesale
trade, how about exempting workers in communications, and the
other areas that perform well, and where increases are far below the
guidelines?

Mr. Natran. I think selectively we can begin to eliminate some
controls. I find generally that retail trade is a very vigorous, dynamic,
competitive sector of the economy. Were we to have the same degree
of competition in other sectors we could have less concern about in-
flation. And I would certainly not object to gradually removing certain
groups of workers or businesses or raising certain limits. But I would
say, Mr. Chairman, that I would do it cautiously in the face of the
present prospects.

Chairman Proxyire. Mr. Bosworth, I want to congratulate you
on an excellent statement. You have obviously done a great deal of
work in this area. As I understand it, you have come down on the side
of saying, No. 1, that you have got to have a continuous incomes
policy in the near future, we cannot eliminate everything. You favor
some kind of a continuing program in specific troublesome areas,
powerful unions, monopolistic businesses. You would not confine your
program to just big businesses and unions, because, as I understand
1t, you would base it on whether the performance has been promarket
or antimarket.

And jawboning, you say, by the President would not be enough.

Further, you think the present system is not working at all, or it
it not working fairly. It is inequitable as far as wage controls are
concerned, and far more permissive with respect to powerful unions
and capital. And you say it is inefficient. And that is one of the most
interesting indictments that I have heard. The profit margin test
invites excessive cost and misuse of resources. We should move from
a firm to an industry price basis as a necessity to reward the more
efficient and penalize the less efficient. That is something that con-
cerned me when they put this into effect. In other words, if you
do a whale of a job in cutting productivity and improving your per-
formance, there is a limit on what you can get from it. There is a
penalty on being too efficient with the present controls system, which
1s one of the worst parts of it.
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But what I would like to ask you is how under the circumstances.
in view of those commitments—and I think they are ably mustered
-and organized—what do you propose we do, and when? What is the
‘timing of your change?

Mr. BoswortH. I would think that one is almost forced to recom-
mend continuation of the present price and wage controls after April
of next year. Perhaps over the next year it would be feasible to cut
back on the program, by exempting some low income wage sectors
-and some of the industries that are basically quite competitive. These
measures would result in a stronger focus to what is a very tough task.

Chairman PrRoxMIRE. A very tough task?

Mr. BosworTa. To regulate prices. In order to do so you are forced
‘to focus your activities very intensively on those industries where you
want to have some effect. The Price Commission simply cannot afford
to be wasting a lot of time with retail trade and some other areas.
Their efforts get too confused.

Second, when you continue the program for another year, I think
the regulations have to be changed to make it more effective on the
price side. In particular, this means eliminating the full cost pricing
concept presently being used by the Price Commission. This concept
was used in the Korean war period. But the Price Commission response
at that time, when faced with full cost pricing, was to abandon
the program. The moment the Capehart amendment was passed it
was so unworkable that they just moved to decontrol in 1953. I think
we will face the same type of problems today. We simply cannot make
- full cost pricing concept work. You cannot run price and wage
-controls when you get intimately involved with the accounting
problems of individual firms. You must look at it from a market
framework, and hold down market prices, but any firm should be free
free to make as much profit as it wants to by cutting its own costs.
In other words, incentives must be increased for the individual firm
to perform better than its competitors in holding costs back

Chairman ProxuMIRE. But can you imagine the screams of rage that
you would get if you do not permit a cost passthrough? And is that
what you are saying?

Mr. BoswoRTH. % am saying, that you should not allow the full
cost passthrough. Obviously firms need a cost passthrough for sharp
and substantia% wage increases and sharp and substantial material
cost increases.

Senator JaviTs. Mr. Bosworth, I think frankly, you are being a
little fuzzy. And the answer is critical. You do not mean—what you
-are against is the individual firms cost passthrough. Did I get it
straight? I want to apply it to a sector of an industry.

Mr, BosworrH. That is one. First, the concept of basing it on the
individual firm’s cost. The firm can raise its profits by letting costs
increase and thereby receive an equal percentage increase In 1ts
price.

Chairman ProxmIre. And this is the present policy?

Mr. Bosworra. This is the present policy. .

The second aspect is that even if it was applied at the industry
level, the use of total cost, including fixed cost and unallocatable
overhead cost of other types, is such an ambiguous accounting concept
that one simply cannot administer the price controls effectively.
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Senator Javits. What do you want to substitute for it? The first I
geliv})erfectly; and I agree with you. But what about the latter?

r. BosworTH. The second one is to limit price increase approvals
to direct costs—material costs and labor costs adjusted for produc-
tivity increases. This is the type of data that the Federal Govern-
ment can verify from its own price indexes, for example, the wholesale

rice index, and from union contracts and other published wage
increases. This is outside information that can be used to check the
firms submission for a price increase.

Senator Javits. Would you not like to add, then, a flat item so
that the people could compete within that as to overhead cost? You
would have to add something. In other words, suppose you added
z-percent flat for the whole industry, and they compete within that as
to who has the level overhead cost. You would have to do that, would
you not?

Mr. BosworTE. I do not think it necessary in every case. Overhead
costs do not always go up.

Senator JaviTs. Even if you kept them at a historical level you
would still have to fix a figure. Your formula is fine up to that point.
Do you not have to figure some absolute figure of overhead within
which people can compete?

Mr. Bosworra. Not an absolute figure, because if you do it the
overhead figure varies from industry to industry. If you allow firms
immediate relief for major direct cost increases, the question of over-
head costs can be dealt with on an ex post basis at the end of the year,
or at the end of several quarters. When you observe that profits for all
firms in an industry are being held unrealistically low, implying that
the controls are being too severe on that industry, you can relax the
controls and consider an overhead cost increase passthrough. In
other words, profits would only be used for an ex post judgment of
how well a program is doing and then only profits at the industry
level. We should not penalize an individual firm with high profits;
nor should we bail out a firm which, on an individual basis not dupli-
cated by the rest of the industry, suffers a profit decline.

Senator JaviTs. Your formula collapses at that point. And I think I
can demonstrate why, but I do not want to take the chairman’s time.

Chsairman Proxmire. I am not so sure I agree, Senator Javits. I
think this is a good formula.

1Iﬂ:ivould like to see you work it out a little more thoroughly if you
could.

1 would like to ask you this, Mr. Bosworth. And I would like Mr.
Nathan to comment on it, too. If the statistics we got this morning are
correct, if we do get a 3.6-percent inflation in 1973, then should not the
wage guideline be increased from 3.6 percent to 6.6 percent, or if prices
increase by 4 percent, should not wages go up by 7 percent? You are
going to give wage earners the 3 percent long-term productivity we,
the administration, and everybody else agree 1s fair; is that correct?

Mr. Natean. First of all, the figures that I gave are the GNP de-
flator. They might not be exactly the same as the cost of living or as the
Consumer Price Index. But, if the Consumer Price Index next year
persists at about 3 percent and if the rate of rise in productivity con-
tinues as high as currently, and if profits continue to rise at the rate
they have, it is not going to be a question of whether they raise the
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guideline from 5.5 to 6 or 6} percent, I think much higher settlements
are going to happen. In other words, I think we are going to have such
difficult labor-management negotiations that we are going to lose
ground in the war on inflation. I am sorry to say that, because I think
that the wage negotiations of last year or a year and a half ago were
quite stabilizing because they had big front end increases, but the
second and third parts of the 2- and 3-year contracts were largely
stabilizing.

Chairman Proxmire. As I recall the analysis of 1973 wage negotia-
tions by Mr. Pierson, the first big negotiation is in April. And that will
have a profound effect on the automobile industry and others. That
comes at a time, it seems to me, when we have a pretty good record of
price stability, not as good as we would like, but better than it has
been in the past, but certainly not as high as you suggest. If we are
going to have inflation later in the year, is it not possible that the whole
situation might be greatly improved if we can get that first negotiation
at a level around 5 or 6 percent?

Mr. NatuAN. Absolutely. But I think, Mr. Chairman, that between
now—mid-November—and April, when that negotiation takes place,
we ought to set as our guide a considerable reduction in the rate of
rise of CPI—consumer price index—down to somewhere around 2
to 214 percent. Then I think we would have a good chance for sta-
bilizing prices and wages.

Chairman Proxmire. Would you tell us anything the Congress
-can d((}), anything the President can do to achieve this, get the CP1
down?

Mr. Naruan. I think it is going to be necessary to push awfully
hard on the Price Commission to squeeze margins. We may have run
out of our food price rises, I do not know. But I think in the food
processing areas, and in the industrial and service areas, it would be
highly desirable for the Price Commission in the next few months to
really be tough.

Chairman Proxmire. The strategy should be to do everything we
possibly can between now and the end of the first quarter of next year
to hold down prices as much as possible. This is going to be a critical
period in your view, in the fight against inflation?

Mr. NarHAN. Tobreak the spiral. And I think we have a few months
to really bust that spiral. And I think it is very critical.

Chairman Proxuire. Because right after April there is going to be
a whole series of very vital negotiations, it is really going to set the
trend, probably for the next 3 or 4 years. The next 2 or 3 months are
critical.

Mr. NaTHAN. Yes. .

Chairman Proxmire. And it in turn depends on the policies and
actions of the Price Commission. .

Mr. Natran. 1 think so. I do not think it is purely psychological
as much as it is a matter of expectations. And I figure if we can cut
these expectations down in the next few months with tight controls
we will have a better chance to retain the benefits; namely, keep the
‘progress we have achieved.

Chairman Proxumire. Congressman Conable.

Representative Conasre. Thank you, Mr. Chairman.
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You gentlemen have both come in here and made a very strong
case for your views. And without in any way impugning that case, 1
would just like to understand something about your backgrounds and
your experience.

You, Mr. Bosworth, are with the Brookings Institution?

Mr. BosworTH. Yes.

Representative ConaBLE. You come largely from an academic back-
ground, or were you with the Government?

Mr. BoswortH. I used to teach in Harvard. I was a couple of
months working with the Pay Board.

Representative CoNaBLE. During the past year or so?

Mr. BosworTH. Yes.

Representative CoNaBLE. Mr. Nathan, how about you?

Mr. NaruAN. I was in the War Production Board rather than the
Office of Price Administration during World War II. But I am very
much concerned about inflation and the price mechanism.

Representative CoNABLE. You are a private consultant?

Mr. Nataan. I am a private consultant. I have done much work
for trade unions and also for corporations. And I am very much con-
cerned about fairness and reasonableness of profits for industry. But
I think price stability is highly desirable.

Representative ConaBre. Has your clientele been more on the
union side or the industry side?

Mr. NaTtaan. In recent years probably more on the industry than
union side, although we have served both over a long period of years.

Representative CoNABLE. Let me ask you gentlemen what would
be our position right now if we had not imposed wage and price
controls a year ago? What difference would we have seen in the
performance of the economy?

I ask this question in the context of the lead editorial in today’s
Wall Street Journal, which you may have read, which reports and
comments by Mr. Grayson’s U.S. News & World Report interview
where he said that confrols were proving too popular, and they may
not be allowed to expire this April. And the Wall Street Journal ap-
parently feels that whatever improvement has resulted from the
operation of the economy during the period that these controls have
been in progress would have happened anyway, that natural forces
were at work in the economy. And they print a graph showing the
cycle of the price index changes since 1967. I think that is a fair
summary.

They think it fairly conclusive that wage and price controls have
not had any major impact at all. How do you feel about that? Do
you think that there has been an appreciable impact by those con-
trols, or do you feel that the Wall Street Journal may have a point?

Mr. Bosworta. The natural forces that the Wall Street Journal
speaks of have been working for 24 years in this economy. They
had little observed impact on wage or price increases up to the
time that the controls went into effect. Some people do cite the
slowdown in the Consumer Price Index the first § months of 1971. But
about half of that decline can be traced to the reversal of monetary
policy which resulted in lower mortgage interest rates. In addition,
the wholesale price index was accelerating, not decelerating in the
early part of 1971. And the same point can be made for the wage side.
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Most of the msajor wage indexes do not shown any deceleration. This.
is the type of argument that we were stuck with for 2% years, that the
wage and price increases would soon siow down. But they did not, and
23} years should be plenty of time to test that hypothesis. It is my
belief that the rate of wage and price increases would probably be:
2% percent higher today.

More serious is the fact that the food prices have risen rapidly in.
the last year, and they would have provided a basis for another
inflationary wage round in the absence of controls.

In addition, do you think that the Federal Government would have-
adopted the fiscal and monetary policy that it did after August of’
1971 in an attempt to reduce the unemployment rate if there had not
been controls on prices and wages? I think not. I think we would
have been faced with a situation in which the unemployment rate-
was higher, and there was no apparent slowing of the inflation. We
would have gone into next year’s major wage negotiations with even
8 worse situation.

Representative CoNaBLE. Do you see any possible negative effects
of continuing wage and price controls? For instance, again to come
back to the Wall Street Journal, where they say, we can rely too much
on an incomes policy, we can use that as an excuse for not adopting
sound fiscal policy, and we can put ourselves in the position in effect
of trying to control inflation by holding down the lid of the kettle-
while we turn up the heat underneath, and the one becomes the justi-
fication for the other. Do you see any serious justification for this.
argument?

Mr. BosworTH. Sure; there is a danger to that. Other countries
have frequently faced the problem that they were asking price con-
trols to do too much. They are but one tool of the overall Federal
Government policy to maintain satisfactory economic performance.
They cannot substitute for sound fiscal and monetary policies. But
do not read into that the implication that I think that fiscal and
monetary policy should be sharply reversed in the next few months.
I am not too concerned about the present fiscal and monetary policy
when the unemployment rate is above 5 percent. We still have a large
pool of unutilized resources in this country. We have got a long way to-
go. I think the concern raised by the question is proper, but it is &
concern appropriate to about a year from now.

Mr. Natuan. I was just going to say one thing, Congressman if I
may. If you will look carefully at the statistics in 1971, the last 4
months before controls went in in August, almost every price index
was rising at a faster rate. In other words, we had had a considerable
slowdown in the rate of price increases in wholesale, retail, and in-
dustrial commodities, and consumer prices, until along about May,
and then from May to August they really took off again, and every-
body was deeply concerned. So I do think we would have been worse
off if we had not had the controls. .

But I think the other point is even more important. And that is,
what would the economy have been like? We saw no manifestation
of expansionist economic policies. I think it was the resort to controls.
that gave President Nixon and his associates some, let us call it,
confidence, or a feeling that there might be safety in expansion efforts.
But, even with controls we are now beginning to see observations that
maybe we are recovering too fast. even with a 5}5 percent unem-
ployment. I cannot accept that as a logical conclusion.
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Representative Coxasre. There has been no mention today of mone-
tary policies at all. Do you feel that the expansion of the money supply
has been consistent, with the other efforts we are making in this field?
Do you think we can continue to have it expand at a moderate rate
while at the same time we are running what will be a 4-year cumula-
tive deficit of approximately $75 billion by the end of fiscal year 1973.

Mr. NaTAN. The function of fiscal policy and monetary policies
has to be in relation to our total level of activity and our level of
unemployment and of our resource use. And if we did not have this

high level of budget deficit now we would have a lot more unemploy-
ment. I, myself, feel that we ought to be pursuing an expansionist
monetary and fiscal policy at this time. If a year from now we have
414 -percent unemployment, and the rate is still going down, we might
feel differently. But we do not have that.

Representative Conapre. If our unemployment does not respond in
the way we hope it will to stimulation of this sort, how long do you
think we can expect to have any substantial impact from the kind of
incomes policy we have got, or must our incomes policy become inevita-
bly more and more restrictive?

Mr. NaTHAN. I am not that pessimistic, Congressman. I think that
with an expansionist policy we will have less unemployment. I do
not see it pushing us into an impossible price situation. I do not think
in the long run we are going to have continuous types of restrictive
controls—some limits, yes, but I do not see continuous tight across-the-
“board restrictive controls.

Representative ConasLe. In your statement you pointed out that in-
comes policies have not worked over long periods of time in other
countries, and that generally speaking, they have been effective only
in the short term. How long can we go on ?

Mr. Bosworrs. I think that you have to take seriously the experi-
.ence of other countries as to price and wage controls. Incomes policies
“do not solve your long-range problems, and the problems of those

inequities that you have mentioned earlier. You start to rely on them
-too heavily. These problems begin to accumulate and the controls
break down—collapse. That is why it is so important to start now and
try to address ourselves to some of the more fundamental sources of
- those inflationary pressures that we observed in past years.

The notion that we can abandon controls now and the problem will
2o away does not aid the country. They simply emerge again.

Senator Javrrs. Mr. Bosworth, this is the first time I have met you.
And T think you have overstated to have used such a strong word as

-collapsed. But that is not the problem. T am troubled about the fact
 that, considering the nature of price control, with its immediate effect,
that vou do not have a chance to make the value judgment based on
performance that you want to make. 1 like everything you have said
about applying the overhead cost concept to the sector of industry.
But I do not see how you are going to do it without cranking in some-
thing—swhether it is historic or a guideline—that is some flat figure
for the industry. If you give me that, then I could go with you. be-
- cause then you are giving me the set of quotients which are necessary
to produce the experience result. If you do not go for that, it seems
< to me you abort the process.
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Now, I will tell you what worries me. If T do not get it, our col-
leagues will not get it properly. I do not think I am that dense. And,
therefore, we find it very hard to do what you want. And yet, I think
what you want is excellent, and I think so much so that T would like
to submit your plan to Mr. Grayson, who will appear here on Wednes-
day, and ask him then to comment on it.

Mr. Boswortr. There is nothing new about the plan, it is sort of
traditional economic behavior. The only point I am trying to make is
that in the short run pricing decision of a competitive firm overhead
cost is an irrelevant consideration. It is a marginal cost pricing, or
what a business firm will refer to as unit cost pricing.

Most of the uncertainties as to what it costs to produce a particular
product are in the overhead. How do you simply assign your executive
salaries to a particular project? Under the current controls they take
a cost that is increasing and assign it to the product that they want
a cost increase on. It is no accident that about 94 percent of all price:
requests before the Price Commission are approved. Those that get
turned down are those 6 percent of American business that cannot
fill out forms correctly. If you cannot assign cost increases to justify
a price increase under these current regulations, you are a poor ac-
countant.

I have no problem on overhead. If you find some industries, for-
example, that had overhead costs that historically rise in the long run,
it is perfectly OXK to increase prices to cover some increased overhead.
My point is that overhead costs seldom arise abruptly, they are nsnally
gradual increases over time. We are not forced to approve price in-
creases in anticipation of higher overhead costs. The crucial deter-
minant of unit overhead costs is sales. Under the current controls this:
must be a guess. If the firm estimates a lone increase in sales, the unit
overhead cost is going up, and it gets a price increase. The same thing
used to happen when the Price Commission allowed individual firms
to estimate their own growth in labor productivity. These estimates
were overly low and the resulting increase in labor costs justified a
price increase.

It is those types of ambiguities that make it impossible to admin-
ister

Senator Javrrs. We will both do a little more thinking about it. T am
worried with the fact that you assumed a level in your overhead. We:
are talking about increases, so you assume overhead does not go up.
You cannot do that.

Mr. Boswortr. No. We may find that overhead costs have legiti-
mately gone up for the industry as a whole.

Senator Javrrs. Of course, 1t has to be charged to some product to
some extent, you cannot just let it go and evaluate the results. One,
my colleagues will not go with you. And two, business will scream
bloody murder and it has got a reasonable case. So I understand your-
point. We have to do a little more thinking about it.

I would like to ask you about one other thing. I would like to ask
both you and Mr. Nathan. who is a longstanding friend of mine. for-
whom I have enormous respect, about the productivity business, which
interests me and Senator Percy and all of us very greatly.
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You mentioned, Mr. Nathan, that productivity had gone up, that
this represented a reverse over the last 20 years, which is a fact. I have:
seen many arguments about whether productivity has actually risen
because of greater efficiency and greater will on the part of the worker,
or whether it has risen because of the fact that we had kind of a mini-
recession and some people cut off some vice presidents that they did
not need. It has been argued that the per unit product has not gone
up, if anything it has gone down, and that this is so serious as to be
one of America’s really great problems of power, let alone economy.

So would you be kind enough to comment?

And the same with Mr. Bosworth.

Mr. Narean, We had a fairly good performance in productivity
into the midsixties and even into the latter sixties. But then we ran
into 2 years when the productivity literally rose nil as measured over-
all. I think this period needs some careful study. I think it was a
period actually, Senator Javits, when a lot of adverse elements were
in the picture. People were hoarding labor, because unemployment was
down to 814 percent for a while, and many managers kept workers
on the force who might otherwise have been let go if managers felt
they could get other workers.

I think also it was a period of considerable transition in our social
patterns. There were changes in values, and we were pushing hard on
the affirmative action programs to give equal opportunity to minority
groups and others.

And I think this was a period when management was going through
rather tough assignments resulting from these plus inflationary
problems.

And somehow, Senator, I think we have overcome that in very con-
siderable measure. My talks with business executives indicate that in
the last year or two a great deal of confidence in training and retrain-
ing and tightening up on management and in cutting down on some of
these inefficiencies. And I believe that the 4 percent plus in the rate of
productivity achieved in the private sector over the last 18 to 24 months
1s real. That does not mean that it is going to stay at 4 percent very
long. T think we can have that 4 percent for another year or two hefore
we will catch up with the long-term trend line. And if that does hap-
pen, Senator, there could not be a more appropriate time to have ef-
fective price controls, tough and fair, as when productivity is rising
so rapidly.

Senator Javirs. Could we have your views on this. Mr. Bosworth?

Mr. Bosworte. I think I would agree that there is no real funda-
mental change in productivity growth. In terms of the last couple of
years it is important to keep in mind that productivity growth is
always low in a recession. And we have had a long recession. I think
that the current renewed growth in productivity was anticipated. It
1s plainly the result of a higher rate of economic growth.

And second, there are other factors at work in recent years. There
has been a rather pronounced shift in the direction of output in this
economy in the last couple of vears in the direction of industries which
have lower rates of productivity growth. But there does not appear to
be any evidence of a productivity crisis.
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Senator Javrrs. I would like to ask you also about this matter of
perhaps cutting out the retail and wholesale sectors on controls. Is it
not a fact that our main problem has been in food prices, and that
this is a big element of the retail sector ?

Mr. NatuAN. I think it is a big element in the retail sector. And
perhaps until we see a little clearer what is going to happen to farm
prices we may retain controls, even in the retail sector.

I must say that my experience with the retail sector is a very grati-
fying one in terms of competition. This is the area of our society where
a no-holds-barred almost applies in terms of competition. By and
large, I think there has not been a very substantial increase in mark-
ups in this sector. And I would say it is one of the earlier sectors where
abatement of controls would be feasible.

Senator Javirs. Would you agree with that, Mr. Bosworth ?

Mr. BoswortH. I would tend to agree with that, on the ground that
the real problems of price rises has been basically at the raw material
level. Food prices may go up, but that does not mean that they ought
to be controlled. The increases may reflect normal demand or supply
factors.

I would direct your attention to the instability of the supply of
farm products in this country. The current farm program expires this
year, and Congress will have an opportunity to develop a new pro-
gram. I think it is important that we try to adopt a farm program
that is more flexible on the supply side.

Senator Javirs. I have heard very few economists testify on this
consumer issue—which is really what we are all talking about—who
have called attention to what you have called attention to. Current
attempts to isolate the United States from world markets through
rising tariffs and quotas must be strongly resisted. I have felt that
way. It has been the key to my opposition to quotas. It was the key
to Paul Douglas’ opposition to quotas. And yet, it is rarely even men-
tioned. And we are all supposed to have as our biggest lobby
consumers.

Do you care to make any comment on that?

Mr. BoswortH. My only comment is, I fully agree with you. The
international trade sector is one of the most effective methods that
we have in many industries to maintain competition. If every time
firms and unions succeeded in bidding up prices and wages domestically
they are allowed to ask for import controls, then I think that the
situation will get worse instead of better.

Mr. Natuan. I certainly agree with that as an area of great con-
cern. And it is one of the places where I part company with many
of my labor friends. I feel that there is a grave danger of collusion
between management and labor here toward a more restrictive trade
policy. I do not think a protective policy is the answer. I think a
program helping the workers organize in some of the countries with
rapidly rising productivity to raise their wages and real income
faster would be very helpful. But in the long run, and even the shorter
run, I certainly see no benefit for trade protectionism in this economy.
It ﬁve isolate ourselves we hurt ourselves, consumers, and others as
well.
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Senator Javirs. Thank you very much.

Chairman Proxarire. This is obviously just an excellent panel. And
you gentlemen are both extremely well informed. I would like to get
your recommendation as to what Congress should do in the opening
months in which we are going to have to act on the wage-price sta-
bilization law which expires, as you know, on April 30. When this was
put into effect Dr. Burns at first was reluctant about it. We asked him
for how long we should put it in effect. We asked him if it should be
6 months. And he did not think it should be in effect for 6 months. The
fundamental economic power to decide wages and prices takes the
principal economic decisions out of the hands of private enterprise
and puts them in the hands of the Government.

I want to ask you, No. 1, what role should Congress play in expand-
g the act? And let me ask first the question relating to that, how
long should it be extended ? Should it be extended for 6 months, a year,
or longer?

Mr. Nathan,

Mr. Narmax. Mr. Chairman, I would extend it for a year. I think
extending it for 6 months has built-in implications of a premature’
Joosening up. And I would rather sce it extended for a year and begin
to moderate controls after 6 more months than have it extended for 6
months and then need to have it extended for another 8 months or 6
months.

I think there are two things that Congress ought to do. One is to
extend this and give to the administration some guidance in terms of
the process of abatement in controls. And secondly, I think it will be
very important if the Congress, and this committee especially, in the
next few weeks, the next 3 or 4 months, monitors what is happening in
prices very carefully, to pursue a tough policy. -

Chairman Proxyrre. You answered the next question I was going
to ask, should Congress provide a timetable for decontrolling certain
sectors, or should we leave the decision to the executive branch? And
should we frame the law in general terms?

Mr. Nariax. Very general terms. I do not think one can legislate
that. '

Chairman Proxarire. When you speak of decontrolling by sectors,
what sector did you have in mind ?

Mr. Narran. I think the retail-wholesale area is important. I would
move up in the lower wage level in some degree. I would be inclined to
exert some pressure for some import easing in certain areas. I think
that in something of this nature Congress could give general guidance.
But I believe it is the character and the pattern and the attitude of
those that administer controls that will make it work or not work. And
I think while you should monitor it I do not think you should pre-
scribe controls in detail.

Chairman Proxare. Should Congress establish a wage guideline?

Mr. Natmax. I think that Congress ought to call upon the admin-
istration in the process of abatement, or as a precondition to abate-
ment of controls, to set guidelines.

Chairman Proxyre. We have been discussing the 5.5 percent, and
we talked about inflation being more substantial than it should

§8—490—73—pt. 1—7
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be. Should we provide that it ought to be based on the Consumer Price
Index in the preceding year or so plus 4 percent ¢

Mr. Nataax. I have a little hesitation about Congress being that

recise.

P Chairman Proxaare. Let me ask you, should Congress establish its
own formula for administration price controls and if so, what should it
be? I am talking now about the Bosworth kind of proposal. Should
we go into that kind of detail?

Mr. Natmax. If it is true, Mr. Chairman, that we are thinking or
hoping that after the wage settlements of 1973 we may be in a posi-
tion to begin to ease up on controls, then I have some qualms and
some doubts about Congress at this stage, after 11 months and 25 days
or so of phase IT coming up with a specific set of measures. I think
that more precisely the legislation ought to set a goal of achieving
perhaps 114- to 2-percent inflation with 6 months.

Chairman Proxmire. I am talking about this specific Bosworth
proposal we heard here today on profit margins. And I thought both
of you gentlemen agreed that the system that Mr. Grayson has put
into effect encourages inefliciency, and results in higher prices. If you
gentlemen agree with that, why should not Congress mandate a
change?

Mr. Natuan. I do not see the need for flowthrough, total flow-
through, of costs.

Chairman ProxMire. There has been a great deal of debate through
the end of the last session on spending, ceiling, and many other areas,
and Congress giving everything away to the President. This is a
domestic area, an area where Congress has every reason to exert its
prerogatives and its authority. Do you see any way that we could do
this with a congressional veto, using the Congressional Reorganiza-
tion Act, letting the administration put into effect some of these things,
with the opportunity to Congress to have 30 days to 60 days to say
no if we felt strongly about it, and either House or both Houses could
then stop the action the administration put into effect, do you think
that would be useful in this area or not ?

Mr. Narean. Mr. Chairman, I think it would be the minimum re-
quirement. I think Congress cannot abrogate its responsibilities in
terms of allocation of public resources that are available to the Federal
Government. I think this is a function in which Congress has a very
clear and critical role. I think that it has a very difficult budgeting
problem over the year as to just how resources are used, and what re-
sources—public or private—should be used for what ends.

I happen to taken excention to some of the contents of President
Nixon’s statement in the interview last week. My own feeling is that
we ought to improve delivery of public services without question. But
when it comes to make decisions whether money should go for welfare,
for training, or defense, or should it be for agriculture. should money
go for one purpose or other, T think this fundamentally calls for ac-
tion by the Congress. And I think that the minimum that you should
be undertaking, Mr. Chairman, is a veto similar to the provisions for
reorganization.

Cehairman Proxmire. Mr. Bosworth, how long should we extend the
act?
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Mr. Bosworta. I think it should possibly be extended a year. But
I think, in addition to that, it probably is going to be necessary to
consider a reduction in the size of the program. You may be familiar
for example, with the proposal of Gardner Ackley of the University
of Michigan, who, I believe, testified before the Joint Economic Com-
mittee last year. But more or less permanent wage and price controls
may be required on a standby basis. I do not think you are going to be
able to anticipate ahead of time when the problems may develop and
when you ever need them again. I think it would be helpful if we had
been in a situation 4 or 5 years ago where we could have resorted
immediately to wage and price controls.

Chairman Proxuire. Let me see if T understand that. Mr. Gardner
Ackley—for whom I have the greatest respect, he is one of the out-
standing experts in the country, and he has testified before this com-
mittee on this—would take out the retail and wholesale controls, and
he would provide what Walter Heller has been talking about, the
right of the President to roll back prices, shotgun in the closet, so to
speak, in particular areas where they threaten price control. But he
would move on to a—as I understand him—wage-price guideline, a
volunteer system. He suggests that ultimately we may be able to op-
erate voluntarily, but that we should have some sort of mandatory
controls as a fallback.

Would you postpone that for a year while you reenact this?

Mr. BoswortH. There is no outlook in the future as to when we
would be able to go to anything as mild as voluntary controls.

Chairman Proxmire. I am talking about the voluntary controls
with the mandatory authority available. You would not go to that
right away?

Mr. BosworrH. No, that might take another year.

Chairman Proxmire. How about the timetable for decontrolling
certain sectors?

Mr. BoswortH. I would agree with Mr. Nathan that you would have
to remain very flexible on that.

Chairman Proxiaore. Leave that to the executive branch.

Mr. BosworrH. Leave it to the executive branch, with a strong re-
porting requirement to come back to Congress and notify them of the
progress that has been made. But these sort of things about timetables,
of when you do something, depend more on developments in the econ-
omy rather than any sort of natural changes in the calendar.

Chairman Proxmire. How would you deal with establishing a stat-
utory wage guideline?

Mr. BoswortH. I think that that type of thing is too mechanical if
you do it by congressional mandate.

Chairman Proxyire. Could we do anything to overcome what seems
to be that inequity of ignoring the 3-percent productivity, that labor
should get above the CPI, or do you think all we can do is view with
alarm what the administration has done.

Mr. BosworTH. It seems to me the current formula used by the Pay
Board makes a great deal of sense.

Chairman Proxyire. The result has been 1.9, not a 3-percent gain
for labor in real terms.
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Mr. BosworrH. That the criticism comes back to the price controls
iindcl:e they did not achieve the goal with respect to the Consumer Price

ndex.

Chairman Proxaire. Meanwhile the worker has to take it on the
chin. And you think we have to accept that.

Mr. Bosworrir. There is another sector that I should have mentioned
to you. In the last year the rise in farm prices has been a major problem.
Food prices have increased. This would have happened with or without
a system of controls. But if you give wage earners full compensation
for the increase in the food prices that occurred, nonfood prices would
have increased even more. And the whole thing runs a danger of
feeding on itself.

Chairman Proxmire. And then you state that the way you break
the wage-price spiral is to require a little suffering on the part of the
wage earner, to try to get along on wages which increase less than the
prices?

Mr. Bosworrir. I think equal suffering by both sides. And there is
ground in the current system to say that the Price Commission has not
required enough suffering, if you want to put it that way.

Chairman Proxmrre. We come to the Bosworth formula. Do you
think that that could be something established by the Congress

Mr. Bosworta. No. And I do not want to say anything about any
formula. All T am trying to do is urge the Price Commission to get
away from the notion of regulating individual firms.

Chairman Proxmire. Why can we not do that, if it is right, why
can we not provide that the individual firm that is efficient should not
be penalized ?

Mr. Bosworrir. I would support a regulation, for example, by the
Congress that says that the regulations should not have that effect.
But to try to mandate the precise form is simply too complicated for
the Congress to undertake.

Chairman Proxmire. And what role, if any, do you see for the con-
gressional veto procedure in these operations? .

Mr. Bosworrr. I would agree pretty much with Mr. Nathan.

Chairman Proxmire. Gentlemen, I think this has been an excellent
panel. Thank you very much.

The committee will stand in recess until tomorrow. I wish I could
announce that the beauteous Bess Myerson would be our witness, but
she is not going to be here. We will have instead Hendrik Houthakker,
professor of economics, Harvard University, and Carl H. Madden,
chief economist, U.S. Chamber of Commerce.

(Whereupon, at 12:15 p.m., the committee recessed, to reconvene at

10 a.m., Tuesday, November 14, 1972.)
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man of the committee) presiding.

Present : Senator Proxmire and Representative Conable.

Also present: Loughlin F. McHugh, senior economist; Courtenay
M. Slater, economist ; Lucy A. Falcone, research economist ; and Wal-
ter B. Laessig, minority, counsel.

OreENING STATEMENT OF CHAIRMAN PROXMIRE

Chairman Proxarme. The committee will come to order. Will Mr.
Madden and Mr. Houthakker come to the witness table.

"This morning we continue our review of price and wage controls
with testimony from two distinguished economists, Mr. Hendrik
Touthakker, professor of economics at Harvard University and for-
mer member of the Council of Economic Advisers, and Mr. Carl Mad-
den, chief economist for the U.S. Chamber of Commerce.

As of today, the phase II price and wage control system has been
in effect for exactly 1 year. According to the testimony we received
yesterday, that year has been marked by a rather successful control
of wages and a far less successful control of prices. This unevenness
of the control system is disturbing, but even more disturbing is the
prospect for the future. According to yesterday's testimony, the pre-
dominant outlook among economists is for prices to continue to rise
at about their present rate or even for that rate to accelerate over the
next year. In fact, the forecast from economists generally yesterday
was that prices would rise at a 3.6 to 4 percent rate in 1973.

Unless effective action can be taken to bring the rate of price increase
at least down to the originally announced goal of 214 percent, it is
hardly realistic to expect that labor will continue to cooperate with
a guideline limiting wage increases to 514 percent—much less with
the even stricter guidelines which some are suggesting. In view of the
very large number of workers who will be involved in wage negotia-
tions next year, labor cooperation in any program of inflation control
is crucial. T can only agree with our witnesses yesterday who stressed
the great importance of quick progress in the next few months in

(97)



98

further reducing the rate of price inflation. As Mr. Nathan said yes-
terday, to crackdown really hard.

All of our witnesses yesterday argued for the continuation of a
fairly comprehensive control program for at least another year be-
yond the present expiration date of next April 30. I was frankly sur-
prised at the conviction with which they held this view, particularly
in light of the basic antipathy which most academic economists have
toward controls. I was also somewhat disturbed, because I think we
need to be constantly aware of the danger that we will become accus-
tomed to controls and maintain them for longer than is really necessary,
with the consequence of serious interference with the functioning of our
free enterprise system and the capacity of the free enterprise system
to make its own decisions. I am extremely interested to hear what
our witnesses this morning have to say about continuing the controls.

Before yielding, let me add that I have long been and continue to
be an advocate of an incomes policy, that is, of firm price and wage
guidelines in those sectors of the economy where competition does not
operate effectively. It is the sweeping, detailed nature of the present
controls which I find unsatisfactory as a permanent or semipermanent
aspect of our economy. I think we need to be alert for opportunities to
remove the controls from those sectors of the economy where competi-
tion 1s operating reasonably well. I hope the witnesses this morning
can aid me in identifying those sectors. )

Mr. Houthakker, I’ll ask you to speak first. I want to particularly
thank you for agreeing to testify on rather short notice. You have
very great knowledge and strong views on the questions we want to
discuss. I have read with interest your excellent recent article in the
Ieview of Economics and Statistics. T am going to ask that you con-
fine your opening remarks to 10 minutes, and then we’ll move on
to Mr. Madden. After that, we have many questions for both of you.
Whatever you cannot include in those 10 minutes, your prepared state-
ment will be printed in full in the record.

STATEMENT OF HENDRIK S. HOUTHAKKER, PROFESSOR OF
ECONOMICS, HARVARD UNIVERSITY

Mr. HouraRKER. Mr. Chairman, it is always an honor and a pleas-
ure to appear before your committee, even on a subject as distasteful
as wage-price controls. About 6 months ago I had occasion to put
down my views on this subject in a short piece in the “Review of
Economics and Statistics,” a reprint of which I am attaching to these
remarks. In that paper I argued that wage-price controls would prob-
ably not be very effective, but that in the short run they would not
do much harm either, though in the long run their consequences were
likely to be more serious. I also argued that for political reasons the
controls were likely to be with us for some considerable time despite
their uncertain performance. While expressing a personal preference
for a “procompetitive strategy” which would reinforce the free market
rather than supersede it by government direction, I expressed doubts
about the political prospects for such an approach, and concluded
that in the final analysis inflation may do less harm than the various
remedies that have been tried so far.
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Nothing has happened in the intervening months to make me revise
these judgments. The rate of inflation has not changed much since the
spring. but the controls have not done much harm either, suggesting
that they do not make much difference one way or the other. The
controls Temain generally popular, and the occasional grumbling by
businessmen and labor leaders appears to be mostly pro forma. If I
am right in thinking that the controls, as presently operated, are
essentially irrelevant from an economic point of view, then the ques-
tion of their future belongs to politics, an area in which I claim no
cxpertise, Our price performance will continue to be determined on
the one hand by the growth in aggregate supply, which depends mostly
on productivity and the growth of the labor force. As long as demand
grows more rapidly than supply, prices are bound to rise, and wages
with them.

In the last few months both fiscal and monetary policy have become
somewhat more restrictive. While the Federal deficit on the national
income basis remains at a very high level, much of this is offset by
the large surplus of the States and local governments. Most of the
Tederal deficit, in fact, is now being financed by lower levels of gov-
crnment. On the monctary side, there has also been a distinct slow-
down. Recent weekly figures indicate a growth rate of the money
supply between 4 and 5 percent per year, significantly less than the
6 or 7 percent that prevailed when I wrote the attached paper. The
effect of fiscal and monetary policy at the moment, therefore, is to
reduce the growth of money income. If real output were to grow at the
same rate of the last few quarters, this would tend to reduce infla-
tionary pressure, but the fact is that real output is not likely to
continue growing at this very high rate. The exceptionally large
growth of the labor force is presumably going to taper off someday,
and the present growth in cutput per man-hour does not appear to be
sustainable either.

The net effect of these policy factors is that next year there is likely
to be some reduction in unemployment, but little or no reduction in
the rate of inflation. The fall in unemployment, if it comes about. will
by itself increase the risk of a revival of inflation, so those who believe
in controls will undoubtedly press for their continuation. Whatever
the economic merits of the case, a large majority of the American
people apparently still like controls. Their abandonment would be
widely interpreted not as a return to reason but as a neglect of his
responsibilities by the President, and a sellout to “big business.” Active
support for the free market is confined to such a tiny group that
politicians ave likely to ignore it. The only thing which is likely to
reverse this attitude is a scandal or two in the administration of con-
trols, but fortunately this has not happened so far.

1t should also be admitted that the maintenance of controls, regard-
Jess of their economic effect, may also be a prerequisite for continuing
the mildly stimulative fiscal and monetary policies that will be re-
quired for some time to come. The introduction of controls in August
1971. came as part of a package. the most important component of
which was a more active fiscal policy. Rightly or not, the initial freeze
and subsequent controls served to eliminate public fear of 2 resumption
of inflation resulting from the large Federal deficit implied by the
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new economic policy. The large Federal deficit is still with us. and the
fear of renewed inflation has not tully disappeared. As long as unem-
ployment remains as high as it is. mildly stimulative fiscal and mone-
tary policies are imperative, and the controls may be part of the
political cost of continning such policies.

The likelihood that controls will be with us for some time does not
mean that we should abandon the search for alternative policies that
will reduce inflationary pressures without at the same time introducing
more slack into the economy. There are too many sectors of our
economy where an increase in demand is more likely to lead to an in-
crease in prices than to an increase in output. In those sectors, there-
fore, the stimulative effect of Government policy is likely to be dissi-
pated in price increases. Perhaps the outstanding example is agricul-
ture, where Government policy has long been directed at curtailing
supply. The growth in farm supply in the past few years has been
inadequate even to deal with the normal growth of domestic demand.
Although the Government does not intervene directly into the live-
stock markets, the supply of meat is largely determined by the supply
of feed grains, which is very much subject to Government control. In
the case of wheat, too, Government, supply control is partly responsible
for the sharp runup in prices experienced late this summer, which was
aggravated by an unrealistic export policy. The Goovernment also pre-
serves highly anticompetitive conditions in other important agricul-
tural markets such as dairy produets, sugar, and certain fruits and
vegetables. The expiration of the present basic farm legislation in 1973
presents an opportunity to bring our agricultural programs in line
with the public interest, and T hope this opportunity will not be missed.
Forestrv is another sector where restrictive Government policies have
led to sharp price increases, and where reforms are urgently needed to
bring sunply in line with the prospective growth of demand.

In the regulated industries, too. Government policy is directly re-
sponsible for excessive price increases. Both the Interstate Commerce
Commission and the Civil Aeronautics Board appear to see themselves
primarily as instruments for stifling competition. and thev have no
doubt been reinforced in this attitude by the failure of Congress to
enact the President’s proposals for partial deregulation of surface
freight transportation. These Commissions have been much too willing
to grant general rate increases. The Federal Power Commission has
been unduly hesitant in dealing with the shortage of natural gas, which
should be overcome, not by allowing the import of natural gas at
extravagant prices, but by greater freedom for wellhead prices; for-
tunately the FPC has just made another step in the direction of equi-
librium pricing. ]

In the bulk of our economy, which is less subject to direct Govern-
ment intervention, vigorous enforcement of the antitrust laws and
exposure to imports remain our best hope for preserving competitive
conditions. A great deal also needs to be done in the labor markets, the
operation of which is adversely affected, among other things, by mini-
mum wage laws and certain features of the unemployment insurance
program. My colleague, Martin Feldstein, provided your committee
with an excellent analysis of these problems a few weeks ago; I hope
that his recommendations will be given serious consideration.
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It is to measures such as these, and not to merely cosmetic con-
trols, that we have to look for improvement in our wage-price per-
formance. No doubt the controls could be made tougher, but the result-
ing reduction in inflation is not likely to offset the additional loss in
economic efliciency. The Joint Economic Committee has consistently
supported proposals to strengthen competition and I trust it will
continue to do so.

Thank you, Mr. Chairman.

(Th)e following article was attached to Mr. Houthakker's state-
ment :

[From the Review of Economics and Statistics, August 1972]
ARE CONTROLS THE ANSWER?

(Hendrik S. Houthakker)

We shall not know for many months if the introduction of direct controls
over wages and prices in late 1971 was followed by a significant slowdown in
the trend of price and wage increases. Even if inflation will moderate somewhat,
as is likely, economists will still be debating for years whether this can be
attributed to the controls or whether it is simply the delayed result of con-
siderable slack in the economy. But whatever the outcome of this future
academic debate, some form of direct control is likely to be with us for some
time. The establishment of direct controls on August 15, 1971 was popular
among the public at large and subsequent opinion polls indicate that this pro-
gram, despite its uncertain performance to date, has not become a political
liability. The controls are only likely to be abandonead if they seriously hurt some
important pressure group without visible offsetting benefits elsewhere. but
this has not happened so far. Although some discontent among West Coast
longshoremen gave most of the labor representatives on the Pay Board a
pretext for walking out, most union members, and even the departed leaders
themselves, are apparently quite willing to live with continued controls. The
Price Commission has so far managed to avoid widespread criticism, except
on the issue of food prices over which the Commission has only limited juris-
diction.

Aside from public reaction, another reason for thinking that controls will
not disappear soon is that inflationary pressures are likely to become more
intense as the economy comes closer to capacity operation. If there is a case
for controls when unemployment is around 6 per cent, it will be even stronger if
unemployment drops to a more sustainable level. Unlike the control programs
imposed in wartime, the present program has no natural termination point.
The view that the present controls will be effective mainly by bringing about
a reversal in inflationary psychology is not likely to be substantiated unless
inflation can be curtailed much more drastically than official pronouncements
suggest. A reduction in the inflation rate from 4 per cent to 3 per cent, while
welcome. will scarcely allay widespread apprehension about large budget deficits
and rapid monetary expanison. In fact, the belief that sheer psychology, as
opnosed to expectations based on experience, plays an important role in the
inflationary process does not appear to be supported by any evidence. Unless
real output can be made to grow at a much higher rate than has so far been
achieved, the rapid growth in the money sunply combined with the usual lags
virtually guarantees the preservation of inflationary pressures well into 1937.
if not longer.! A recent Brookings study (Schultze et al. 1972, especially chapter
12) enezests that the Federal budget will not be a restraining influence either.

Tf this prognosis for controls is correct, the question is what they will actually
achieve. Even if attained. the modest reduction in the inflation rate officially
set as a goal provides only weak justification for this drastic departure from
our generally successful economic traditions. There is some indication that the

1 Tn this connection it should he noted that in recent decades the growth rate of moneyx
GNP has on the average exceeded the growth rate of the money stock by about R percentage
points. Thus, the recent vear-to-vear growth rate of 6 to 7 percent in M. ~ould sustain a
erowth rate in money GNP of 9 to 10 percent. far more than the nrospective growth rate
in real GNP. It is true that the 3 nercent difference could conceivably be attributed te
interest rate effects. but in the absence of a clear turn-around in inflation, a drastic fall
in interest rates is not in the cards.
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Pay Board and Price Commission will serve less as a means of curtailing in-
flation than as watchdogs over big business and big labor. The three-tier classifi-
cation of business firms by the Price Commission is one indication in this direction,
and it has been further reinforced by the recent exemption of most small enter-
prises from price and wage controls. The Pay Board and the Construction In-
dustry Stabilization Committee already spend most, if not all, of their time on
organized labor.

There is indeed a case for better supervision of the labor unions. In the last
few years we have come closer to the situation already reached in the United
Kingdom (prior to the recent legislation), where the unions could obtain wage
increases not only regardless of productivity, but also regardless of the state of
the labor market. Our labor laws appear to be inadequate to deal with this
problem, which has greatly complicated the preservation of full employment. The
power of the unions may therefore have to be constrained in other ways. Al-
though the Pay Board and the Construction Industry Stabilization Committee
have so far demonstrated only limited effectiveness in dealing with excessive
wage increases, they may learn in due course. Perhaps the introduction of an
official link between unemployment and wage changes (an institutionalized
Philips curve) would lead to better results.

However this may be, systematic government intervention in collective bar-
gaining may be necessary pending a general restoration of competition in the
labor markets and elsewhere. The great danger of regulatory bodies, as experi-
ence in other areas suggests, is that they will come under the control of the sector
they are supposed to regulate. The departure of the labor members of the Pay
Board does not necessarily remove this danger; it may indicate, on the contrary,
that they were satisfied the Pay Board would be responsive to the unions even
without their overt participation. Any tendency on the part of the Pay Board to
favor organized over nonorganized labor will no doubt make union membership
more attractive and thus make the unions even more powerful. While this result
may be partly offset by employers substituting nonunion for union labor, dis-
criminatory wage controls are not likely to improve the working of the labor
market,

For somewhat different reasons much the same is true if the Price Commission
concentrates on big business. The danger here is not so much that large firms will
have undue influence over the Commission ; for one thing there are far more large
firms than large unions, and their interests are more diverse. The danger is on
the contrary that the Price Commission will reduce the profit margins of the
more efficient firms (who are usually amony the larger ones) to such an extent
that marginal firms (who are often small) will be squeezed; even if the latter
can avoid bankruptcy, they will then have difficulty attracting capital. In view
of the increasing emphasis on profit controls, this danger is by no means theo-
retical. Many economists (including at least one in this symposium) believe
that price controls should be confined to large firms, and recent political trends
also favor this emphasis. There may well be more immediate effect on prices if
firms with large profits are forced to roll back their prices, but their less profitable
competitors will, by the same token, see their market share or their profits (and
probably both) vanish. Those who want to use controls as an instrument against
big business will thus have gained a Pyrrhic victory at best.?

Presumably not all qualified observers will agree with my assessment of the
short-term results of price-wage controls as modest at best, and of the long-term
results as harmful. Only time will tell. But unless my fears are groundless, con-
tinued controls do not appear to be the answer to inflation, at least from an
economic point of view.? Let us therefore consider alternatives.

2 The foregoing analysis, which starts from the existing differences in profitability among
the firms in an industry, clearly needs to be spelled out in much more detail than is
possible here. In particular, it is necessary to distinguish three types of industries: those
where a few large firms account for virtually all the supply, those were there are some
large firms but small firms are important in the aggregate, and those where even the larger
firms do not have significant market power. In the first type, profit controls and the
resulting threats to market shares are likely to result in collusion (with or without govern-
ment ald) to preserve the status auo: as Richard McLaren, then Assistant Attorney
General in charge of the Antitrust Division, pointed out last vear, many of the antitrust
cases of the 1920’s and 1950’s originated in war-time controls. The second type of industry,
which is probably the most common in the United States, is the one envisaged in the text.
In the third type, where concentration is low to begin with, emphasis on the larger firms is
not likely to do much for the price level.

3 TFrom the golitical point of view the New Economic Policy was a tactical masterstroke
in that it outflanked the opposition. though by the same token it raised serious questions
concerning the Repuhlican posture on the role of government in the economy.
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One alternative that does not need much attention is the milder “incomes
policy” practiced in the United States during the middle 1860's and also widely
adopted abroad. While much less disruptive than direct controls, this milder
approach has not had any lasting vesults (see, for instance, Ulman and Flanagan,
1971).

There is considerably greater promise in what may be called a “procompetitive
strategy,” under which the government attempts to make the factor and product
markets more responsive to overall fiscal and monetary policy. Such a strategy
would involve legislative reforms in the areas of labor, antitrust, transportation,
energy and agriculture, in addition to liberalization of import restrictions.

The advantages of competition for the efficient allocation of resources have,
of course, long been recognized, but its benefits for economic stability are no less
important. In markets where competition is restricted, prices tend to be not only
too high, but also too sticky. In competitive markets prices respond more promptly
to changes in supply and demand, and this is especially important for the success
of anti-inflationary policies. Although aggregate demand was curtailed signifi-
cantly between late 1968 and early 1970, prices and wages were not affected as
much as similar experiences (most recently in the late 1950’s) suggested. Wages
continued to rise despite considerable unemployment. and prices followd suit,
despite a fall in profits, As far as the labor markets are concerned there is ad-
mitiedly little direct evidence of a chance in structure which would have made
them less responsive to unemployment. Nevertheless better response could have
been obtained by policies aimed at racial discrimination, apprenticeship require-
ments, hiring halls, product boycotts and other restrictive practices. Such meas-
ures were especially needed in the construction and transportation industries,
where wage increases were largest.

In several important product markets measures could have been taken to let
declining demand show up in lower prices rather than in lower output. Some of
these measures relate to imports, which are often the most potent source of com-
petition in oligopolistic markets. Thus, if so-called voluntary quotas on steel ex-
ports from Japan and Europe had not been negotiated in 1968 the behavior of
steel prices would have been quite different. Similarly, the adoption of the
Cabinet Task Force report on oil imports would have had a major impact on
petroleum prices. The substantial increase in dairy support prices in March 1971
was contrary to anti-inflationary policy. So were the readiness of the Interstate
Commerece Commission to grant general freight rate increases, and the efforts
of the Civil Aeronautics Board to prevent overcapacity from depressing domestic
airfares; these in turn encouraged the carriers to agree to the large wage in-
creases demanded by the unions involved.* Many more cases could be cited (in-
cluding a few where competition was promoted and prices fell as a result, notably
in international aviation), but on balance they would not change the conclusion
that the government has generally been prepared to help politically powerful sec-
tors in keeping prices up. This was one reason why the losses of output and em-
ployment implicit in the anti-inflationary policy followed up te mid-1971 were
largely in vain. In fact the perverse response of these protected markets to the
decline in aggregate demand may have aggravated these losses.

The principal lesson from this experience is that a procompetitive strategy
is politically costly since it tends to offend powerful and well-organized interest
groups. However, a strategy of controls cannot succeed either unless it hurts
somewhere. As was pointed out earlier, the controls have not so far inflicted much
pain, but neither have they done much to reduce inflation. The political advantage
of controls is that the pain can be directed to the less vocal sectors. This is pre-
sumably why the wage boards have been willing to give preferential treatment
to certain unions and why little or nothing has been done to restrain farm prices.
Tt remains to be seen whether this selective approach will yield the desired results.

There is still another alternative: to let inflation take its course, thus avoid-
ing the costs inherent in an effective procompetitive or controls strategy. The
many studies of the effects of inflation ® suggest that the U.S. economy has devel-
oped fairly good adjustment mechanisms for the rather mild inflation we have

4+ The Price Commission has been willing to give blanket approval to ICC and CAB
decisions ; in fact it is thus assuming the long-neglected responsibility of reguiating the
regnlators.

s For a good summary see Morley (1971).
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experienced until now. Wages and prices go upward in tandem; long-term in-
terest rates fully reflect the rate of change of prices; most transfer payments
are adjusted periodically. For most Americans who own any property at all their
main asset is a house, whose value rises at least as fast as the general price
level, and their main liability is a mortgage contracted long ago and fixed in
money terms; they clearly stand to gain by inflation. Of course there are flies
in this ointment. The gains of homeowners are matched by the losses of thrift
institutions, but expedients have been found to take care of this. More seriously,
inflation through the Pigou effect leads to a rise in personal savings,® and this
complicates the attainment of full employment. Moreover it is conceivable,
though by no means certain, that inflation has a tendency to accelerate if left
alone.

Of the three options before us—controls, competition, and benign neglect—my
own preference as an economist and citizen is clearly for the second, the only
one that is consistent with established economie analysis. The sudden switch to
controls one year ago resulted from an unwillingness to bear the short-term
political costs inherent in a more constructive approach. But in economic policy
the hard choices cannot be avoided, and the consequences of controls, even if
they reach their primary objective, may not be very appealing either. We must
all hope that the present policy will work, but at the same time we must remain
on the alert for indications that it will ultimately do more harm than good.
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Chairman Proxaiire. Thank you very much.

Mr. Madden, your prepared statement supports controls to an ex-
tent I find astonishing. To have the Chamber of Commerce—the cita-
del of free enterprise—become the champion of controls. I thought
surely this was one voice I could depend on to really plead to do
away with the controls as soon as possible.

President Nixon said just the other day :

The average American is just like the child in the family. You give him some
responsibility and he is going to amount to somethng. .

If on the other hand, you make him completely dependent and pamper him
and cater to him too much, you are going to make him soft, spoiled, and even-
tually a very weak individual.

I a:a afraid that’s what’s happening not to individuals, but to
business. Business wants to rely on the Government to set prices for
them, and more important, to protect them from the demands of
lIabor unions. I wonder if it isn’t about time for business to try to
recapture that spirit of self-reliance for which America is supposed
to be famous. Your support of these price and wage controls makes
me wonder if the controls aren’t really becoming a shield for business
which protects them from having to rely on competition and from

8 This is the most likely explanation of the high savings rates that have surprispd S0
many observers of the economy. These rates are not surprising if savings are viewed as
the planned accumulation of assets, and if the desired money value of assets is related
to money income. As shown by Houthakker and Taylor (1970, chapter 7) the savings rate
is then an increasing function of the growth rate of money income. The savings functions

estimated there (on the basis of data preceding the current bout of inflation) have con-
tinued to track well.
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having to rely on their own initiative in negotiating with labor.
Dependence of the poor on welfare handout may or may not weaken
their moral fiber, at least it keeps food in their children’s mouth
and some kind of shelter over their heads. But Government in prop-
ping up business is doing the job business should do in resisting in-
flation, and inflationary wage Increases. It seems to me this provides
just the kind of pampering and catering the President spoke of
which is going to make too many business managers, in the President’s
own words, soft, spoiled, and eventually very weak individuals.

Mr. Madden, with this statement of yours, the moral fiber of Amer-
ican business community seems to be crumbling before my eyes, you
have 10 minutes to persuade me I am wrong.

Representative Coxasre. Mr. Chairman.

Chairman Proxyire. Before you do, Mr. Conable wants to take a
few minutes to persuade me I am wrong too. Go ahead.

Representative Coxapre. I do think that your statement to the
Chamber of Commerce this morning ignores the fact that business is
already controlled in many ways and that this type of control is only
one additional type of control. Now, the fact is that business is going
to be able to survive in a free market economy much better if they
have a truly free market economy, something they do not have re-
gardless of whether we have these wage and price controls that we
are talking about here. Such controls are only one aspect of the re-
straints in business.

Tt seems to me that you are singling out Mr. Madden here and
blaming him for taking a positive attitude toward a type of control
which is only part of the problem.

Chairman Proxwire. Well, I am certainly not just singling out Mr.
Madden for criticism about controls. He is not in the Congress, he is
not President, he is not in the administration, he has no responsibility
for the fact that we acted to impose controls. What I am doing is
singling out Mr. Madden for his cheering on controls and saying we
have to continue them when he is a spokesman for business. I think
he is reflecting the views of business. As I said yesterday, the Business
Council was virtually unanimous in their position they want controls
continued. For years we have had controls of various kinds, but price
and wage controls are something relatively new. This is the first time
in history we have had them in a peacetime situation. All of us expect
the Vietnam war to be completely or hope it to be over within a month
or so and yet business wants controls continued, they say, after April
30 when the Vietnam war will be over. Never before have we done
this. The most vital decision business has is with respect to their own
prices and the heart of an economic democracy in a free economy is
free negotiations between labor and business to determine wages and
yet both of these vital decisions, these fundamental responsibilities are
being taken out of their hands by the control system that we are im-
posing and I am challenging Mr. Madden to show I am wrong In say-
ing this isn’t going to enfeeble our free enterprise system.

Mr. Houthakker’s position has been made clear in his statement this
morning and also in the articles that he has written, but I am very
puzzled as to how business is going to justify a position which is of
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temporary benefit to them because, as we pointed out yesterday, wages
are being held down a whale of a lot more effectively than prices. In
the long run it will be contrary to their interest and the interest of our
economy.

Representative Conanre. I do not want to say that your puzzlement
isn’t an appropriate subject of inquiry. I think one of the more inter-
esting questions is whether Mr. Madden would be in here suggesting
the continuance of controls if George McGovern had been elected
President of the United States.

Chairman Proxmire. Very good.

Representative Conapre. That would be an interesting question he
might like to address himself to.

Chairman Proxmrre. That is an excellent point. Business wants
controls continued because they have confidence this administration
is going to administer those controls in a way that is not going to hurt
the business and is going to enable business to continue to have profits
rise far more rapidly than wages have risen.

Representative ConaBLe. And it is entirely possible that Mr. Mad-
den in suggesting continuance of proposals is despairing of Congress
doing anything basic with respect to the labor laws and what many
businessmen consider to be quite an imbalance in the attitude of Con-
gress toward labor generally.

Chairman Proxmire. I certainly want to go after Mr. Madden in
his remarks on labor. He gives it the back of his hand, I think, but
we will discuss that in the course of our colloquy.

STATEMENT OF CARL H. MADDEN, CHIEF ECONOMIST, U.S.
CHAMBER OF COMMERCE

Mr. MappEn. I appreciate the opportunity to appear before the Joint
Economic Committee on the question of wage and price controls. Per-
sonally I think this is a very important set of hearings and if I may
add my appreciation to that of others for the wisdom and the initiative
and concern that is reflected in the holding of these hearings.

Second, if T may request permission, that my prepared statement
be placed in the record .

Chairman Proxmire. Yes, sir, in full at the end of your oral state-
ment.

Mr. Mappen. Rather than summarizing the prepared statement I
request permission to respond to the introductory comment of the
chairman forthwith. ]

The business community, so far as represented by the membership
of the chamber of commerce, was placed in a dilemma by the imposi-
tion of the wage-price freeze on August 15, 1971, and it remains in a
dilemma as a consequence of a wish on the one hand to support an
orderly means of overcoming financial and other types of difficulties
and, on the other hand, its strong belief in the principle of competition
and free markets as the means by which to assure in the long run fair
prices and wages. .

T would like to report to the chairman what some of the reasons have
been that business leaders have cited for the position which my pre-
pared statement reflects.
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First of all, businessmen are acutely conscious of the increase 1n the
power of labor, both economic and political, and both in this country
and in the rest of the world since World War II.

T would cite for the record an article by Albert T. Sommers, the
chief economist of the distinguished and prestigous conference board,
appearing in the conference board record for October 1972 and entitled
“The Trend of Institutional Change in the United States Economy.”

Sommers’ view is that the combination of excessive rates of increase
in spending by Congress on social goods, the evolution of national and
fiscal policies in implementation of full employment budgeting—what
might be called the liberal myth which employs aggregate demand
policy, to push down on unemployment in the face of evidence now at
least 10 years old, that this is not the appropriate policy for dealing
with the type of unemployment that we have—evidence which I might
say, Mr. Chairman, conservatives have brought forward for at least
10 years, referring to structural unemployment and frictional unem-
ployment as contrasted with cyclical unemployment and unemploy-
ment resulting from lack of demand, evidence which has received little
attention at least in the press until recently when liberal scholars asso-
ciated with the administration of the 1960’s, such as Mr. Otto Eckstein,
have discussed it. I say, therefore, that this conference board article
refers to the growing power, economic and political power of labor
unions; also to the evolution of national fiscal policies—that peculiar
attitude toward full employment budgeting, on the basis of an exami-
nation of only the aggregate gross national unemployment rate—also
to the rate of increase in transfer payments and social welfare spend-
ing that are so rampant virtually throughout the free industrial world;
also to the condition of the so-called Phillips curve that relates, how-
ever, roughly the rate of unemployment and rate of inflation; also to
the rising trend of fixed production costs, as the intensity of capital is
increased in the mixture of capital and labor and production costs; also
to the lack of change in the structure of national output as among
goods and services and construction also to changes in the labor force,
in the participation rates of the labor force and in the educational rates
of the labor force.

These basic institutional trends are very much in the consciousness
of business leaders who are faced with negotiations in 1973 for 4.1
million out of the 10.6 million workers who are under unionized con-
tracts in the U.S. labor force.

Second, Mr. Chairman, business leaders are very conscious of the
loss of spending control on the part of the Congress and we at _the
Chamber of Commerce have devised a five-point plan for spending
control which has been widely publicized and which I would submit
for the record with permission of the chairman.

Chairman Proxmre. Yes; without objection, we will be delighted
to have that. Do you have that with you?

Mr. MappeN. I do not have it with me.

) (ghﬁ,irman Proxyike. Submit that and we will be happy to print it
in full.
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We respectfully suagest this
five-point program for reducing
that waste line.

The cost of government s literally eating the country out
of house and home. In 1970, Americans spent $14 billion
more for government than for food, shelter, clothing and
new cars combined.

Isnt it scary that the cost of government increased by
672 trom 1958 tq 19712 That's almost twice as much as
the cost of consumer items. Uncontrolied Federal
spending looms as a continuing threat to the economy.
The inevitable results are government deficits, inflation,
increased taxes.

What to do? We sugaest to the President and Conaress
—put government on a strict diet. Set up strict spending
guidelines. Exercise strict controls on the Federat
budget. As a start, we recommend five reforms:

1. Project all major spending over a five-year period,
Show total costs as weli as detailed spending. Such
projections should list separately both actual spending
2nd spending that has been authorized but not yet spent.
Then Congress and the taxpayers will have a yardstick
for measuring new and <ontinuing programs. The costs
of new programs initiated in the 1960's increased 300°
during the first five years. If the taxpayer knows the
future costs, he will think twice about the true worth
of the program.

(The following plan was subsequently supplied for the record :)

2. Evaluate all spending programs at least once every
three years.

Determine their need and effectiveness and see what
costs can be etiminated. This is zero-based budgeting,
which means that an appropriation for a program must
be justified from scratch. If needed it should be
re-enacted. If not, eliminated. As it stands now, almost
$175 billion of the proposed $247 billion budget for
Fiscal 1973 would be spent aytomatically—about
$2,650 per family.

3. Pilot test every proposed major Federa! program.

See if it will work before fulkscale operations are
funded. I it works, then and only then shoutd Congress
put it into nationwide operation. This procedure wilt
avoid many expensive projects that look good on paper
but don't solve the problem. As Senator Abraham
Ribicoff said in urging that the proposed Family
Assistance Plan be pilot-tested: "Right now we have 168
programs at a cost of $31 billion to alleviate poverty, and
we've got more poverty in this country than we had
last year”

4. Designate a joint Congressional Committee to
evaluate the Federal budget in terms of priorities.

Today no committee is responsible for the total budget
picture. The Federal budget is a thing of bits and pieces—
a scrambled multibillion dollar jigsaw puzzle. Each
committee has a favorite piece and tries to squeeze it
in somehow. No committee evaluates the budget in
terms of balancing tax receipts and expenditures. Excess
costs are simply added to the national debt. A total
review by one committee, to be made public, could help
balance the budget.

5. Subject special Federal programs, such as Social
Security Medicare and Highways to the diseipline of
controlled spending just as other tax-supported
programs are.

There are over 800 trust funds, which do not come
under the annuat appropriations review. An annual look
might change pricrities substantially as times change.

These five points can bring the budgetary process
under controf. Until the American public insists on steps
like these, election results will be meaningless. What's
needed is millions of Americans talking to their friends,
neighbors, colleagues and public officials about ways to
bring spending under control.

For further background write to: The Chamber of
Commerceof the United States, Washington, D.C. 20006

Chamber of Commerce of the United States
Washington, D.C. 20006

A federation of chambers of commerce. trade and professional assnciations, business firms and
ndiiduat 9

g

prise system - for the greater good of ait

This advertisement is sponsored by the National Chamber to inform the American public of the sbsolute need to control gavernment spending.

You. your and other gtoups are

1o sponsor this or simitar ads in

For reproduction materiai or ad mals wate Dwector of Promotion, National Chamber, or call 202-659-6237,

Mr. MappeN. And with respect to the five-point spending control

plan, the chamber of commerce points out that there is no overall
appropriations or spending budget on behalf of the Congress, and it
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advocates that the Congress provide itself with an overall appropria-
tions and spending budget. The plan also advocates that total appro-
priations for major programs be reviewed on the zero base budgeting
principle. once every 3 vears. It advocates a five-yvear forecast by
legislative proponents of major programs in order to determine the
trend of future spending in major social programs that are intro-
duced into the Congress. It advocates a new methodological approach
to the policy analyvsis of major spending programs, proposing ad-
vance testing of such programs, in line with the views of such Sena-
tors as Senator Ribicoff of Connecticut.

The business community is conscious, too. Mr. Chairman, of the
pragmatic fact of the reelection of a Republican President and the
reelection of a Congress which will be organized by the Democratic
Party. Therefore, business is very concerned that spending controls
will not be exercised next year to the extent that there will be a
resurgence of demand-pull inflation. And, as a consequence of the
resurgence of this demand-pull inflation. business is concerned that the
demands of the workers whose contracts will be renegotiated will be
affected again, as they were in the late 1960’s, by the expectation of
accelerating inflation and, therefore, will be escalated upward after
a period of 1 year of controls in which wage rate increases have been
coming down.

I have mentioned institutional changes in the economy. I have men-
tioned the view of business leaders that spending is out of control.
that the Congress has lost control of the appropriations process, and
does not have control of it. in the face of legislative proposals which
would gain control of it. Now, I would like to cite in the third place
the concern that businessmen in the chamber of commerce have ex-
pressed about the sense in which the U.S. economy is gradually finding
itself more and more put into a straitjacket by various types of
Government controls.

The business leaders, for example, are concerned about what they
consider fo be misleading and inappropriate and unfactual analysis
of the impact of mere concentration of size of large corporations, and
I would like. if I may, to refer to the article which I wrote for the
symposium of the “Review of Economics and Statistics”—vol. TIV,
August 1972, No. 3—“Controls or Competition: What’s at Issue.”
The article discusses that question of antitrust policy in relationship to
concentration of power in industry and in labor.

I believe that business leaders in larger numbers are concerned that
the performance tests which are advocated in determining the degree
of influence of business corporations on prices are not applied in any
fashion concerning the influence of labor unions on the price of labor;
hamely, on wages.

Business leaders, finally, Mr. Chairman, are aware of the worldwide
trend of inflation in the industrial countries of the world in the post-
war period because these business leaders are participants in exporting,
importing, or investment abroad through multinational corporations.
They are very conscious of the problems faced in Europe and in Japan
by policymakers in dealing with the question of inflation in economies
which are dedicated to full employment and in which the concept of
full employment has not really been reexamined since the days of the

88-490—73—pt. 1—38
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depression of the 1930’s. And business leaders, therefore, are aware that
great pressures arise under incomes policies for labor unions and for
political forces associated with labor unions in effect to evade the guide-
lines principles and if sufficiently pressed to withdraw from the guide-
line procedures.

For all these reasons, then, Mr. Chairman, the business leaders whom
I represent in the Chamber of Commerce of the United States reluc-
tantly conclude that on a pragmatic basis it would be wise to consider
avoiding immediate withdrawal of controls during 1973 when the
economy is expected to grow toward the limits of its physical capacity
and its labor force capacity because they are concerned about these
longrun trends in the economy I have enumerated which converge at
this particular time in the development of a business cycle. They are
reluctant to propose that controls be abandoned and they are urging
that full discussions now be given to the underlying factors which
should be considered in a post-Vietnam policy concerning not only
wage-price policy but also competitive policy, Government spending
policy, and policy with respect to the appropriate definition of full
employment, the appropriate analysis of unemployment and appro-
priate policies that deal with the kind of unemployment which we find
ourselves having.

Thank you, Mr. Chairman.

(The prepared statement of Mr. Madden follows:)

PREPARED STATEMENT OF CARL H. MADDEN

My name is Carl H. Madden. I am chief economist of the Chamber of Com-
merce of the United States.

The National Chamber appreciates the opportunity to express its views on the
Government’s wage-price control program one year after the launching of
Phase II.

As the nation’s largest federation of businessmen, the National Chamber went
on record in September 1971 and again in February of this year in general
support of Phases I and II of the control program. This support was premised
on the critical international position both of the dollar and our balance of pay-
ments, and the persistence of cost-push inflation despite the sluggishness of the
recovery in 1971.

But our support of controls has been—and remains—qualified. First among
these qualifications is the conviction that, over the long run, economic controls
are undesirable because of their arbitrary interference with the competitive
forces of supply and demand in the marketplace. Our second gualification is that
interest rates should not be included within the scope of controls. The interest
rate is a key price in the economy. Unlike other prices which relate to specific
products or services in particular markets, the interest rate, as the price of money
capital, affects all markets.

THE ECONOMIC EFFECTS OF PHASE I AND PHASE IT

Evaluating the real economic effects of Phase I and Phase II combined is
difficult. Inflation had already peaked well before August of 1971 because of
Iederal Reserve credit restraint in 1969 and early 1970 in tandem with non-
inflationary Federal budget policy. Once the freeze and later controls came
into effect, the empirical evidence in price and wage indexes was irrevocably
distorted.

The lessons of history and economic theory combine with some inferential
evidence to suggest that controls have had a negligible direct effect on prices
in general. Price rises averaging 3.5 per cent, forecast before August by business
econcmists (first quarter of 1971 to first quarter 1972), turned out to be correct,
suggesting that controls had no effect on consumer prices generally. However,
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other evidence is mixed. One measurement of the quantitative impact of con-
trols suggests they apparently slowed down consumer and GNP prices, had slight
effects on sensitive industrial commodity prices, and restrained wage rates
somewhat. The longer-run, indirect efiect of controls on wages and prices through
reducing inflationary expectations is, of course, impossible to measure.

in any event, since controls were imposed, consumer prices have increased
at an annua! rate of 2.7 per cent, compared to 3.9 per cent in the seven months
preceding the program This general slowing down of inflation occurred despite
heavy price pressures in certain product lines such as meat, leather, and lumber.
The escalation in wage rates has also moderated. And in the last twelve months,
the rise in both total employment and in productivity has raised the wage
earner’s real spendable earnings at an annual rate of 4.5 per cent. What’s more,
during the same control period income taxes were cut and the number of hours
worked rose, so the rise in spendable real income was more than six per cent.

OPTIONS FOR PHASE III

The weighing of options for Phase III occurs in an improving environment of
apparent anti-inflation progress under controls, combined with broad and strong
economic growth. Forecasts for 1973 show a consensus for real growth of five
per cent or more, compared to this year’s six per cent, a growth held in check
mainly by a disappearance of slack as the economy moves closer to its physical
capacity limits. The debate is not over growth or no growth but over when and
how hard to apply monetary brakes in the face of a Federal budget headed in the
wrong direction for an economy moving towards full employment.

The obvious option, to allow controls to expire on April 30, 1973, would restore
market discipline but would threaten stability from a possible price surge and
a wage splurge in a tightening economy. The Labor Department’s preliminary
figures show that contracts for 4.1 million of the 10.6 million workers under
major agreements will expire next year. Nearly twice as many workers will
be involved in each negotiation as in 1971—an average of 6.032 per contract
against 3,841 in 1971. Industries that score high in the percentage of workers
involved in contract renegotiations are: rubber, railroads, autos and transporta-
tion equipment, non-rail and non-airline transportation, electrical machinery,
furniture and fixtures and foods. Key months are March (when Chicago truck-
ing contracts expire). June (when many construction, food, electrical equip-
ment, rail and other trucking contracts run out), and September, when auto,
parts, and farm equipment agreements end.

A second option would be to continue controls with some changes in the rules
to provide greater flexibility, thereby tending to avoid the sharp upsurge in
wage rates and prices that might occur with abrupt termination of controls.

A third option would be to initiate a step-by-step phaseout of controls, thereby
assuring a return to a freer market within the foreseeable future.

A fourth option would be to return to the semivoluntary governmental non-
inflationary guidelines that centered discipline on a few large “high visibility”
industries that were the targets of governmental jaw-boning in the 1960’
thereby ignoring the heavy impact on the consumer price index of non-manufac-
tured items and services.

APPRAISING THE OPTIONS

Business leaders appraising the options are acutely conscious of the broad
panoply of post World War II developments. It, of course, includes a history of
worldwide inflation as well as record growth in output, trade, and investment.
Also, the historical canvas shows ill-starred experiments elsewhere in “incomes
policy.” And there is, both here and abroad, the trend of rising labor-union
power, both economic and political. And recent history includes the 1969-1970
recession of slumping sales and profits, rising joblessness, and shrinking con-
fidence, although the recession was slight by comparison with other post World
‘War II recessions.

The current period ought to be one of shared concern about the impact of
inflation and the appropriate therapy, because we have some breathing room.
Business shares the concern of economists such as former chairman of the
President’s Council of Economic Advisers, Paul W. McCracken. As Dr. McCracken
argues, we should have better empirical studies of how inflation affects families
and other groups. We ought to agree better than we do about the causes and
processes of inflation.
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. Mo_st Lusiness leaders share the Dbest-studied view of the technicalities of
inflation. The inflation process starts basically from excessive demand, “too
much wmoney chasing too few goods,” and proceeds over time to cost-push
pressures that force the Federal managers of the nation’s money supply to choose
between inflation or unemployment. ’

A growing number of business leaders are sympathetic with the monetarist rule
that_(.lemands stable and moderate monetary growth as a means to achieve
:\t(‘lblllfy, a rule now apparently adopted by the Federal Reserve. Business sees
in the adoption of this rule cause for fundamental optimism about the contribu-
tion of the Federal Reserve to stability and sustainable growth.

In appraising the options for Phase I1I, business believes two elements should
weigh heavily in policy planning. One is changes in our economic system as a
whole that affect the inflation-employment-growth balance. The other is institu-
tional barriers that prevent reliance on competition rather than controls from
being effective in assuring fairness in prices and wages.

The system as a whole is in a race between social goals and economic means,
as Albert Sommers of the conference board puts it. The system’s drive towards
inflation is fueled by rapidly growing social outlays, a full employment commit-
ment imposed on an antiquated labor union structure, and behavior by monetary
and fiscal managers inconsistent with discipline, most especially unwanted but
chronic deficits.

Business believes it is time for policy planners to face up to the reach of
union power in an economy now committed to union goals of full employment
and social welfare. The issue is hardly any longer the ends, but it is ever more
crucially the balancing of means with ends. This is the basic meaning of the
struggle to get control of Federal spending, when scholars agree more and more
on the ineffectiveness of major spending programs in achieving results. Exponents
of more and more Federal spending and welfare advocates find it difficult to
believe the fact that society has accepted broad welfare goals and that the issue
is no longer acceptance of such goals but, rather, the issue is the best means of
achieving these goals.

Restoration of competition ought to imply that government will treat industry
and labor unions even-handadly in seeking to evaluafe or curb excessive market
power in a full-employment economy. Monopoly labor power has been a fact,
assured by law, over more than a generation. Its abuse should be acknowledged
and dealt with like abuse of any other market power. )

It is common knowledge that, as Paul McCracken points out. “union power
today extends far beyond the bargaining table,” to great social and political
influence, concentrated in the United States Congress- The rise of unions in
publie employment and services—among teachers, police, sanitary workers,
hospital workers, and the like—has gone along with strong cost pressures. Union
staving power in strikes is strengthened by public programs such as food stamns
and unemployment compensation, and by multiple earners in families. At the
came time, business fixed costs are rising as a proportion of total costs, so strikes
are more onerous to business.

Recognition of these new systemic and institutional forces. therefore, shonld
cause volicy planners of Phase ITI to undertake a careful, sober. and extensive
weirhing of the effects on our economy of abnses of nower, measured by per-
formarce tests. and evaluated even-handedly. The weighing should include the
growinz inventory of mononoly situations that have heen. ereated by government
actions, such as the prevailing wage laws in the construction industry, the severe
johlessness of vouth in relation to legal restrictions on vouth emplovment, and
unrealistic minimum wage laws and many other government actions that restrict
comnetition.

The National Chamber, through an Ad Hoc Committee on ‘Wage-Price Con-
trols, has carefully followed the developments of controls since August 15, 1971, At
its most recent meeting the Committee discussed at considerable lergth the status
of the eontrol program and various proposals for Phase TTI. The Committee
reaffirmed its recommendation of last February that the Chamber’s Board of
Directors anproved. That recommendation called for the dropning of contrp]s
“ng sonn 08 there is reasonable evidence that the Administration’s wage-nrice
targets have heen substantially attained.” The Committes nlans to reconvene
earlv in 1973 to reanpraise the Chamher’s position in the light of anv such evi-
denee available at that time. I should also mention that at a meeting of our Board
of Directors set for Thursday and Friday of this week. we expect to have a
thorough review and consideration of all aspects of the wage-price control pro-
gram and the Chamber’s present position on that program.
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We are not prepared at the moment, therefore. to make specific recommenda-
tions as to the shape of Phase III. But the Chamber is concerned that the real
issue involved be debated and not be submerged in a discussien of control tech-
niques. The real issue as already stated, is to adopt long-run programs that will
(1) redress the present imbalance in labor-management relations; (2) increase
productivity ; (3) permit the widest scope for competition to insure real economic
growth in step with produectivity gains, and (4) prevent overcommitment of our
resources through unwise fiscal and monetary policies. Failure to adopt such
long-run policies could mean acecepting permanent controls in some form.

Chairman Proxyre. Thank you, Mr. Madden.

You are an extraordinarily able economist, Mr. Madden. You have
to be to represent the kind of viewpoint I think you do here this morn-
ing, with all respect. You have made a series of statements, some of
which I think are excellent and some of which I think we would have
to all agree with and some of which I would like to challenge. But I
think that by and large, with all respect again, they are not relevant
to the question that is before us as to the timing of the elimination or
at least the reduction of the kind of control system we have.

You talk about the increase in the power of labor. You talk about
excessive spending by the Federal Government. You talk about the in-
crease in transfer payments, the condition of the Phillips curve, rising
trend of fixed production cost, the loss of spending control by the
(ongress, and no overall spending control set by the Congress.

You ask for a 5-year forecast. The last several of these I think are
excellent and T have advocated these and I think they are fine, we ought
to put them in effect too. But I think we are going to make little prog-
ress because of the disastrous situation at the end of the Congress last
vear.

" You talk about a new approach to spending programs, with ad-
vanced testing and so forth. You refer to the welfare program which
you thought ought to be tested on a pilot basis, apparently.

The problem with so much of this is that I do not think, as I say,
it is relevant to our immediate problem.

What are the facts? Is there any evidence that cither excessive
government spending or the power of labor is today pushing up
prices or is likely to be in the coming year?

1T submit there is not. We have great slack in the economy still.
We have slack primarily on the basis of heavy unemployment. It is
514 percent. Very few people argue it is ooina to be below 5 percent
next vear. So that there is very little likelihood that a Federal deficit.
and T deplore the size of the Federal deficit, the Federal deficit is
likelv to provide the kind of vigorous stimulation that would give
us a demand-pull inflation.

No. 2, as far as the role of labor in inflation, what ave the facts?

The second and third quarter of this year we had a remarkable
moderation of labor cost so they are virtually stable. Productivity
increased just about as much. almost precisely as much in the third
quarter as wages increased. So vou have an annual rate of increase
in labor costs of one-tenth of 1 percent.

Now it seems to me. Mr. Madden. under these circumstances vou
can hordlv argue that our inflation is the responsibility either of labor
or of labor power which may be too great. or of excessive Federal
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spending, which I agree is too much. The question I come to, under
these circumstances, if you are going to tell us this morning, on
November 14, in the light of everything we have seen in the past and
in view of the condition of our economy, that we cannot decontrol,
under what circumstances do you think we can? Do we have to have
unions subiject to antitrust laws? I would hate to hold my breath
until that happened. These are unrealistic conditions on which you
would contend we can achieve decontrol. What do you have to have?

AMr. Mappen. If I may comment in two parts:

In the first place, I would question the factual basis as to the extent
to which the econoiny is underemployed.

Chairman Prox»ire. You think 514 percent is about the right level 2
the right level ?

Mr. Mappen. With respect to physical capacity, T would cite the
Wall Street Journal on page 3 of today’s

Chairman Proxmrire. I read that. It is up to 8214 percent.

Mr. Mappen. Yes; of political capacity. And with respect to the
rate of unemployment, I would cite the study that Mr. Houthakker
cited which was presented to your committee by Mr. Feldstein of
TTarvard University.

The information in the Wall Street Journal article nlus the in-
formaton on unemployment in the Feldstein article, which by the
way is in popular form in the Reader’s Digest for June 1972

Chairman Proxmire. The Feldstein study indicated we should be
able to get unemployment down to 2 percent, and what he said was
that it would take structural changes to do that. But there was
nothing, T sat through those hearings listening very carefully and
I read the entire prepared statement that he had, which was not
delivered to the hearings, and there was nothing to indicate that
5.5 mercent or 5 percent is an inflationary level of unemployment.

Mr. Mappen. But there was a great deal to indicate, as T read his
paper which T have in front of me, that when unemployment is
around 5.5 to 6 percent that a very small proportion of that unem-
ployment is the result of hardship or the result of lack of demand.
And the chamber of commerce supports measures to brine voca-
tional and technical education, manpower programs, and public serv-
ice employment on a limited basis in order to deal with the structural
aspects of unemployment.

So I am simply raising the question, Mr. Chairman, as to the factual
basis for the assertion that the economy is seriously, presently seriously
underemployed in terms of physical capacity or labor force partic-
ipation and, therefore, that relates, I argue, to the question of the
relevance of these long-term factors which are in our judgment going
to be converging in 1973.

Chairman Proxmire. Well, let me ask you at this point. in the
event that there is no action taken by Congress with respect to these
lono-term factors, No. 1, a reduction in the power of labor. as vou see
it: No. 2. a rather dramatic, at least decisive change in our fiscal policy
to make it less expansionary fiscally than seems upcoming, under those
circumstances you say that with 5.5 percent unemployment, 82.5 per-
cent utilization of capacity, you say that we must continue with con-
trols and apparently, if that condition more or less continues or if it
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worsens, that is if we have long-term factors about the same and un-
employment down to 5 percent or a little less than 5 percent in 1073,
the chamber of commerce will still be for controls?

In 1974, if we improve our unemployment a little bit, they will
still be for controls unless, as you say, we get something we have
not gotten in 50 years, reduction in the power of labor, a reduction
incidentally which I think is not called for, and further get the
kind of improvement we have not gotten for a long, long time or
the kind of change at least in fiscal policy ?

Mr. MappEx. I suppose that the view of the business community.
if T recall, is that the economy is going to continue to grow in 1973
so it is not a question of 82 percent of capacity and 5 percent un-
employment in 1973, which is the time period we are dealing with
here. 1t is a question of what the unemployment rate and what the
physical capacity utilization will be next year.

Second, there are alternatives besides hand-wringing on the ques-
tion of excessive Government spending and on questions of union
power.

Tt seems to me, for example, that a valid distinction can be made
between the type of incomes policy advocated by those who favor the
approach instituted in the early 1960, later abandoned by the Demo-
cratic administration because of its ineffectiveness. That kind of in-
comes policy I think can be described as an authoritative or an au-
thoritarian incomes policy in which price and wage contracts are sub-
ject to specific governmental intervention on the basis of a guide-
post definition.

Chairman Proxmire. It was a voluntary program. It is true there
was a great deal of pressure brought to bear in the steel case and
aluminum case and a few others, but by and large it was a voluntary
program and I think you can criticize it as being ineffective, although
1t got results.

We held down price increases below 2 percent during virtually all of
the time it was in effect. We had a 3.2-percent guideline that was re-
markably adhered to on the part of labor, but it was a voluntary pro-
gram largely and not the kind of mandatory legal flat which we now
have with respect to controls.

Mr. Mappex. Well, Mr. Chairman, the viewpoint concerning the
voluntarism in a governmental program admimstered by the White
House Council of Economic Advisers is scen very differently on one
side of the table from the view of that program on the other side.

Business leaders of my acquaintance have commented in the past
about the so-called voluntarism of Federal voluntary programs.

Chairman Proxyire. Let me interrupt to ask, Mr. Madden. was it
not true during most of that period that wage costs were stable and
this was the only industrial country in the world in which they were.
So voluntary guidelines worked. It got results. This was quite an
achievement.

Mr. Mappex. It seems to me these wage costs were held down only so
long as demand-pull inflation did not exist.

Chairman Proxamre. It is true they were shot out of the water by
the Vietnam war.
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Mr. Mabpex. May I pursue—

Chairman Proxarre. I want to apologize to Mr. Houthakker for
net bringing him in sooner.

Mr. Mappex. May I pursue one more point ?

There is another kind of incomes policy which I would recommend
for consideration by the Joint Economic Committee and for careful
study about the committee, which was discussed first, it seems to me,
in a speech by the Chairman of the Federal Reserve Board, Arthur F.
Burns, about a year or so ago, and I can get a reference on it for the
committee, if I may, but which I would describe as market-oriented
incomes policy and which, it seems to me, has been significantly em-
ployed by the present Administration.*

Such incomes policy, I believe, would be consistent with the views
of Mr. Houthakker concerning the role which government could play
In specific industries and with respect to specific wage earners where
the rate of inflation in those industries, such as in construction, is
markedly in excess of average price or wage inflation.

It would seem to me that the Government could play an important
role in making markets more efficient by bringing together leaders in
business and in labor in such industries in order to examine the question
of improvements in productivity if it could be achieved by reducing
various forms of restriction, including Government restriction.

Chairman Proxarire. I think this is excellent. The committee has
enthusiastically supported that.

Senator Percy and Senator Javits have spoken out with areat vigor
repeatedly on that. We had hearings on that, as you may know, before
this committee which I think were most constructive. I think you would
agree that is a long-term approach, again something that will take
some years before it is effective. although T think it is most promising.

Mr. Houthakker, I would like to ask you this: It seems to me that
price controls have been less effective than wage controls and the fore-
casters do not offer much hope for more stable prices in the next couple
of years. Assuming that wage increases stay within reasonable dimen-
sions, how can we get the rate of price increases down to about 214
percent within the foreseeable future?

Mr. Hovtraxxker. I believe the effect of wage and price control is
not all that different. The figures indicate that wages are also running
somewhat over the guidelines set by the Pay Board.

Chairman Proxarire. That is not the evidence we had from the head
of the Pay Board yesterday.

On the basis of analysis over the past year. wage increases have been
somewhat below the guideline. They have been 5.2 percent compared
toa 5.5-percent guideline.

At any rate, 5.2 seems to be the figure we got as the performance of
wages.

Mr. Hovroaxker. I have difficulty reconciling figures put out by
the Pay Board with those put out by the Bureau of Labor Statistics.
The Pay Board does not, cover by any means all of the wage increases.
The figures to which you referred to earlier, that are used to calculate
unit labor costs, sucgest a somewhat higher rate of wage increases
than 515 percent. No more than 514 percent, I believe, is the guide

1 The sneech referred to s “Two Key Issues of Monetary Policy,” reprinted in the Federal
Reserve Bulletin, June 1971.
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set by the Price Commissions. However, I think these are matters of
a few tenths of a percentage point one way or the other, which I do
not really think are outside the range of statistical error.

On the question of whether prices can be reduced, I should say yes,
there are a number of things that can be done to reduce prices further.

The price increases taking place in 1972 have been concentrated in
relatively few industries. As we know, they have been mostly in farm
and forestry products and a few things like that. Many of these in-
creases, I think, are the direct results of Government policy. There
have been too many instances where outdated policies are still being
pursued as vigorously as ever.

_Chairman Proxare. My time is up, I am going to yield. But that
view was challenged yesterday by Mr. Nathan, who properly pointed
out that the wholesale price increase is not confined to food or lumber,
there has been a general sharp increase, and especially it is alarming
In view of, say, the stabilities we have had on wage costs, and I think
this wage cost is the important element.

We have had a sharp increase in productivity, so although there
has been, you say, more than 514, I say less than 514, whatever it is.
I do not think you can argue when you take productivity into account
that wage cost is the fundamental cause of continued inflation.

Mr. HouTragKER. Senator, the controls have to some extent pushed
the existing demand pressure into other sectors and that is why I feel
that an effort to increase the supply of farm products would yield
benefits even next year. This is not a long-term proposition.

The Commodity Credit Corporation needs something that would
hold grain prices in check as well as several other important agricultur-
al raw materials. I am not suggesting that agriculture by itself has to
carry the full burden of adjustments, but I do feel that supply restric-
tions have been important. In the same way we could take pressure
off on the imports side, reversing decisions that have been made in
recent years. None of this has helped and some of these restrictions
could be reversed, if the Government wanted to, on relatively short
notice and, with relatively immediate impact.

Now I realize full well what the political consequences of some of
these measures would be and how unpopular they would be, but I do
not want to support the proposition that the only way to get lower
prices is to have controls. I do not think that is going to be a very effec-
tive way and I hope other avenues are explored.

I regavd the controls as they are operating now loreely irrelevant
both on the wage side and on the price side. T do not think that the
moderation in wage increases we have had is primarily the result of
the Pay Board. This moderation is the delayed effect of the unem-
ployment we have in the economvy now. The situation in that respect
is rather similar to what we had in the middle 1960’s, to which you
referred earlier, Mr. Chairman, the period when unemployment was
quite considerable. :

As soon as unemplovment reached -+ percent. the wage guidelines
had to be abolished, and T may also remind vou that during the period
of the cuidelines. 1962 to 1966, the effective intervention was in wages,
much less so in prices. Prices were largely left to themselves. The in-
tervention in prices was confined to a very few industries, primarily
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steel, copper, aluminum, and one or two others. There were no general
ouldehnes for all prices. This suggests that the important thlno' is to
control wa ges if you have controls at all.

Now in the labor market I do not favor tight controls either. T think
in the labor market many things could be done to improve their opera-
tion without going in the dlrectlon of increased controls, and this is
where I would again refer to Mr. Feldstein’s work. He has pointed
out a number of things which many people are unaware of, the very
adverse effect of the unemplovment msurance laws as they are written
at the moment on the willingness to seek employment.

There are other things in present legislation that are also relevant,
such as the treatment of strikers under various welfare schemes. The
fact is that in many industries strikes no longer cause much hardship
to strikers and this has inevitably reinforced the power of the labor
unions.

There is one other remark I would like to make on the labor unions.
T am certainly in favor of reducing market power where it is excessive
and the labor unions are to some extent an example of this. It is also
true, however, that the labor union leaders have in most cases recog-
nized this fact and they are to some extent pushed by their members.
The willingness of the members to hold out for large wages, I think,
istoa larore extent the result of the treatment of strikers under welfare
schemes.

If we are to have a better functioning labor market. we will have to
undertake some structural reforms thele, just as we have on the side
of the business firms.

Chairman Proxyre. I want to come back to that in a minute.

I ask unanimous consent that a paper entitled “Control of Food
Prices” by George Brandow, professor of agricultural economics.
Pennsylvania State University, be printed in the record at this point.!
and I might take less than a minute to read his conclusion. I quote:

The supply-demand situation in foods does not suggest that the food sector
will be an autonomous cause of inflation in the next 2 years. * * * For meats,
poultry products, and similar foods, however, more-than-nominal price ceilings
would probably require prompt recourse to rationing.

\Ir Hotrragker. I was not suggesting for a moment that food
prices should be brought under control. I agree with Professor Bran-
dow this would only lead to rationing and prob‘mb]y not to an increase
in supply, which is the main way in w hich food prices can be prevented
from rising further.

As T said before, the Government has at its power a number of
measures that could be taken withont legislative authority by the Sec-
retary of Agriculture and that could be used in this direction. Instead,
we have tota]ly adverse measures.

I understand that in the last few months consideration has been
given to a scheme to buv up cotton outside the price support program
so as to keep cotton prices from falling. This is the kind of measure
that flies directly in the face of the stabilization effort we are undertak-
ing at the moment. Cotton is an important industrial material and any
rise in cotton prices inevitably will have an effect on textile and apparel
prices. It is this kind of policy that hasto be reviewed.

1 This paper may be found in pt. 2 of these hearings.
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Chairman Proxarire. Mr. Conable.

Representative Coxasre. Mr. Houthakker, one of the big problems
of government is to try to balance the long term and short term. You
say that in the short term controls are irrelevant, in the long term
thev are likely to be more serious.

What are the biggest dangers from continuing controls over too
long a period of time? Is it likely to affect the credibility of govern-
ment—is that one of your major concerns—or is it likely to be suffi-
ciently effective to bring about distortions in the economic picture?

Mr. HourHakker. I believe if controls were to be pursued much
more vigorously than they have been pursued so far, they would be a
real danger to our industrial structure generally.

Let me first refer to a speech made by Mr. McLaren, who at that
time was Assistant Attorney General, a speech he made I believe in
Boston about a year ago, in which he ponted out that many of the
antitrust cases of the 1920’ and 1950’s were a direct result of con-
spiracy of collusion of one kind or another that were perfectly appro-
priate when there were price controls and which were maintained
when the price controls were taken off.

The fact is that price controls cannot be run effectively without
extensive consultation with business. Most price control measures re-
quire a knowledge of actual business practices that can only be obtained
from business firms themselves. If you are good at running the com-
puter industry, you are probably in the computer industry yourself.

Just to take one example: the operation of price control by itself
leads to a mixture of government and business involvement that is
undesirable in the long run, and it also leads to more intensive con-
sultation among businessmen than is consistent with the antitrust laws.

That is one danger that is certainly present.

Another one has to do with the effect on industrial concentration.
The recent developments in the automobile industry are an example
of this. As we all know, the automobile companies went to the Price
Commission asking for a price increase. The two largest companies,
General Motors and Ford, were turned down flat. The two smaller
ones, Chrvsler and American Motors, were allowed to have substan-
tial price increases, but because of competition they have not so far
implemented these to the full extent and are not likelv to.

Some people sav these are areat victories in the fight against big
business. General Motors and Ford have been taught a lesson and small
companies. Chrvsler and American Motors—Chrysler is not a small
company but it is smaller than GM and Ford—have been favored at
the expense of big business.

The Jong-run effect is going to be exactly the opposite. As long as
General Motors and Ford cannot increase their prices, there will be
pressure on the profit of the two smaller companies. At the moment
it seems that these smaller companies arc doing pretty well because
the demand for their product is quite strong, but this may be just a
favorable situation with their models or some other factor which I do
not pretend to understand.

In the Jong run. if prices are to be held at the level that prevents
General Motors from increasing its profits bevond a certain level,
then the marginal companies such as American Motors and Chrysler
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are going to be the victims and the end result may be further concen-
tration in this important industry. ]

There have been similar reports referring to food marketing. I read
a story about food chains in the Southeast where this had also been
happening already, that the larger chains are not allowed to increase
their prices because they are reaching their profit margin and, as a
result, the smaller chains get squeezed. Since the price controls so far
have not been very cffective, this danger is not yet present to any very
serious extent, but the General Motors-Ford case in particular is a
warning as to what will happen to industrial concentration if we
pursue these policies.

We have to recognize the fact if the Government is going to under-
take the task of setting prices, then there is no longer any need for a
large number of small firms and many industries. This can be done, if
the Government wants to do it, much more effectively by direct coop-
eration or collaboration between Government and the larger firms in
business. The smaller firms are not in a position to take an effective
part in sich negotiations.

Representative Coxapre. Do vou see any short-term danger in the
termination of controls as a result of the impact on the psychology of
our economy ?

Might it have an impact, for instance, on inflationary expectations?
If we are near a point of demand-pull in some industries—yon say
there are some—could a hiatus in our control apparatus have the
result of some industries seizing the opportunity to raise their prices
substantially in anticipation that demand-pull would force controls
bark on us at a later date again?

Mr. Horrraxker. There is certainly a danger in operating controls
in the fachion which you are suggesting now. If we are to get rid of
them. then we have to make it clear this is going to be for the foresee-
ahle future and not just to have them reimposed a few months later.
That T think would be a disastrous nolicy.

However, apart from this, I believe the effect of controls right now
is more psychological than real. T do not think that price increases
at the moment are any less than we would predict from the erowth and
money supply fiscal policy and growth in real output and, as T have
s1id hefore, T do not think vrice controls right now make much differ-
ence one way or the other. Therefore, taking them off will not have any
real effect,

It mav, however, have a psycholooical effect, as T indicated already.
Most veonle believe in controls and in a democracy this is a factor
which no one would want to ionore. To some extent the Government,
has to give the people what they want. If they want controls then,
unfortunately, we have to pay serious attention to this demand.

Representative Coxanir. Tt is difficult for a noneconomisi—a lay-
man-—to assess the psychological impact of these controls, regardless
of their effectiveness. from an economic viewpoint. They certainly do
have some immact on the attitude people have toward the economy.

Mr, TTovrraxkrr. 1 think that is correct. This is one reason why
reople lilke controls. is that they feel protected against inflation. Now
I donot think this feeling is justified by the facts, but it is there and
we cannot ignore it.



121

Representative Coxaere. Mr. Madden, how close are we to demand-
pull at this point ?

Ar. Mappex. I do not think anyone can answer that question with

any precision. But, first of all, 1t is a rule of thumb among economists
who attempt to answer that question on a judgmental basis that opera-
tion of the economy at about 90 percent of capacity is desired and that,
when capacity utilization rises toward 91, 92, and 93 percent, bottle-
necks are generated which contribnte to price increases.
When unemployment in terms of the gross national unemployment
rate is 6 percent. I believe it is correct, that the unemployment rate for
married men who are heads of families is one and a half percent. I
hope my figures are correct—they are not correct ?

Chairman Proxyke. No. I think thev are five and a half percent
now and T think married men is what, two and a half or three. It is
three for adult men and I think two and a half for married men. I can
be wrong, but it is in that area. Substantially more than one and a half.
When unemployment was down to three and a half. the unemployment
of married men was down to around one and a half.

Representative Coxapre. Do we have an adequate rate of plant in-
vestment at this point? It seems to me that our obsolescence 1S some-
what higher than that for many other developed countries and, there-
fore. we find ourselves in a position of having to push considerably
harder to get marginal results in plant utilization than some of the
other countries might have to push. Is that correct? Do you have any
suggestions as to how we can improve our rate of plant investment,?

Mr. Mappey. It is correct that the age of U.S. physical capital plant
is greater than, on average, the age of the fiscal capital plant of some
of our competitors.

1t is also true. as was shown by the President’s Commission on Busi-
ness Taxation, that tax incentives provided by our competitor nations
for investment in physical capital are greater than those offered in the
United States, and this is true even after the recent changes that include
the investment tax credit and the accelerated depreciation range, even
thongh we are less worse off than we were before that change.

Now then, in a cvelical expansion period, as aggregate demand
arises, physical capacity is brought into use, which was up to then not
in use, and good business management would suggest that the less effi-
cient physical plant is brought into use Jast because it is more costly,
but it is brought into use if demand rises sufficiently and powerfully
even though it is inefficient and costly and in this sense has its impact
on the prices of goods in international trade produced by the United
States as opposed to the prices of goods in international trade pro-
duced by its competitors. So we certainly should address the longrun
question of whether our tax system is biased against both savings and
the investment in capital plant and in human resources, as well as phys-
ical capital. But that does not necessarily mean our physical plant will
not be brought into operation at the peak of an expansion period, even
though that physical plant that is brought in last is inefficient.

Representative CoxasLe. Is not the result to require more stimulative
policies for the purpose of maintaining mazimum utilization of pro-
duction facilities than may be good for the economy generally ?

Mr. Mappen. I think that is a correct conclusion.
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Representative CoxapLe. So at some point short of full capacity
utilization, we are likely to stait seeing the etfects of demand-pull, are
we not ?

Mr. MappeN. Exactly.

Representative CoxaBrLe. Well, the question is, How much short?

If we have 8214 percent now, it is obvious in some areas we are
going to begin to see the effects of demand pull fairly quickly as we
move up, are we not ?

Mr. Mappen. That is correct, and it will be in those industries the
demand for whose products is rising on a secular basis, on a long-term
basis, so it will be in those industries in which capacity is being taxed
by relatively greater demand for their products than for industries on
average.

Mr. Hovrraxker. If T may say something on this point. I also read
in the paper this morning that the capacity rates are being revised. To
my mind this proves most of all that they were not very good to begin,
with, I have long had a deep distrust of the capacity utilization rates
put out by the Federal Reserve Board. I have myself tried many times
to make sense of these figures for various purposes and have not
succeeded.

Representative ConasLe. How about unemployment rates?

Mr. Hourragker. I think the unemployment rate is a more tangible
figure. We know what it means. It may not mean what we want it to
mean but, nevertheless, it does have a fairly clear interpretation.

The utilization rate, to my mind, is based on too many assumptions
that are probably inaccurate and that is why I do not find the 814-
percent rate particularly suggestive of the future of investment. The
fact is, even when the utilization rate was down to 75, something like
that, investment was still fairly strong.

I would like to say one other thing on this. While I have sympathy
with the use of the investment tax credit as a cyclical stabilization
device, I do not think it is necessary at all for the Government to
stimulate investment on a long-term basis.

In the 1960’s we probably had a period of overinvestment as a result
of the investment tax credit introduced in 1962. This is a risk which
we should not run again.

Representative Conasre. If we had 100 percent plant capacity, would
we have less than 3 percent unemployment? Are the figures sufficiently
firm so that you can have an absolute correlation between the two?

Mr. HovTHARKRER. No, I think the correlation is far from absolute.
There is some correlation, but not very close.

Chairman Proxyire. Experience has been when we got down in
World War IT and in the Korean war and in the Vietnam war to much
higher rates of capacity utilization, employment fell very sharply in-
deed. In other words we got, I think, in the Vietnam war the peak
maybe to 90 percent, Korean war and World II closer to 100 percent,
and unemployment fell to 3 percent, as I recall. In World War IT at
one point we had more than 100-percent utilization because they were
using plants that were obsolete.

Representative CoxaBrLe. How many people were in uniform then?
15 million?
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Mr. HovrHaxkrer. Quite apart from that, I believe the revision
that was announced in the paper this morning goes back some years,
T do not know how far back. The picture of what happened earlier
in the year may be changed drastically.

Chairman Proxyire. We enormously increased our productive ca-
pacity over the last 15 to 20 years. Then we were putting into plant and
equipment something like $37 billion a year and now it is close to $100
billion a vear, and not only an increase in dollar terms but in real
terms. It is an immense expansion. Our physical capacity is so much
greater now than it was a few years ago.

Mr. HouraaREER. That is correct. However, I would point out, too,
that last year I was involved in a study of the steel industry made by
the Government and this very strongly suggested that the rather mas-
sive investment in the steel industry that took place in the sixties had
not yielded any benefits in terms of the increased output per man-hour
that we would normally expect.

Chairman Proxarre. That is something else. I think that is right.

I would like to clear up a couple of points.

Mr. Madden indicated that he thought unemployment for married
men was around 114 percent. It is far higher than that. I thought it
was. It was 2.8 percent in the most recent figure we have available here,
and the strtling statistic to me is that in the last January 1969, since
1969, we have had about a 40- or 50-percent increase in unemployment
for women and for teenagers—a little higher than that for teenagers—
but a 95-percent increase in unemployment for adult men and 100-
percent increase for unemployment for married men.

The largest single category of unemployed is married men. Far
more married men unemployed than there are teenagers or women.
I think the general public has gotten the idea somehow, including top
people in the White House, that married men are now pretty fully
employed, heads of households. This is not the fact. There is a great
26&1 of distress and misery as a result of our present unemployment

gure.

I would like to get to another point.

Mr. Madden, you come out against excessive market power. What
about the new import controls imposed on steel and textile imports
during the last 4 years. The prices of basic steel have gone up sharply
during that time. Tt is a bellwether industry that has a great deal to do
with the price of other things.

Have not these public policies just created market power that is being
abused to undermine our stabilization effort? Would you favor their
abolition ?

Mr. Mappex. The chamber of commerce has been, ever since 1t was
started, an organization whose policies generally favor freer trade
and investment.

Chairman Proxyre. That is the general policy. Let’s get to the
specific policy. Do you specifically favor an abolition of import con-
trols on steel and textiles?

Mr. Mappex. I believe that the general policy of the chamber of
commerce would imply opposition to import controls on these indus-
tries.
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Chairman Proxarire. Well, T would hope very much, because you
are a highly influential organization, that you would communicate
that to the Congress as vigorously as you do some of your other views.
_ Lwould agree with Mr. Houthakler these import controls are highly
mflationary and something we should do our best to reduce or elimi-
nate, if we can.

How can we get firms or industries enjoying rapid technical prog-
ress and productivity gains to lower their prices?

Mr. Mappex. Could the chairman inform me about some specific
Instances of very rapid productivity gainsin which

Chairman Proxatire. The most conspicuous one I am familiar with
1s in the appliance industry, and we had that over a period of a year.
Elisha Gray, an outstanding expert in the area, a top businessman,
testified that during the period of the fifties and sixties that they had
wage increases that were more than 100 pereent and they actually
reduced their prices. This is a shorter period I am talking about now,
but I have the very strong feeling that one of the things that this
wage control and price control system has done is to prevent highly
efficient firms with high productivity, and there must be some of
them in our society in the appliance industry and electronic and other
industries, from reducing their prices because when they do so they are
disadvantaged if they want to increase their prices in the future. It
is one of the interferences with free enterprise that seems to me
counters the anti-inflationary eflort,

I cannot think of a single instance, maybe you can help, one single
instance where any major price reduction has come about sinee con-
trols have been put into effect.

Mr, Mappex. I would be glad to submit for the record, Mr. Chair-
man, instances in which prices have been reduced since controls have
been put into effect. T believe that there are major instances in which
this has happened in the chemicals industry and in other industries,
and I would make a point to get some instances to place in the record,
with permission of the chairman.!

Chairman Proxarre. I wish you would. And let me say at this point
that Mr. Siegel, a consulting economist at Bethesda, submitted a paper
to the committee in which he shows the 5 percent standard should
result in a reduction in prices in certain industries.?

Mr. Mappex. Does the Chairman mean the committee might have
information about price changes in these fields? I should think infor-
mation about them would be easily available.

Chairman Prox»ire. It is, but the evidence of price reduction is
very slight indeed.

Mr. MappEN. You mean the committee cannot find any instances in
those industries in which there have been reduction in prices?

1Mr. Madden states: “I regret that I have been unable to obtain the price information
referred to.

2 See Irving H. Siegel, “Price Reduction Via Productivity Supergains: Principles, Pres-
pects, and Programs,” in pt. 2 of these hearings.
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Chairman Prox»ire. We cannot find any since the control program
went into effect. There may be, but we cannot find them and they are
so few and insignificant the economists for the Chamber of Commerce
cannot give us an example.

Mr. MappEN. An economist for the Chamber of Commerce does not
monitor individual price changes on the basis that he would believe
that he could find some.

I would be glad to accept the challenge, Mr. Chairman.

Chairman Proxire. Good.

Mr. Mappex. To look for price decreases.

I would like to submit for the record some material developed by
the Chamber of Commerce of the United States concerning import
competition against American-made products in the consumer ap-
pliance industry.

Chairman Proxmire. Without objection, it will be placed in the
record at this point.

(The material referred to follows:)

U.S. RaTIO OF IMPORTS TO CONSUMPTION—MANUFACTURED PRODUCTS

Another way of viewing the penetration of foreign products into the United
States is by specific market shares. Foreign goods do dominate some highly
visible consumer categories: the foreign market share is in excess of 50% for
amateur motion picture cameras, black and white television sets, motorcycles,
radios, cassette recorders, and 35mm still cameras (Chart 26).

It should be remembered that the numbers presented in this chart are aggre-
gate market penetrations of some very large and diverse product fields. In the
case of textiles, for example, there are a substantial number of specific and
major product categories in which market penetration is well over 50%. The
situation in steel is similar.

It would appear that the vast majority of consumers like the variety, richness,
or lower prices of these imports. If restrictions were to limit the availability or
increase the price of such products, consumers would no doubt feel that their
“quality of life” had suffered. To illustrate this, studies of such products as
shoes and television sets suggest that without imports, their prices in the United
States might rise 309. For tape recorders and a number of other key items,
prices could rise as much as 509. Aside from unfavorable consumer reaction,
restricting these products would obviously add to inflationary pressures.

Industry and labor view import penetration as competition which causes sig-
nificant adjustment problems. The speed of economic change can also aggravate
this adjustment : in some of the cases, much of the penetration took place within
a period of ten years or less. At the same time, within most of these product
categories we will see individual domestic companies that, by some combination of
product innovation, quality, highly productive techniques, and effective market-
ing compete effectively. And in examples such as transistor radios or compact
autos, consumer markets have been broadened by imports.

Market penetration is related to the rapidity with which technology, manu-
facturing know-how, capital, and goods are transferred around the world. It
now takes much less time for a product first developed in one country to appear
again in very similar form in another country. During the first quarter of this
century, some studies suggest this process took about 20 years; by the second
quarter of the century, this period had been shortened to ten years; and finally,
in the 1960s, it has been shortened to three years.

88—490 O—73—pt. 1——9
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Since, in the aggregate, imports are s8till a small fraction of our total output,
in most product fields they are also a very small fraction of the market. On the
other hang, it is also clear that since the mid-sixties the overall aggregate market
share going to foreign products has increased significantly—approximately
doubling.

Chart 26

US Ratio of Imports to Consumption, 1970
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Mr. Mappex. I do not want to rely on my memory for an exact
statement, but I will give you some from memory which T caution
are not necessarily exact. .

T believe it is true one out of two nails sold in the United States is
manufactured abroad. I believe nine out of 10 radios sold in the
United States are manufactured abroad.

Chairman ProxMIRE. Or color TV.

Mr. MappeN. I believe most color TV. I believe it is a fair statement
only one firm now manufactures color TV components in the United
States, and to argue then that in such industries there is no competi-
tion, it would seem to me, is to take a narrow view of the scope of the
market in these products.

Chairman Proxmrre. But what I was trying to do in my previous
question was point out there still is a great deal of room for improve-
ment.

Mr. Mappex. The Chairman would also agree, and his assistants
would agree, that there are two components of price and that one
component is the relative demand for the product. There are the little
computers that are being sold, I believe it is bound to be true that
their prices have dropped because of my personal observation of the
advertising. When my son bought one of these computers to use in
the graduate business school at the University of Virginia last year it
cost him $200, but now I can buy one of those computers for $110.

That is one example of an appliance or electronic components whose
price has dropped remarkably in the last year despite controls, and I
believe I can find some more examples.

Chairman ProxMire. Very good. I hope you can.

I am puzzled over your view that interest rates should be exempted
from the price control program on the grounds that the “interest rate
is a key price in the economy. Unlike other prices which relate to
specific products or services in particular markets, the interest rate, as
the price of money capital, affects all markets.”

I speak on this subject, which I think the vice chairman of the
committee, the man who will be chairman beginning in January,
Wright Patman, has expressed a view. I am not so sure about con-
trolling interest rates, I think it is very difficult to do it, but I think
that there is a strong case that we ought to explore right now.

You contend interest rates should be exempted on the ground that
it is a key price in the economy. Unlike other prices which relate to
specific products or services in particular markets the interest rate, as
the price of money capital. affects all markets. That is your statement.

Could we not say the same for the price of labor or certain key raw
materials such as steel or of utility services which almost every business
uses? How is credit as an input distinguishable from these other in-
puts? If the price of money affects all markets as you say it does, it
seems to me vou have made a powerful case for including interest rates
under the price control program.

Mr. MappeN. The price of money is derived from the constitutional
power provided to the Congress—to coin money and regulate the value
thereof, T think is the constitutional statement—and the Congress has
delegated this power to the Federal Reserve System, more precisely
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the Board of Governors of the Federal Reserve System, and 1t is well
known that the Federal Reserve System exercises this power subject
to the review of the Congress, and in particular to the review of the
Banking and Currency Committees and the Joint Kconomic
Committee.

Chairman Proxyire. Let me interrupt at this point to say we estab-
lish the rate of the cost of money, the price of money, through tech-
niques established by the Federal Reserve Board, which the Congress
has the constitutional authority and has delegated to them, but I would
like to get at something else because I think my position was not made
clear here.

I'tend to agree with the view it would be difficult and perhaps unwise
for the Federal Government to control specific interest rates. I also
have problems with the profit margin guidelines established by the
Price Commission, but as long as we have these profit margin guide-
lines, why should they apply only to nonfinancial corporations, why
should lenders be free to increase their profit margin while other cor-
porations are restricted ?

Mr. Mappex. Well, I think the reason is, the Government itself is
already controlling the supply of money and, therefore, the inventory
of products which financial instiutions use with which to make
profits, and therefore the Government is already regulating interest
rates, hence profits, of financial institutions.

Chairman Proxmire. You see what I am getting at? The Govern-
ment is doing so because monetary policies, as we all know, have a
profound and significant economic impact.

What I am saying, within a given monetary policy it should be pos-
sible, and I think maybe it is possible—difficult, I know, but possible—
to have a control, and I am going to suggest to you now some of the
reasons we might have that kind of control.

After-tax corporate profits in 1968 were $47.8 billion and in 1971
they fell to $45.9 billion, a decrease of 4 percent.

On the other hand, bank profits during the same period rose from
$3.4 billion to $5.2 billion, an increase of more than 50 percent. An
increase that skyrocketed; while other prices were going down, the
profits of banks went up.

If we compare the period immediately before the start of price and
wage controls, corporate after-tax profits were at an annual rate of
$45.8 billion in the second quarter of 1971 compared to $51.5 billion in
the second quarter of 1972, an increase of 12.4 percent. Bank profits
went up even more for 25 major banks.

Do not these figures suggest that some restraint was needed in the
interest rate area? After all, when business firms must pay more for
credit, the higher interst rates are passed on to the consumer in the
form of higher prices, thereby defeating the goal of our anti-infla-
tionary promise. So it cuts both ways. If you argue that you cannot
do this without interfering with monetary policy, to the extent that
you permit interest rates to be high, you undoubtedly inflate the
prices of everything that we buy because so much of our economy is
run on credit and we have to pay for credit, and that is passed on to
the consumer.
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Mr. Mabpex. Well, in my opinion, Mr. Chairman, speaking person-
ally as an economist and as a former employee of the Federal Reserve
Bank of New York responsible for its public information program, I
have been impressed througout my professional career with the im-
portance, in our complex society, of public education and information
which is consistent with universal physical laws and consistent with
the goal of an enlightened voter citizen. And it seems to me that those
who, on the one hand, have the authority to supervise and legislate,
whoever they may be, with respect to the very clear-cut and well-
known Federal Reserve power which, as the chairman says, 1s pro-
found with respect to its influence on both supply and price of money,
but who, on the other hand, complain when interest rates go up as a
result of the policies of that very mechanism which those people have
provided for and continue to provide for, engage in_the essence of
obfuscation which confuses the public and produces, it seems to me,
dangerous ignorance in the public domain.

Chairman Proxamre. Let me say my time is up. We talk about
obfuscation and confusion and so forth, but you have the inequity
here.

We have the fact that banks have been doing extraordinarily well,
one of the few major sectors of our economy which has enjoyed enor-
mous increase in profits, as I pointed out, a 50-percent increase in 1971,
a recession year, and yet we say well, there is nothing we can do about
it because of the complexity of controlling.

Mr. MappEN. On the contrary

Chairman Proxaire. It is very, very hard to get labor to accept this
or to get the average man to see 1t when he goes to buy a house and has
to borrow on his mortgage or buy a car and has to borrow money to
buy the car, and the price of borrowing money is up and he knows it,
and it is very hard for him to accept the notion that these big profits
for these big corporations that have a lot of political clout and a lot
of economic clout we are unable to be control}ed, while his wages are
controlled.

Mr. HoutHakker. May I say something on this point #

The Federal Reserve Board, apart from being responsible
for monetary policy, is also a regulatory agency for the banking in-
dustry and, like most regulatory agencies, it has also tended to use
its §ower to limit competition.

recent, example of this is the form of competition that the broker
now in Massachusetts, about savings banks in essence provide checking
services to their customers, and this is in competition with the com-
mercial banks subject to the Federal Reserve, and the Federal Reserve
Bank of Boston has made official statements deploring this.

Now it seems to me in a competitive monetary system there is cer-
tainly a place for other institutions offering the same services as
commercial banks do.

The Hunt Commission has also made recommendations to this effect,
but there are—again I think Congress should see to it that competition
in the banking industry would also have a favorable effect on it

Mr. Mappen. I would support that statement in general and also
mention that I think that taxation of various financial institutions
should be equalized.
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Chairman Proxmire. How do we get it? What I am concerned about
are two things:

No. 1, your constituents have their profits reduced by this kind of a
situation, they pay the higher interest rates to the banks. I do not
think, maybe I am wrong about this, but by and large your constitu-
ency is the great commercial area of our country rather than the
financial area.

Mr. MappEN. That is right.

Chairman Proxmire. With some bank membership by and large
that would be the effect.

Furthermore, I would like to make this point from the standpoint
of the legality and authority.

You talk about the Constitution, there has been superseding action
by the Congress, and we after all have the authority, the sovereign
authority over monetary policy under the Constitution, Congress does;
we told the Federal Reserve Board to control interest rates, we gave
them that authority, they can do so. They can do it in almost any way
they wish. The President chose to establish a monitoring group headed
by Governor Burns. They can exercise far more a clout and they can
have specific interest rates reduced if they wish to do so.

So the authority is there, the legal authority is there, and we are
just talking about the economic wisdom.

Mr. MappEN. And the political wisdom.

Chairman Proxmire. The political wisdom, it seems to me, is pretty
clear. I do not see how you can tell most of the American people
their interest costs ought to go up when the banks are making a whale
of a lot of money and that this is going to help them counteract infla-
tion when they are paying higher prices because of it.

Mr. MappEN. I suppose the question is whether we are talking about
short-term wisdom or long-term wisdom.

In the short term, I would think it is political wisdom to give the
children just what they want in paraphrase of your quotation of
Mr. Nixon’s comments.

Chairman Prox»re. I would never talk about our voters as being
children,

Mr. Mappen. I see.

. Chairman Proxmire. If I did I would not be in the Senate very
ong.

Mr. MappeN. That is the implication of the suggestion that with
respect to changes in interest rates, they should be prevented from
rising even though the Congress has provided a mechanism for con-
trolling the money supply which, of course, affects the price of money
and their interest rates.

Let’s see, I think since the development of statistical mechanics in
physics it 1s literally true to say that anything is possible and that
if one places water on the stove to be boiled, there is a distinct though
extremely small probability that it will freeze. In this sense it is
possible to control interest rates.

The issue is, however, what the consequences are of controlling
these interest rates. I submit to the Chairman that there are two
possible consequences.
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One is that funds flow from the controlled areas of financial markets
to areas where rates are not controlled, and the other is that funds
dry up in the controlled area without flowing anywhere else.

Chairman Proxyire. Well, of course there is no reason why you
cannot have rationing. I admit this is again complicated and once
again I want to say I do not necessarily espouse the view of Wright
Patman in this area, but it is possible to have rationing and it is
possible to exercise the same profit margin rule that we have applied
1n nonfinancial corporations; in other words, that they cannot make
more than the best 2 years beginning in 1968. If we applied that, they
would have to either reduce their interest or take some other kind
of policy that would be public-oriented and increase their services
somehow.

Mr. Mappex. I have the impression, and would be glad to submit
this for the record, that if banks were so differentially profitable, as is
suggested by the figure cited, the stock prices of banks related to
carnings would reflect this, and my impression is that they do not
and I will be glad to submit for the record, Mr. Chairman, an analysis
of this question of bank profitability over the long term and its rela-
tionship to the figures you cited.

Chairman Proxmrre. Fine.

(The following information was subsequently supplied for the
record :)
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[From Banking Magazine, June 1970]

This is the second of two articles on what
the decade of the *70s holds for banks and
bank management. Both articles are based
on the replies to a comprehensive survey con-

ducted among approximately 60 prominent

quest to him.

.bankers, economists, and security analysts.
The author is senior vice-president and econ-
omist of The Fidelity Bank, Philadelphia.
Reprints of the articles are available on re-

—Editor

Challenges Ahead

for Bank Management

F grappling with challenges is

I what you thrive on, banking is

the place for you to be. For that

is what banking in the '70s will be

full of: Challenges of all sorts and

sizes that will test the mettle of
bank management.

An article in the May issue of
BANKING summarized significant
changes in prospect for the banking
industry over the coming decade. It
was based largely on the replies re-
ceived to a survey conducted among
a hand-picked panel of more than 60
leading bankers, economists, and
bank stock analysts. This sequel
presents the views of our survey
participants with respect to the
challenges which these changes will
pose for bank management.

The events of the past year also
have important implications for
bank management. Bankers will be
seeking to develop policies which
will enable them to navigate more
smoothly through future periods of
credit stringency.

One big lesson of The Year of
Tight Money was that banks need,
above all, to develop stable and re-
liable sources of funds. Over the
coming decade, this will be a major
concern of bank management.

Until it actually happened. few
persons had any idea that the Fed-
eral Reserve would ever squeeze the
banking system as hard as it did in

E. SHERMAN ADAMS

1969. Hopefully, this may not hap-
pen again. It would seem clear from
the experience of the past year that
little is accomplished by forcing
funds out of the banks into other
channels. There is widespread
agreement that the effects of mone-
tary restraint have been too heavily
concentrated on the banks and that
this has been to the detriment of na-
tional policy as well as the banking
industry.

Nevertheless, the big squeeze did
happen and there is no assurance as
of now that it will not happen again.
True, Chairman Arthur F. Burns
has made some encouraging com-
ments about permitting banks to
compete for funds with less con-
straint from Regulation Q, but there
i3 no consensus as yet as to how
monetary policy should operate in
the future with less reliance on rate
ceilings. And after all, it was only a

few months ago that the Fed came,

very close to imposing rate ceilings
and reserve requirements on bank-
related commercial paper.

Therefore, unless and until the
Federal Reserve renounces the use
of Regulation Q as a credit control
instrument, bankers have no choice
but to regard certain sources of
funds as being highly undependable.
This means they should seck to de-
velop as many good sources of funds
as possible, including nondeposit

sources. Even more important, they
should devote particular attention to
developing those sources which are
likely to prove most reliable during
periods of stress. .

The events of the past year also
have important implications for
bank credit policies. During this pe-
riod, banks’ commitments to extend
eredit to corporate customers played
a powerful role. To meet these com-
mitments, many banks were forced
to cut off the flow of credit to other
deserving borrowers and to pay un-
precedented prices to buy needed
funds.

To be sure, there was no histori-
cal precedent for expecting the Fed
to squeeze the banks so hard. How-
ever, we have now seen this happen,
and until there is assurance that it
will not recur, bankers must alter
their credit policies accordingly.

For one thing, banks will need to
exercise closer control over their
credit commitments. Emphasis will
presumably be placed on keeping to-
tal commitments within a pre-
determined ceiling. This may in-
volve developing new criteria for
rationing commitments. In this pro-
cess, commitment fees may play a
considerably more significant role
than in the past.

Action along these lines will prob-
ably be encouraged, and perhaps
even regulated, by the Federal Re-



serve, Several Fed officials have ex-
pressed their concern about the fact
that bank credit commitments have
insulated many borrowers from the
influence of monetary policy.

The Fed may therefore devise
some way of restricting these com-
mitments, possibly by subjecting
them to reserve requirements, If
credit commitments are more closely
controlled, the Fed might be more
amenable to abolishing rate ceilings
on large time depeosits.

After the experience of the past
vear, many bankers may decide to
reexamine their criteria for ration-
ing credit when money is tight.
These criteria can have seriously ad-
verse effects on certain categories of
borrowers, and now that tight
money appears to be here to stay,
they have become a matter of major
importance.

A Case in Point

New applicants for credit are a
case in point. When credit tightens,
many banks stop accepting new bor-
rowing accounts. From the banker’s
standpoint, this seems like a logical
thing to do. His first loyalty is to the
past customers who have established
a call on the bank.

But if most banks were to adhere
to such a policy over a prolonged pe-
riod, this would obviously make it
difficult for innovative new busi-
nesses to get started and grow. This
would be bad for the banks and bad
for our national economy.

Also, it has been suggested that in
rationing credit over the coming
years, bankers should give more con-
sideration to the social effects of the
uses to which bank credit is put
There is as yet no consensus that
this should be attempted.

Nevertheless. it seems clear that
this whole problem of credit ration-
ing is in need of searching reexam-
ination and that new criteria, prac-
tices, and policies may emerge. .

Never has the prime rate been
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in the structure of bank lending
rates, This view has gained many
new adherents within the past sev-
eral years.

One possibility is that term loans
may eventually command some pre-
mium over the prime. Another is
that banks may succeed in obtaining
more and larger differentials over
the prime rate from borrowers who
do not really belong in the prime
category. Also, changes in rates on
bank loans may increasingly be tied
not to the prime rate but to the cost
of buying funds.

No one suggested, however, that
the prime rate would completely dis-
appear, One banker commented: “It
might receive less publicity but it
will still be important. It is in fact
vital.”

In the opinion of the bankers,
economists, and analysts who partici-
pated in our survey, banks will have
good opportunities to develop new
sources of income during the '70s.
All three groups believe that earn-
ings should benefit appreciably by
the development of new services and
entry into new markets.

All of a sudden, charge cards have
become part of the banking busi-
ness. During the gold-rush stage,
some banks incurred substantial
losses. By now, however, the credit
card business has become more of a
science, and leading bankers expect
it to contribute significantly to bank
earnings over the coming decade.

Computer services were men-
tioned by many respondents as an-
other promising possibility. Some
bankers, however, are skeptical,
many of them having suffered dis-
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couraging losses in this field in re-
cent years. One observed that while
new services will be developed, com-
petition may keep profitability low.

The fact is that few banks have as
yet acquired the expertise to develop
and deliver computer services other
than bookkeeping services, Banks
will probably become more selective
in developing services their custom-
ers will really use. They may select
a small number of workable services
and concentrate on these rathe:
than attempting to become all-pur
pose computer companies.

Intelligently run, this activity ca.
undoubtedly be profitahle. Manage-
ment’s responsibility will be to en-
sure that it is properly staffed,
priced, marketed, and controlled.

Additional earnings may also de-
rive from the growing practice of
some banks in obtaining an equity
interest in borrowing companies.
Most leading bankers believe that
over the years ahead, equity partici-
pation in various forms will become

1 in with
bank lending.

One banker commented: “If
money stays tight, a piece of the ac-
tion iz part of its price. If money is
plentiful, banks may seek equity to
compensate for taking greater risk
in actively seeking new loans.”

Other promising sources of addi-
tional bank income cited by our =ur-
vey participants include leasing, fac-
toring, mortgage servicing, real
estate investment trusts, com-
mingled funds, and consulting ser-
vices. Banks may spin off some of
these activities into new companies
which can obtain nondeposit funds

tion

more unfortunately
than over the past year. Bankers are
in agreement that it would be a
blessing if the prime would please
emigrate to a distant planet—to
Erewhon, for example. But will it?
And even if it cannot be eliminated,
can it not at least be deemphasized?

A large majority of our survey
participants do expect that over the
coming decade, the prime rate will
become considerably less imvortant

30 30

25 / \v h\\ 25

20 -4 vy 20
J \’

15 \w.\ 15

10 10

‘:9!0 1925 1930 1935 1940 1945 1950 1955 1960 1965 1!100

* Al member banks 1920-33; insured comnercial banks 1334-69. Mid-year data,



134

BANK STOCK PRICES AND EARNINGS
25 LEADING BANKS - 1959 =100

185

180

165

BANK
STOCK PRICES~,

105

|

EARNINGS PER SHFRE\)/

120

I

1962

1959 1960 1961
Source: M.A. Schapiro & Co.

1963

from the public. They will also seek
to develop new fee services both for
retail customers and for businesses
and public agencies.

The extent to which new services
will contribute to earnings will de-
pend in large measure on the re-
strictiveness  of legislative re-
straints. However, even if banks and
bank holding companies are granted
wide latitude in developing new fi-
nancial activities, they will continue
to derive the great bulk of their rev-
enue from the performance of tradi-
tional lending, investing, and
fiduciary functions. This means that
for most banks, the greatest op-
portunities for growth and in-
creased earnings lie in their present
services and markets.

Bankers must therefore guard
against spending a disproportionate
part of their time and energies on
new services or new functions which
may have rather limited opportu-
nities for profit. Bankers must of
course be alert to the potentialities
of new activities, but the main
arena will still be the banking busi-~
ness, narrowly defined.

Best Opportunities

In fact, in the case of corporate
banking business, the best opportu-
nities may lie in developing greater
use of present services by present
customers. Every banker knows that
it is much easier to devclop more
business with existing customers
than to get new accounts.

Mention should also be made of
the probable continuing expansion
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of international banking. For cer-
tain banks this will constitute an-
other important opportunity for
earnings growth over the coming
decade.

A major concern of every bank is
what will happen to operating costs.
In recent years, most banks have
achieved good gains in production
per emplovee, but these have often
been largely offset, and sometimes
more than offset, by increases in
compensation and other production
costs.

This pattern may
race between improving productiv-
ity per employee and mounting ex-
penses. During 1964-68, staff ex-
penses of member banks increased
at an average rate of 9% % per year.
The great majority of our survey
participants expect them to continue
to rise at about this same fast pace
during the decade of the "70s.

The Cost Factor

Understandably, our respondents
emphasize the importance of cost
control and cost reduction. One of
the key determinants of a bank’s
earnings performance over the com-
ing decade will be the ability of its
management to hold down operating
costs.

One uncertainty is the possibility
of unionization. This is a hard fac-
tor to appraise but it is obviously
much more of a menace now than at
any time in the past. In recent
years, banks have come into focus as
an inviting target for union orga-
nizers. Also, unionization has gained

continue—a *

increased respectability among
white-collar workers. If teachers
and airline pilots join unions, why
not bank employees?

There is no way of knowing what
will happen. It will be an unclassical
case of a resistible force meeting a
movable object.

The outcome will depend largely
on the policies adopted by bank man-
agement to deal with the unions.
This will be one of the most cerucial
questions in banking over the com-
ing decade.

The danger of unionization will
make it imperative for banks to
keep their personnel policies abreast
of the times. For one thing, they
will have to pay greater attention to
keeping their pay scales competitive
with industry, not just with other
banks.

Also, most banks have been going
along for years with salary systems
based on so-called annual reviews
which almost invariably result in
fairly uniform raises for virtually
evervone. Employees have been
taught to regard these raises as
“merit increases.” On the other
hand, they keep reading and hearing
about across-the-board pay increases
won by unions to compensate for
higher living costs.

Salary Adjustments

Over the years ahead, banks will
have to weigh carefully whether and
to what extent they should shift
from their present merit-increase
systems toward greater use of
across-the-board increases. In some
circumstances, the latter may be the
least-cost way of producing a happy
ship, but it is obvious that the mag-
nitude of general increases must de-
pend largely on the extent to which
merit increases are reduced.

In any event, it seems apparent
that all major categories of bank op-
erating expenses will continue to
rise steeply over the years ahead.
Bank management will need both to
find additional revenues to offset ris-
ing costs and also to devise effective
controls for keeping expenses from
getting out of hand.

Needless to say, the computer will
continue to play a key role in the
evolution of the banking business.
While its effects on the industry
have already been profound, its im-
pact over the coming decade may be
even greater.

This applies particularly to retail




banking. A large majority of the
bankers, economists and bank
analysts queried in our survey agree
that over the next 10 years, new ap-
plications of computer technology
will radically change the nature of
retail banking.

Thanks to computers, banks will
perform rapidly and efficiently for
vast numbers of individuals such
services as the receipt and crediting
of income from various sources, pre-
authorized payment of routine bills,
and the maintenance of complete
bookkeeping records. Offered on a
contractual basis, these services
could strengthen the relationship of
consumers with banks. Ultimately,
they might lend greater stability to
bank deposits and enable banks to
enlarge their share of the consumer
credit business.

Payments Mechanism

There can be little doubt that
sweeping changes in the payments
mechanism are now in the making,
far more sweeping than the charge
card movement of recent years. Ex-
perts have been thinking along two
lines. Initially, it was thought that
the solution would lie in a system of
payments by electionic data trans-
mission which would substantially
eliminate the check. Such a system,
however, would make obsolete exist-
ing bank equipment and, even as of
now, require additional time for per-
fecting and installing the new tech-
nology.

More recently, focus has been
shifted away from the goal of elimi-
nating the check per se toward one
of achieving optimum efficiency in
the payments process. Some are now
recommending a “reverse transfer”
payments system, which would re-
tain the check as a useful informa-
tion document while drastically re-
ducing check volume and the
number of steps in check handling.
This system apparently could be im-
plemented much sooner and with
existing bank equipment.

Whichever system wins, it is clear
that there will eventually be a sub-
stantial reduction in the use of
checks that will dwarf any progress
in that direction resulting from in-
creased use of credit cards. OF the
bankers who participated in our sur-
vey, about one third believe that
these changes will produce a sub-
stantial reduction in the use of
checks within the next five years.
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Most of the remainder expect this to
happen within 10 years.

Over the coming decade, the
traditional monopoly of banks in the
payments process may be strongly
chaltenged. Conceivably, control of
the payments mechanism could pass
from the banks to any of a number
of organizations, primarily in the
retail trade and service fields, which
are well situated to offer payments
transfer services by virtue of their

nationwide communications net-
works and unrestricted branching
privileges.

This threat is by no means imagi-
nary, and if the banks are com-
placent about it, they may find them-
selves outmaneuvered. It would not
be the first time.

In addition te its impact on bank-
ing operations, the computer will
play a far more significant role in
bank decision-making than it has to
date. As their operations have be-
come larger and more complex,
bankers have been increasingly
aware of the need for a systematic
approach_ toward achieving their
goals. The computer can be helpful
in a variety of ways.

For one thing, our respondents
agree that the computer can be valu-
able in both credit analysis and se-
curity analysis. It can also lead to
more effective cost contrel and help
to identify inefficient systems and
unprofitable services. It can provide
faster and more complete informa-
tion for management, permitting en-
lightened decisions on a whole vari-
ety of banking problems—liquidity
management, marketing, pricing of
services, future capital needs,
branch location, personnel planning,
asset management, and liability
management.

Sophisticated Uses

Computers can also be utilized on
a more sophisticated plane, testing
alternative policies by means of sim-
ulated models. However, only the
largest banks may be able to afford
the equipment and technical talent
necessary to make much use of such
complex systems.

Although some computer appli-
cations may be prohibitively ex-
pensive for smaller institutions,
these banks may increasingly be
aided and encouraged in the use of
computers by consultants, trade as-
sociations, city correspondent banks,
and even governmental agencies.

The mere availability of computer
facilities, however, will not guaran-
tee the small bank, any more than
the large one, greater management
effectiveness. What will be needed in
all cases is intelligent use of the
computer, based on an understanding
of its capabilities and limitations.

Increased automation will pose
major problems for bank manage-
ment. One of the most critical, in
the judgment of the leading bankers
who participated in our survey, will
be the evaluation of various possible
applications to which computers can
be put by a particular bank. Some
applications can be highly valuable,
but others can prove to be enor-
mously costly without compensatory
benefits. Another problem of equal
importance will be the recruitment,
training. and retention of competent
computer personnel,

Corporate Planning

Over the past decade, many banks
have substantially expanded and
systematized their corporate plan-
ning activities. Larger banks have
organized comprehensive planning
programs, complete with planning
directors, planning committees, and
planning departments.

Nevertheless, our survey partici-
pants were virtually unanimous in
the opinion that banks will need to
give even more attention to this
function over the coming decade.
The increasing complexity of bank-
ing has made systematic planning
an integral part of bank manage-
ment.

We asked our survey participants
what types of planning would par-
ticularly require more attention. In
view of the experience of the past
year, it is hardly surprising that the
types uppermost in the minds of
most bankers today are planning
with respect to the management of
their assets and their liabilities.
Some are concerned primarily with
liquidity management, others with
maximizing the net return from
their earning assets.

Other types of planning cited by
various participants as being espe-
cially important included profit plan-
ning, marketing planning, and plan-
ning new services and functions.

One wide-open question we asked
our panel was: What aspects of
bank management will have the
greatest impact on earnings per-
formance? Most of the factors cited



have already been discussed: Lig-
uidity and asset management; busi-
ness development; cost control; com-
puter  operations; and profit
planning.

Marketing Function

In addition, a number of partici-
pants stressed the importance of the
markeling function. There is wide-
spread agreement that retail bank-
ing is the most promising field for
banking expansion during the ’70s,
not only as a source for funds but
also for the extension of credit. To
capitalize on these opportunities,
banks will be giving more attention
to market research, marketing plan-
ning, the training of personnel in
selling techniques, and other facets
of marketing.

A number of our survey partici-
pants emphasized that the future of
banking will be greatly afTected by
the attitude of the public toward the
banking industry. This will have a
major influence on banking legisla-
tion and regulation and on the com-
petitive environment in which banks
operate.

At the present time, of course,
banking is in low repute in many
quarters. Antibank sentiment will
probably moderate somewhat if and
when there is a significant easing of
bank ecredit. But over the coming
decade, there are likely to be recur-
ring pericds of tight money.

Communications Gap

The underlying problem is that
there is a serious communications
gap between bankers and the public.
Bankers have failed to win public
understanding and acceptance of
their lending practices and their as-
pirations. The result has been a ris-
ing level of suspicion and even anta-
gonism.

The only real remedy is for bank-
ers ‘to exert greater efforts to give
the public and public officials.a bet-
ter understanding of the banking
business and its role in our present-
day economy. Our survey partici-
pants were unanimous in the view
that bankers should do far more
along this line than they have done
in the past. And somewhat sur-
prisingly. an overwhelming majority
expressed confidence that they will
actually do so.

The public image of bankers will
also depend in large measure on the
extent to which they contribute to
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the solution of community problems.
Again, a high proportion of our
banker participants indicated that
banks should become considerably
more involved in community prob-
lems than they are now.

Will barikers regain the generally
high public esteem they used to en-
joy? This will take some doing, of
course, but it obviously is not impos-
sible. It can be achieved if, and only
if, they continue to give this objec-
tive a top priority among their goals
for the *70s. Whether they will do so
remains to be seen.

Earnings and Profitability

How will all these diverse factors
balance out in terms of bank earn-
ings and profitability ? Will revenues
continue to grow fast enough to
keep up with rising costs?

During 19G4-68, net income of
member banks expanded at an ex-
ceptionally high rate, around 10%
per year, One of our respondents be-
lieves that earnings will rise even
faster over the coming decade—a
bank stock analyst, bless his big
heart. However, it may be signifi-
cant that more than half our banker
participants think that net income
will continue to expand during the
decade of the '70s at almost the
same rapid pace set during 1964-G8.
A substantial minority expect the
rise to be appreciably slower.

Interestingly, our banker partici-
pants are generally more bullish
about the earnings outlook for their
own banks than for the banking.sys-
tem as a whole. This may be partly a
manifestation of loyalty to the home
team, but it may also reflect the fact
that many of the leading banks rep-
resented in our panel probably do
have better prospects than the aver-
age commercial bank,

How will the increase in net in-
come translate into growth in earn-
ings per share? And will good earn-
ings growth eventually be reflected
in higher price-earnings ratios for
bank stocks? Or even more to the
point, can Abigail Bartlett find true
happiness by investing today in
carefully selected bank stocks—say
your bank’'s and mine?

One factor is that for many
banks, earnings will become more
highly leveraged. As the chart on
page 55 shows, bank capital ratios
have been declining persistently for
a long period of years. An over-
whelming majority of our respond-

ents expect this trend to continue
during the '70s. Also, debt capital
may eventually comprise 20% to
30% of the total capital funds of
many banks,

Even if bank earnings rise some-
what more slowly than in recent
years, they still may continue to out-
pace the earnings growth of utilities
and industrial corporations. During
the decade of the ’60s, earnings per
share for 25 leading bank stocks in-
creased at an average rate of 7.1%
per year, compared with 5.29 for all
Dow Jones industrials and 6.09, for
the Dow Jones utilities. During the
last half of the decade, the banks
showed an average increase of 9.3%
per year, which was more than
double the rate of increase of either
the industrials or the utilities.

Despite this impressive earnings
record, leading bank stocks have
consistently sold at lower price-earn-
ings ratios than either public utility
stocks or industrials. And ever since

4965, as can be seen from the chart

on page 56, bank stock quotations
have failed to keep pace with the
strong upward trend in earnings per
share of major banks.

Reflections on
Stock Prices

As this article goes to press, bank
stock prices reflect less optimism
among investors generally than is
reflected in the views of our re-
spondents. To put it differently, if
the expectations of our survey par-
ticipants are at all close to the mark,
then most leading bank stocks are
today clearly underpriced.

It is hardly surprising, therefore,
that about one third of our respond-
ents stated that at current prices,
they regard these stocks as being
definitely among the more attractive
quality stocks for long-run in-
vestment. Most of our panelists
classed them as being “fairly attrac-
tive.”” Only about 1095 rated them as
being “relatively unattractive.” So
perhaps if Abigail is patient, she
will find true happiness with her
carefully selected bank stocks.

Summing up, the banking world
of the '70s will be filled with mani-
fold problems and opportunities.
How bankers cope with these chal-
lenges will determine the growth
and profitability of their own in-
stitutions and the future role of
commercial banking in the Ameri-
can economy.
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Representative CoxasLe. Is there a direct correlation between inter-
est rates and bank profits?

1 assume that there is some correlation there, but are there not other
possil;le explanations for high-profit banking than just high-interest
rates?

Mr. MappEx. There certainly is one such influence, and that is the
demand for credit.

Chairman Proxyire. Not only that, there is the fascinating reverse
effect here.

As interest rates go up, the value of the bank portfolio goes down.

Mr. MappeN, That is correct.

Chairman ProxMIre. So as the bank sells its obligations, its bond
and so forth, it has losses?

Mr. Mappen. That is right.

Chairman Prox»ige. As interest rate goes down, the value of its
portfolio goes up, and to the extent it liquidates what it has, it makes
profits, so there is that balancing kind of counteraction although, over
the long pull certainly, the higher the interest rate, that is the price
of money that the bank is selling, the higher bank profits will be.

Representative Conaprr. That is the reason I asked that question. It
seems to me in 1969 bank profits were affected very adversely by my
committee, Ways and Means, considering the taxation of municipal
bonds, roughly 70 percent of which are held by banks. There, as the
bottom dropped out of the municipal bond market, the banks sold their
bonds in order to take a loss which they set off against their other in-
come, and we did not collect a whale of a lot in income taxes from banks
that particular year.

Mr. Mappex. I believe the case can be made that banks are not dif-
ferentially profitable as an industry, that on the contrary they are
relatively low in the listing of industries in reference to their profits.
Tt certainly is also true that banks, as a result of the prospects for
change in the Hunt Commission report and in other respects the Bank
Holding Company Act, the rise of variable annuity, the change in
the structure of the investment banking business toward the depart-
ment store investment banking, all of these factors

Chairman Proxaire. Could I interrupt to say that, incidentally, this
is one fact I take it does not make me p popular candidate among
bankers for the chairmanship of the Banking Commaittee. One of the
reasons why their profit is low is for obvious reasons, the risk in bank-
ing today is almost nonexistent. We have 15,000 banks and maybe one
or two failures a year, You take any other industry and you find that
the incidence of failure is far, far higher, so bankers are in a riskless
business, the fact they make about the same return, not much less than
others, and in the past recession they have done so much better it seems
to me suggests we ought to take a look at the equity and fairness of that
kind of profit.

T want to get back, if T can, on the main subject, and I apologize for
getting side tracked. But in your prepared statement vou conclude
with several recommendations, one of which urges the Federal Gov-
ernment to “permit the widest scape for competition to insure real
economic growth in step with productivity gains.”

As a general statement, I could not agree with you more, but I
wonder what specific measures the chamber endorses to promote
competition.
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You have already said you in general support free trade, a little
less vigorously you express your support of eliminating, quotas and
steel and so forth.

Let me ask you, do you favor the abolition of the oil import con-
trol program ?

Do you favor more vigorous enforcement of antitrust laws to pre-
vent anticompetitive mergers?

Do you favor the elimination of Government-sanctioned rate fixing
on the part of regulatory commissions?

It seems to me these are the areas where vigorous action by the
Federal Government might be viewed as antibusiness, but it is also
very strongly proconsumer.

Mr. MappEN. It seems to me that the response to be made to that
request is that we will furnish you with a list of the measures we
think could be enacted and undertaken which would increase compe-
titlon 1n our economy.

Chairman ProxMire. Fine.

(The following information was subsequently supplied for the
record :)

List oF MEASURES ADVOCATED BY THE CHAMBER OF COMMERCE OF THE UNITED
STATES To INCREASE COMPETITION IN THE EcoNOMY

1. Eliminate compulsory unionism.

2. Enact a special “youth minimum wage” to recognize the impediment to
the employment of unskilled younger workers imposed by the minimum wage.

3. Repeal the minimum wage provisions of the Davis-Bacon Act in view of
the subsequent enactment of the Fair Labor Standards Act.

4. Establish a statutory Davis-Bacon Wage Appeal Board with members
appointed by the principal contracting agencies to review Labor Department
wage determinations.

5. Repeal the Walsh-Healey Act. Until repeal, amend the Act to incorporate
definitive and fair minimum wage determinations, procedures, standards and
review.

6. Reform the National Labor Relations Act by removing the National Labor
Relations Board’s quasi-judicial powers over unfair practices and place such
power in the hands of a newly constituted labor court.

7. Subject to Federal court review Administration policy promulgated by
the United States Department of Labor with respect to the standards in the
Federal Unemployment Compensation law.

8. Ban the providing of food stamps to strikers.

9. Outlaw secondary boycotts, ‘“featherbedding” and union members’ refusal
to handle, work on or install products because they were handled in the first
instance by unorganized workers or by workers of another labor organization.

10. Further reduce the corporate income tax to encourage investment of
earnings to promote healthy economic progress.

11. Remove the double taxation of equity capital.

12. Phase out agricultural price supports.

13. End control of producers of natural gas by the Federal Power Commission,

Chairman Proxarre. Well, can you tell me offhand, does your or-
ganization favor or oppose the oil import control program? ]

Mr. MappEx. I cannot tell you ofthand, and because it is my im-
pression, and I would like to check it, that the policy position of the
chamber would oppose quotas but that the chamber also does not
take positions with respect to particular industries or particular
regions.
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Chairman Prox>ire. Well, I would hope that the chamber would
reconsider that policy of not taking specific positions, because the
chamber is such an Important voice of American industry and it
would be helpful to us if we can get you on our side, when we go to
argue this we can say the chamber of commerce favors the repeal.

Mr. Houthakker and his group made a study of this and came down
against the continuation.

Mr. Mappex. I have worked for the chamber now 914 years and
before that I worked for the Federal Reserve, the Treasury, and the
Congress as a staff member, and I have taught economics in universi-
ties. I would like to say at this point that, in response to your questions
concerning these particular specific instances, I think I would like to
draw to the chairman’s attention the fact that the chamber of commerce
is the largest business membership organization in the world and that,
as we have known since Adam Smith wrote the “Wealth of Nations,”
most businessmen favor competition but would like to have a little
less competition for themselves, and this is a principle which we have
known for at least 200 years.

Chairman Proxyire. Very good.

Mr. Mappex. 1776.

Chairman Proxsire. That is a remarkably honest statement. That
means——

Mr. Mappexn. Excuse me, Mr. Chairman.

Chairman Proxyire. Give us recommendations which favor compe-
tition generally but when we get to the oil import program and the
antitrust laws and so forth, then vou give it Lo us in generalities, but
not in specifics.

Mr. Mapbpex. I would like to continue by saying I have been im-
pressed, Mr. Chairman, during the period I have worked for the cham-
ber of commerce, that despite the fact that particular business firms
would benefit by particular distortions of the economy, such as chronic
inflations, or such as import quotas, or such as other bars to compe-
tition, that the board of directors and the membership of this orga-
nization have consistently voted in favor of national policies that sup-
port a competitive enterprise system, and the inference that because a
complex membership organization with 40,000 business members and
more than 1,000 industry trade associations is in some sense in a con-
spiracy or in some sense against the public interest because 1t cannot
manage in a realistic world to oppose a particular policy with respect
to one industry, which happens to be a member of the organization,
when that industry cannot exert a sufficient influence in the organiza-
tion to change that organization’s general policy supporting competi-
tion is, I think, misleading us about the nature of this organization.

Chairman Proxyure. I do not allege any conspiracy at all. I think
you have an excellent organization, but I just think that you are not
consistent. You are not consistent in saying that vou favor more vigor-
ous competition and then fail to give me a clear answer on antitrust
laws, for example.

Mr. Mappex. We agreed that we are not consistent, but I have
asserted and I would like to reemphasize that this organization for
which I work is in favor of competition in the economy and therefore
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it is appropriate for me to write in the testimony that we favor an
increase in competition, and we regret that in certain areas we are
inconsistent.

We acknowledge that this is the fate of human beings, to be incon-
sistent, as we observe from the policies of the Congress itself.

Representative ConasLe. Why can you not be realistic, consistent
and nonpolitical like the Government ? [ Laughter.]

Chairman Proxmire. Well, I think all of us are being inconsistent
at times. I must say I am not leading the fight for repeal of dairy
mmport quotas, but we try to embarrass each other as much as we can
to try and see if we can, by doing this, get a somewhat more effective
overall public policy.

Mr. Mappex. The chamber of commerce supports that effort 100
percent—not to say 1,000 percent—100 percent.

Chairman Proxmire. I figured you would. The dairy farmers are
not making what they ought to make by any means. They are far less
prosperous than the oil boys and so they do not have the clout with
your fine organization.

Professor Houthakker, during the period of wage-price controls,
profits have been advancing much faster than wages. We are told that
this is normal and even necessary during a recovery from a recession.
How can we ascertain just what is a fair rate of profits gain that
labor should be prepared to accept ?

Mr. Houtnakkrr. I am not sure the question is one that can be
answered in quantitative terms. I personally am distrustful of Gov-
ernment effort to decide what is the fair distribution of income between
labor and capital. I think this leads to a fight in which

Chairman Proxmire. That is exactly what Government is doing
with the control program.

Mr. HoutHAKKER. I agree with you. That is one of the reasons I am
against it.

As regards to the increase in profits we have seen during the last
few quarters, this certainly can be interpreted in part as a reversal
from the abnormally low levels reached in 1970 and 1971. However, T
would say this: One reason why the control program is not more
effective than it is, as far as I can tell is that the profit standards are
not being enforced as vigorously as thev were intended to be originally.

Chairman Proxmire. Should we change the profit standards by
legislative action ?

We are going to have a chance to take another crack at this stabiliza-
tion act; it expires, you know, April 80. We will have a couple of
months to act on it, February and March.

Mr. HourHakker. I would say that if the Congress feels this pro-
gram needs to be continued and strengthened, there is certainly one
way of doing it. T am not in favor of this method as a general policy
but, nevertheless, I do feel that the control program has not operated
as it was supposed to.

Chairman Proxmire. Would you suggest we reconsider the best 2
years out of three option which is now given, as I understand it, to
firms in establishing their prices?
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Mr. HouTHAEEER. Speaking from a purely administrative point of
view and without going into the desirability of price controls in them-
selves, I would say that this particular rule, 2 out of 3 years, is one that
is becoming obsolete and that if the program were to be extended,
which T am not favoring, then this rule is one of several that needs to
be looked at,

Chairman Proxare. Mr. Houthakker, your position is one which I
think many people would applaud.

Of course you can speak completely free of any of the kind of con-
stituent limitations I have and Congressman Conable may have and
Mr. Madden has, in a different way, and you are a very able economist.
So I would like to get from you a list of proper competitive reforms
you think most important. I would like to get your thoughts on how
we go about achieving these politically.

If it is necessary to extend wage-price control legislation next year,
do you think it may be a good idea to include a legislative mandate for
some of these reforms as part of the legislation ?

Is there anyway we can force the administration to move to what
you call a procompetitive strategy ?

T am talking about such things as you have in your article, restric-
tive hiring practices, racial discrimination, steel quotas, CAB support
of air fairs and that kind of thing,

1 especially would like to get for the record your comments on a
study we have made by William Sheppard, in which he has specific
recommendations on antitrust, At any rate, give us what you can, and
also give your judgment on whether we ought to try to tie into the
reenactment of this law, if we do it, a mandate for specific action to
make the economy more competitive so that we can move out of con-
trols more effectively,

Mr, HouTHAEKER, 1 shall be very glad to send you a list of the
areas of reform I think are needed, With regard to the very interest-
ing idea which you mentioned now, to tie in the phasing out of the
wage-price control program with a procompetitive strategy, I think
this can be done relatively easily by phasing out the program through
designation of particular industries as competitive, the general prin-
ciple being that the industry which does not meet certain standards
will remain under price controls. These price controls will probably be
somewhat tougher than they are now, because right now they do not
impose any great burden that I can see.

Chairman Proxumire. For instance, what?

Mr. Houtaakker. The regulated industries; it would be quite ap-
propriate to leave those under price control as long as certain steps
toward deregulation have not been made; or the steel industry, and
in general those industries where the Government has taken special
steps to limit competition. These should by the same token remain
special objects of attention of Government policy.

Chairman Proxmire. If you could give to the committee just as soon
as you can your considered notion on which of these reforms should
have such a high priority that we might require as a condition of
continuing the act, some kind of action on the part of the administra-
tion—this is a hard thing to do, I do not think it has been done quite
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this way before and it may not be possible to do it, or to do it as
comprehensively as we would like at least, but I think it is a way of
making progress in an area where you have the greatest interest and
have been perhaps the outstanding advocate in the Nation.

So it is a good opportunity for you to help us make some progress.

Mr. HoutHAKEER. I would be most happy to do so. I think it is an
idt;,la that certainly needs support and I am glad you are mentioning
it here.

(The following information was subsequently supplied for the
record :)

HArvARD UNIVERSITY,
Cambridge, Mass., November 28, 1972.

Senator WILLIAM PROXMIRE,
Chairman, Joint Economic Committee,
New Senate Office Building, Washington, D.C.

DEAR SENATOR PROXMIRE: At the hearing on November 14 you asked me to
give details of my views on a “pro-competitive strategy”, and its relation to the
phasing out of controls. Let me first summarize the principal elements of such
a strategy, as follows:

1. Regulated Industries.—A determined effort is needed to make regulatory
commissions more responsive to the public interest than they have shown them-
selves to be in recent years. This applies most strongly to the Interstate Com-
merce Commission and the Civil Aeronautics Board, but none of the regulatory
commissions is exempt from the implied criticism. Since Congress considers the
commissions to be its instruments, it should instruect them clearly that they do
not exist to promote the interests of their industries at the expense of the general
public. Furthermore, it should tell them that our economic system is based on
private competitive enterprise whenever it is applicable, and that competition
should be allowed unless it can be shown to have undesirable consequences for
the public at large. The burden of proof for the latter exception should rest on
the regulatory commissions. Specifically, the Interstate Commerce Commission
should cease its opposition to the President’s deregulation bill, adopt this bill
as a guideline for policy, and cut its political ties with carriers. The Civil
Aeronautic Board should prohibit (instead of encourage) cartel agreements
among airlines and promote (rather than oppose) lower fares, both domestically
and internationally, Better appointments to these commissions, which now include
far too many political hacks, would be an important step towards improvement.
Finally, the Jones Act, which reserves coastal shipping to U.S.-built and U.S.-
operated vessels, needs fundamental reconsideration.

2. Energy—Part of the energy sector is under the Federal Power Commission,
which has been too hesitant in allowing national pricing of natural gas and too
willing to permit imports at extravagant cost. There is certainly a case for
importing natural gas if our domestic supply is inadequate, but the latter as-
sumption should be tested in the market place. The oil import program needs
drastic revision, possibly along the lines proposed by me before Senator Mec-
Intyre’s Committee,! The reforms I discussed there were mostly of a shortrun
nature. At the same time longrun alternatives to the quota system, such as
storage, standby capacity and a tariff, need further consideration. More thought
should also be given to introducing competition in the electrical generating in-
dustry, a measure that could be facilitated by prospective reductions in trans-
mission costs.

3. Agriculture—As in the regulated industries, government policy toward
agriculture is unduly influenced by the industry itself. The output control and
inventory programs create unnecessary shortages which drive up prices. I am
unable to share Professor Brandow’s optimistic view concerning the role of the
farm sector in the inflationary process. In the last few years total farm output
has barely kept up with the normal growth of domestic demand, and tco large
a proportion of the increased output has wound up in government inventories

1Cost and Adequacy of Fuel Oil. Hearings before the Subcommittee on Small Business
of the Committee on Banking, Housing and Urban Affairs, United States Senate, 92nd
Congress, First Sesslon on The Adequacy and Cost of Residual and Industrial Heating Ofl.
(Sept. 9, 1971) pp. 55-62.
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from which it is difficult to dislodge. Agricultural marketing inventories, fre-
quently administered without reference to consumer interests, have also had an
adverse effect on farm production and prices. To overcome these problems it is
necessary to curtail the power of the Secretary of Agriculture, who has tradi-
tionally regarded himself as a spokesman for “his” sector rather than for the
public interest. Perhaps we should have an Agricultural Supply Board, which
would have to approve marketing orders, set aside programs, sugar quotas,
import restriction, and other barriers to competition. This Board should not
be dominated by industry representatives but include spokesmen for consumers
and processors.

4. Import Restrictions.—Apart from the restrictions already mentioned, great
care should be exercised that the other existing import restrictions (such as
those on steel, textiles and beef) are used only to forestall irreversible calam-
ities, and not the normal adjustment to changing economic circumstances.

5. Industrial Concentration.—The emphasis in this area should remain with
enforcement by the Antitrust Division and the Federal Trade Commission. I am
skeptical about Senator Hart’s proposal to legislate deconcentration. However,
the Antitrust Division needs to be strengthened in terms of the number and level
of personnel available to keep a continuous watch over the state of competition,
and to act swiftly whenever competition is impaired. I also favor a strengthen-
ing of the Antitrust laws by making refusal to sell a per se violation in the case
of companies whose market share excesds a specified percentage; this would
make the exercise of market power more difficult. As mentioned in the hearings,
I also believe that reform of the corporate income tax could help combat anti-
competitive practices, as will greater freedom for imports.

6. Labor Law.—On this subject, I would like to refer you to my testitmony
before Senator Hart’s Subcommittee on Antitrust of January 1972.2 I argued there
that unions should not be exempt from the antitrust laws and that the monopoly
profits some unions are able to capture (especially in the construction and
transportation industries) are probably made largely at the expense of unorga-
nized labor rather than of capital. Unions should be prohibited from running
their own apprenticeship schemes, except when they can demonstrate such
schemes are not used to restrict entry. Hiring halls should be run only by public
agencies or by unions that have no restriction on membership. The eligibility
of strikers for welfare and unemployment jnsurance should be carefully re-
viewed. Product boycotts should be outlawed, though this should not prevent
unions from bargaining over job security.

7. Government Policies—The Government Regulation and Procurement Re-
view Board set up by the President in June of 1970, should be made into an
effective watehdog over the many areas where the government has an adverse
effect on competition and price performance. This Board should be required
to publish periodie reports and to be available for questioning by congressional
committees.

Obviously, it will take some considerable time to implement the proposals
listed above, but the process could be speeded up by relating it to the phaseout
of price-wage controls. In particular, this could be done by the following pro-
visions in a bill to extend the President’s authority regarding controls.

(a) Contrary to what had been hoped earlier, the Price Commission gave way
to the regulatory commissions (see Roger Noll's paper). To prevent further harm
from regulatory decisions it should be required that regulatory commissions can
only allow price increases if they have established through public hearings that
the services in question cannot be performed at existing prices by any other
vendor, regulated or unregulated. The regulatory commissions should also be
barred from considering the effect of competition on existing firms.

(b) Industries could be exempted from price control for a period of at least
three years (except for allout war) under the following conditions:

(1) The Antitrust Division and the Federal Trade Commission certify that
there is adequate competition in these industries.

(2) There are no quantitative limits on imports, and tariffs average less
than 10%. -

(8) No single union controls more than % of the workers employed in the
industry.

2 Controls or Competition. Hearings before the Subcommittee on Antitrust and Monopoly
of the Committee on the Judiciary, United States Senate, 92nd Congress Second Sesston,
Symposium on the Economic, Social and Political Effects of Economic Concentration.
(Janunary 21, 1972). p. 254-256.
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The three year limitation is intended to avoid the adverse consequences of
operating controls in an on-off manner.

(c) The Agricultural Supply Board would be established immediately and the
Government Regulation and Procurement Review Board would be immediately
invigorated as suggested.

I shall be glad to expand on any of these points if you so desire.

Yours truly,
HEexDRIK S. HOUTHAKKER.

Chairman Proxmire. The hour is late. T do have a lot of questions.
I would like to ask one or two more.

Our witnesses yesterday argued very forcefully that one of the best
things that could happen to the economy would be some swift firming
up of the price controls. If real progress could be made in the next few
months, before the heavy round of labor negotiations starts in the
spring, toward reducing the rate of price increase, we might really
crack the price-wage spiral.

Witnesses before this committee point out that, beginning in April,
we are going to have some really fundamental negotiations that may
pretty much set the course of inflation for the next several years. So
1t is very important, they said, that the Price Commission crack down
as hard as they can on price increases.

We had some specific suggestions about strengthening the price
control regulations. I would like to see if you agree with them.

Mr. Bosworth argued that the present regulations actually en-
courage inefficiency and inflated costs. He suggested that we move:

One, to an industry-by-industry rather than firm-by-firm approach,
and

Two, to a marginal rather than a total cost coneept.

He argued that overhead costs just cannaot be accurately measured
and allocated and that the present system is so unworkable that any-
body can juggle their cost figures around in such a way as to justify
a price increase. '

“Would you agree that these changes should he made?

Mr. Hournakker, Well, I am surprised that the snggestion should
come at this late stage. It is my understanding the Price Commission
had changed to industrywide productivity standards. I do not know
if the standards have heen implemented, but my understanding was
the decision was made some months ago. '

Chairman Proxaize, I understand on measuring productivity they
are on an industry-by-industry basis, but not. on setting prices. The in-
dividual firm has to come in and justify its price increase in terms of
its own costs,

Mr. HoutHaKKER, T would say the danger of industrywide price de-
termination is that it would encourage collusion. If you see controls
as something permanent, then——

Chairman Proxmire. You may encourage some collusion, but at
least you would have a basis for an efficient firm to profit by its effi-
ciency and the incentive would be there, and you would have a much
better opportunity to have a vigorous and effective competition.

Mr. Hourrakker. In theory, yes; in practice, that 1s not the way
cartels operate, '

Chairman Proxyire. You are not saying that American industry
is generally characterized by cartels, are you ?
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Mr. HouTHAKKER. At the moment that is fortunately not so: I am
saying that cartels can very easily be fostered by such devices. In many
industries, as far as I have been able to observe—and I am sure Mr.
Madden has much more experience talking with industrialists than I
have—there is a great feeling of community. I have been amazed by the
attachment which some people in the steel industry have to other steel-
makers. They do not regard them as competitors, they are friends, even
internationally. I have heard steel men discuss steelmakers in J agan,
of whom they complain loudly in public, but whom they regard as
friends even so. They are forever visiting each other’s plants and they
speak about the “welfare of the steel industry.”

This means to me that the danger of a cartel is always there. Our
antitrust laws do a great deal to prevent this and that is why we are not
fully cartelized. But if the Price Commission were to make a practice
of industrywide consultation, which is what would have to happen if
this idea were adopted, then I think we would very soon get nto a
series of cartels extending over most of our economy. .

So that is why I am not sure this particular move is in the right di-
rection, at least not in regard to temporary controls. If you think con-
trols are permanent, maybe this is the way to do it, but not otherwise.

Chairman Proxmire. Before I go to Mr. Madden, I would like
to ask you one or two other points in connection with that.

Would you agree with his further point that the present profit mar-
gin regulation 1s not very sensible, that a comparison with whatever a
firm’s profits happened to be in some past year is not a good measure
of whether they need a price increase today *

Mr. HouTHAKKER. As a matter of principle I would agree with
that. We discussed just a little while ago how this particular rule may
well become obsolete.

However, I would add that there are other ways of controlling pro-
fits which appeal to me more. I have for some time been thinking
about a graduated corporate income tax, graduated not by the total
profits but by rate of return. This would be a more flexible and less
disruptive way of meeting the problem of excessive profits.

Chairman ProxyiIre. An excessive profits tax?

Mr. HouTHakker. It is not the same thing as an excess profits tax.

Chairman Proxyire. I would be very, very leary of that.

Then you build into the system a kind of discouragement of
efficiency.

Mr. Hourzaxxer. I would hope it would not be anything like the
excess profits tax we had during World War 11.

Chairman Proxarre. It would be of that nature. You would tax
people higher as they did a more efficient job.

Mr. HourHakker. If the profits were indeed a result of doing a
better job.

Chairman Prox»ire. They usually are.

Mr. HouTsAKKER. In many industries high profits compared to in-
vestments are the result of a more or less monopolistic situation of
market power as well as of higher efficiency. I would combine it with
a measure to extend averaging as permitted under the individual
Income tax.
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Chairman ProxMIRE. Another point is how about “term limit pric-
ing,” allowing companies to make a verg large price increase in prod-
uct markets where they can get away with it ?

Do you think this rule ought to be changed ?

Mr. HouraakgEer. That rule was adopted primarily as a practical
device, a device for making it possible to run price controls with a
relatively small staff, unlike the efforts made during earlier price con-
trol efforts. I think in that respect it has worked very well.

To control individual prices requires a vast bureaucracy, which
I think the Government has rightfully to be reluctant to adopt.

Now, if there is any evidence that term limit pricing has prevented
the effectiveness of the price controls, if we think price controls have
to be continued, then it is one area where something could be done,
but only at very great administrative costs. The number of different
prices charged by most firms is so huge that an effort to control each
of them separately must be administratively extremely costly.

Chairman Proxmire. Mr. Madden, what ‘are your thoughts on im-
proving and strengthening the price control mechanism ?

Mr. MabpEex. I believe the Chamber of Commerce has no position on
specific questions of this sort because it does not have that much
expertise, I think, but in my view a better course would be to maintain
the control mechanism pretty much as it is, perhaps tighten up some
on both price and wage targets, and to hope for the time to come soon
when the control system can be abandoned.

Now, in my own personal judgment—the Chamber has no view
on this—I am not persuaded that at this point, after 1 year, the prac-
tical impact of the acknowledged difficulties with the profit guidelines,
a difficulty which was known when it was adopted, is having much effect
compared with the pressure of competition in markets and the long-
run concern of major corporations to respond to consumerism move-
ments, to respond to environmental movements, and consider a lot of
other questions beside the mere question of the profit guideline in
setting the efficiency of the firm.

Chairman ProxMIre. See, the reason I raised that point, I tried to
put it in the context of the timing here.

We want something that would persuade Mr. Gravson, when he
appears tomorrow, to put in effect as vigorous and effective a price
control policy as he possibly can, perhaps, short of changing the law
before April, talk him into reconsidering this so he can crack down
with greater effectiveness than he has before on increased prices.

Prices are increasing rapidly. At least wage costs have not been.

Let me finally ask this question: Should there be a gradual process
of decontrol through exemption of State and local government work-
ers? They were under control for only 5 weeks in World War IT. They
are still under control now.

I do not understand why we seem to have enough trust in the State
and local communities to give them $30 billion over the next 5 years
to use any way they wish and no strings attached and yet they can-
not have any jurisdiction over the wages and prices paid to the people
who work for the State and local government.

Retail trade, which seems to be highly competitive, those earning
under $3.50 an hour, the relatively poor or at least lower-income people,
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by and large are not organized and who, on the basis of the experience
we had when we increased the minimum from $1.90 to $2.75, there
was no inflationary effect.

Would you say that these or others could be decontrolled, given the
assumption that we carry on with some kind of a system of wage
and price control for another year orso?

Let me ask, how do we gef rid of control if we do not start getting
rid of them some way, somehow now?

Mr. Houruaxker. 1 think controls could certainly be phased out
on a sector-by-sector basis, using some of the criteria you suggest. The
one I like best is one you mentioned earlier, doing this on the basis of
comﬁetitive conditions.

The exemption of lower wages would by itself probably be a step
forward. I would be more reluctant about the economic effect of ex-
empting State and local governments.

Some of the most striking examples of large wage increases have
been precisely at the State and local level. Many of those have taken
the form of very generous pension schemes, for instance, which also
add to wage costs and to the burden of taxation.

So I would not at the moment regard State and local governments
as a prime candidate for exemption as long as there are controls, but
the idea of gradual elimination is a very good one.

Chairman Proxyire. Mr. Madden.

Mr. Mappex. The Chamber of Commerce again has no position on
the question of phaseout or sudden and immediate withdrawal of
the price control system, price-wage control system, but if the legisla-
tive authority is extended beyond April 1973 it would seem to me
personally that the approach of phasing out the controls is worth very
careful examination, and my personal inclination would be as an econ-
omist similar to those expressed just a moment ago by Mr. Houthakker.

Chairman Proxmire. Thank you, gentlemen, very much.

Congressman Conable.

Representative Coxasre. I think it is just very clear, Mr. Madden,
you are here advocating an extension of the controls at this point, at
least, to agree. It is clear we have some very severe dilemmas politi-
cally in this area.

I think most of us are somewhat inclined to view controls as not
terribly relevant as they have been functioning during the past year
to other forces that work in the economy maybe having a greater
1mpact on prices and wages than controls themselves.

Yet one of the political phenomena that is apparent to anybody who
has been campaigning over the last month is that there is a broad
reservoir of support for controls generally in the public.

Now, it is easy in such a situation to put too much reliance on
these comparative irrelevants, and if we put a great deal of reliance
on it, if as time goes on these other forces may start work in a different
direction, we may start having suddenly price instability or other
economic problems. If we become more rigid in our cfforts to enforce
these controls, then history tells us that people will not support them
very long.

The other countries that have gone into this have usually found
they were helpful only in the short term.
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So we are kind of working under a tightrope on this thing and cer-
tainly to make controls for any period of time instruments of national
polic;i1 is fraught with considerable, not just paradox but danger
actually.

Mr. Mappew. The Chamber of Commerce certainly does agree with
the sentiments you have just expressed and thoughts you have just
stressed and with the comments of the Chairman at the beginning of
this hearing, that it is paradoxical that we are required on pragmatic
considerations as business leaders to advocate continuation of price
and wage controls which we ourselves in principle deeply oppose for
reasons that Mr. Houthakker has discussed, but also in addition be-
cause we feel that they arc a threat to the long-run survival and effec-
tiveness of the market-type economy which has produced well for the
U.S. people, better than any other economic system on earth.

(So we are aware of these dilemmas, and it is on the basis of a prag-
matic judgement as to the short-term threat of excessive demand, of
resurgence of inflationary expectations, of the problems of wage nego-
tiations this year, et cetera, which lead the business communities to
take the view that it does. But we share fully the view that you have
expressed and that the chairman has expressed, that it is most im-
portant from a national policy point of view to try to deal with the
longer-run structural questions that would contribute to an increase in
competitiveness in the economy.

Now, in this regard it has been the American business community
which has invested overseas and which has sought to gain an in-
crease in the flow of goods and services generally between countries,
which is indeed contributing to the pressure and the benefits of com-
petition, not only on a national basis, but on a worldwide basis.

So we agree with the thrust of these hearings, that this is the time
for widespread discussion of these matters and that in the process it is
most important to look at longer-range questions and to face these
dilemmas and paradoxes, recognizing that perhaps the controls may
need to be extended for a brief periog, but tgat as soon as possible we
eliminate these controls, whether by phasing out or immediately.

Chairman Proxmire. I want to thanl? both you gentlemen very much.
I especially appreciate your agreeing on the desirability of phasing
out.

It 1s most encouraging. You have given a boost toward beginning a
decontrol system although you fundamentally want to keep the re-
strictions in many of the areas we now have.

Thank you very, very much, for a most helpful record.

The committee will stand in recess until 10 o’clock tomorrow morn-
ing, when we reconvene to hear Mr. C. Jackson Grayson and Mr.
Walter Heller.

(Whereupon, at 12:15 p.m., the committee recessed, to reconvene at
10 a.m., Wednesday, November 15, 1972.)
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OPENING STATEMENT oF CHAIRMAN PROXMIRE

Chairman Prox»re. The committee will come to order.

Today we continue our review of the wage-price control program by
hearing testimony first from C. Jackson Grayson, Chairman of the
Price Commission, and later from Walter Heller of the University
of Minnesota.

Chairman Grayson, I have had an opportunity to read your pre-
pared statement, and I was especially disappointed that you say “I
cannot address myself to the question of whether the Economic Stabil-
ization Act of 1970, as amended, should be continued, discontinued,
or modified on April 30, 1973.” That is the day when the law expires.

We have to make up our minds. It is not a decision for the President,
it is a decision for the Congress. It is up to us to determine what to do
about it. It is a congressional decision. We have to rely on the best ad-
vice we can get and you are certainly the outstanding authority in this
respect.

You, Mr. Grayson, have occupied a unique position in our country for
over a year now ; I am sure you must have gained some very valuable
insights into the workings of our economy. I realize that you may not
speak for the administration, but your advice to the Congress could be
most helpful as we consider legislation for next year.

I am also puzzled by your reluctance to discuss with a congressional
committee what you have already discussed with an interviewer from
U.S. News & World Report. I am referring to your response when
asked, and I quote:

«Q. Do you see any reason for continuing controls after the law au-
thorizing them expires next April?

(149)
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“A. No. I read many of the arguments about the possibility of large
wage increases and price pressures that are just waiting for the controls
to be lifted. I don’t think those arguments are persuasive enough to
cause me to feel that controls should be continued—once the President
has made the basic decision that stability has been reached.

“Q. You don’t want them continued in any form?

“A. None. That’s my personal feeling. But I want to make very
clear that’s not going to be necessarily what happens. It’s the Presi-
dent’s decision.”

It is the President’s decision, to some extent. It is the President’s
decision to make recommendations. As I say, it is up to Congress to
act and we are very anxious to get your own personal views on this.

Another thing I want to discuss today is the effectiveness of price
controls as compared to wage controls. Your prepared statement is a
real snow job. You give us hundreds of numbers to support your
case that the Price Commission has done a good job of controlling
prices, but I am not impressed. Your numbers do not change the
fact that in the last 6 months—a period after the “bubble” you say you
inherited—hourly wages have increased 5.3 percent, prices have gone
up 3.4 percent, leaving a 1.9-percent real gain for the worker. This 1.9
percent is clearly below the productivity gains workers have earned,
and it is below the 3-percent gain that was intended when this pro-
gram was set up. I also notice that in all of your numbers there are
none to tell us how much profits have gone up. You say profit margins
have been effective, but this whole program has been ‘administered in
such secrecy that I do not know whether you are right or wrong. 1
therefore come to the conclusion that prices have not been held down
as effectively as wages because the statistics just seem to tell us that.

Some of our previous witnesses have agreed with this conclusion.
They pointed out that if we were going to hold down wage increases
in the coming round of wage negotiations, the Price Commission ought
“to be really nasty and tough” on price increases between now and
April 30. And another told us that 94 percent of requested price in-
creases have been granted and the other 6 percent were turned down
because business accountants were too dumb to fill out the forms.
They point out under present circumstances any large company,
especially a conglomerate, would have no trouble getting a price
increase in the areas pretty much where it wants them.

Frankly, T have been surprised at the unanimity of our witnesses
in supporting the continuation of controls. T tend to agree that we
may need some form of controls for a while longer, but I am a long
way from being convinced that the present program should be extended
unchanged for another year. T feel that there are several areas in the
economy where competitive forces are strong enough that they could
be safely decontrolled.

Mr. Grayson, these are just a few of the things we need to discuss
today. I have a number of other questions to ask in our colloquy.

Before you make your statement, our ranking member, Senator
Javits, also has a statement.
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OPENING STATEMENT OF SENATOR JAVITS, Ravgixe MINORITY
MeMBER OF THE COMMITTEE

Senator Javirs. Thank you very much, Mr. Chairman.

Mr. Chairman, I address myself expressly to the point which the
Chair referred to, and that is the continuance of controls. )

The administration and the Congress soon will face what perhaps 1s
the most critical economic decision that will be before the Nation over
the next 4 years. That is the future of the phase II economic controls
program. I commend our chairman for his foresight in holding these
highly important hearings and I am confident that they will make an
important contribution to whatever is proposed in the Congress.

It is my view that our Nation has not yet decisively broken either
the inflatlonary spiral or inflationary expectations, hence I feel that
we must continue with an incomes policy, and Congress will need to
extend the Stabilization Act for another year to April 1978. This does
not, of course, exclude any amendments which might be incorporated
into that act. We have made much progress agamst inflation since
August of 1971, but inflation is still well in excess of the stated admin-
istration goal to reduce it to 24 to 3 percent by the end of this year-

Already it is clear from the testimony at these hearings that wage
and price controls can exist only in tandem. The old refrain “you
can’t have one without the other” is clearly true in terms of both
equity and effectiveness. In favoring an extension of wage-price con-
trols, I wish to record my support for certain modifications of the
present program.

1. Union participation: It is my hope that a maximum effort will
be made to bring back full labor participation in the Pay Board.
Since a large number of important contracts affecting many impor-
tant unions will be up next year, union participation mn the decisions
of the Pay Board becomes more essential. I realize fully the long
and difficult history of this matter but feel strongly that equity merits
that another attempt be made. If such an attempt fails then the alter-
native of a Pay Board only of public members is the logical solution.

2. Agricultural prices: Since the inception of the new economic
policy the Consumer Price Index has increased at an annual rate of
3.2 percent—compared with rates of 5 to 6 percent during 1969 and
1970—and approaching the administration’s goal of reducing infla-
tion under 3 percent by the end of 1972. However, a glaring anomaly
stands out on this road to victory over inflation. The price of food
has risen during this same period by 4.2 percent, a full percentage
point higher than the rate of inflation for the economy as a whole,
and, the supermarket is the place where most Americans feel their
buying power is being eroded. This is especially true of those workers
whose wages have been controlled directly by Pay Board standards.

Now it is argued that wholesale and retail margins are so highly
competitive as to be easy subjects for decontrol—thus, the explana-
tion that it is retail and wholesale margins which have let food
prices run away is invalid. Hence, I believe that it is time we take
an across-the-board look at our agricultural support programs which
were designed 30 years ago to remedy problems that may very well
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exist no longer or be so different, for example, in benefiting only
large corporate farmers as to need totally different remedies. We now
must ask ourselves the question whether or not these programs are
yielding social benefits commensurate with their high costs.

3. Rents: There has been some speculation that rents should be de-
controlled during phase ITI. I would oppose such a move on the part
of the administration for the same reason that I advocate placing
food under the program. These are the items on which the average
American family spends most of its money, and, if wages are to be
controlled, then we cannot let the prices of these two major items be
uncontrolled.

4. Concentrated industries: The proposal has been made that a sys-
tem of selected decontrols be implemented; that controls come off
everything except “concentrated businesses” and “powerful unions.”
I oppose this plan as I know Chairman Grayson does. There are ques-
tions of equity here. For example, statistics conclusively prove that
the rate of price increases in the services sector which is not a “con-
centrated industry” is far higher than the price increases for dur-
able goods where many so-called concentrated industries are located.

In closing, it is important that we must also begin looking beyond
phase IIT to the time when controls can be completely phased out.
The light at the end of this particular tunnel is the dismantling of
wage and price controls. This leads to the question of when victory
over the inflation which brought on the controls can be declared.
It would seem that after the rate of increase of the Consumer Price
Index is at 3 percent or below for one whole quarter that this could
trigger the beginning of the phase out of the control program over
a l-year period. I feel it would be a mistake to lift all controls at
one point even if the “victory trigger” is reached. Rather, when this
trigger is reached those sectors of the economy which have shown
the best price and productivity performance should be removed from
under the control mechanism, to be followed by those sectors whose
performance has been less outstanding, perhaps within a year we
could take off all controls,

Mr. Chairman, in my judgment such a “victory trigger” lead-
ing to phaseout of the program over a year’s period—if conditions
continue to warrant such a phaseout, is a more pragmatic way of
ending wage and price controls rather than seeking authority for
a perpetual “stick in the closet” standby authority on wage and price
control. It is my hope that with the ending of the Vietnam war,
which T confidently expect, the economy would return to a 4-percent
range in noninflationary growth in the context of full employment
by early 1974,

Thank you, Mr. Chairman.

Chairman Proxyure. Thank you. Senator Javits. Senator Percy
has a statement to make.

OPENING STATEMENT OF SENATOR PERCY, A MINORITY MEMBER OF THE
CoMMITTEE

Senator Percy. Mr. Chairman, T would also like to say I think these
hearings are extremely timely.

I would like to commend the Cost of Iiving Council and its Direc-
tor, Don Rumsfeld, Judge Boldt of the Pay Board, and particularly
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also our present witness today, Mr. Grayson, for an exceptionally good
job under terribly hard circumstances. When we consider the com-
plexity of this job and the amount of room for inequities, I admire
the even-handedness with which this job has been carried on and been
administered. It has been a miracle that it hasn’t totally and com-
pletely broken down. T hope the controls won’t last too long. I do not
think, Mr. Grayson, you are going to be able to evade for an hour or
2 hours totally and completely commenting on extension of the Xco-
nomic Stabilization Act, much as you might like to. At least we will
want to know when you can give us a judgment on extension of these
controls because the act does expire April 30 and it takes the House
and the Senate time to reextend them if thatis desirable.

What I hope you can do this morning is give us your insight as to
the dangers 1f we do continue to use this bandaid approach to con-
trolling the economy.

What is the long-term danger if we continue to rely upon controls
and mechanisms of this type?

I also would like to know what you feel, instead of the bandaid
apprgoach, has to be done to get to the real causes of our economic ills
now

Specifically can you comment on productivity increases which must
start to take hold. Why hasn’t management seized on this? Why hasn’t
labor seized on this opportunity? We have enabling legislation. Pro-
ductivity councils are commissioned. We have a national commission.
Regional directors are now being set up. Yet we have to prod and
cajole business and labor to think about this and to start solving the
basic problem of getting our costs under control.

We are not interested in holding down wages. We are really trying to
keep down the unit cost of production so prices do not go up, and yet I
do not see the organizational effort being made to do this.

Under the productivity amendment, passed by Congress, labor can
get more than 5.5 percent today if they find ways ways to increase
productivity, so costs don’t go up, and yet they are not taking advan-
tage of this.

I am very concerned about the love affair now between the business
community and controls. I never thought I would see the U.S. Chamber
and NAM continuing to say let’s keep controls on. There is something
wrong here.

What is the matter with us that they do not realize the longer you
keep controls on wages the sooner you are going to get to the point
where we are going to have profit controls. Then we’ll hear the scream-
ing. But what is labor going to do? What is their alternative now if
they see very high profits come through that may have been earned but
they feel are made simply because of wages being held down. Aren’t
they going to scream and demand profit controls? And when you get
to that point, and you start controlling profits, how many people are
you going to have to have to really devise the substitute for the in-
genuity of the free marketplace for which I do not think there is any
substitute at all.

So I think those are the reasons that this public hearing could be
very helpful—to have candid judgments from you as to where we go
if we continue to rely on this control mechanism which 1is so contrary
to everything we believe in in a free economy.
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I see some rays of hopes. My talks with the airline industry indicate
that they want to get together with labor now. We know Mr. Abel and
the steel companies are now getting together for productivity increases,
and I am happy to say that in the company that I was formerly asso-
ciated with, productivity drives are so intensive that the comnany
has just made the decision to cancel all of its lens purchasing and
manufacturing in Japan. Costs are going up too high in J apan. They
are going to bring manufacturing back here with new productivity
methods and techniques. They can produce lens cheaper in Chicago
than they can in Tokyo. That is a tremendous hope for the future.
That is a real solution to this problem. I am afraid that if labor and
management are under these controls another year they are going to
get more and more reliant on them. The fear I expressed 6 months ago
might come true, we may never see the truly free economy again if we
do not wean ourselves away from controls. Thank you, Mr. Chairman.

Chairman Proxmire. T would like to say amen and hallelujah. That
18 rﬁusic tomy ears. I think Senator Percy has put the case marvelously
well.

I appreciate very much the always able and astute observations of
our ranking Republican, Senator Javits.

Now that we have spoken, had our little filibuster, go right ahead,
Mr. Grayson.

STATEMENT OF HON. C. JACKSON GRAYSON, JR., CHAIRMAN,
PRICE COMMISSION, ACCOMPANIED BY BERT LEWIS, EXECUTIVE
DIRECTOR; AND LOUIS NEEB, EXECUTIVE SECRETARY

Mr. Gravsow. I appreciate very much the opportunitv to come here
today and particularly appreciate the statements which vou have
made and those of Senator Javits and Senator Percy. I think that there
is time for a public dialog on the whole question of controls—how they
are working and what lies in the future. I welcome this public inter-
est and the hearings that vou are holding. T congratulate you on hold-
ing them. They are timely and I am going to be very interested in
reading all of the testimony that has been submitted, I got a stack this
morning of today’s. T would like to introduce the gentlemen who I
brought with me from my staff, Mr. Bert Lewis, Executive Director
of the Price Commission, and Mr. Louis Neeb, who is Executive Sec-
retary of the Commission. Both have been with me from the very
beginning so if there are supplementary remarks, they can be made
by these two gentlemen.

Chairman Proxare. I might interrupt to say it is vey embarrassing
to state this, having taken quite a bit of time myself, we do have a 10
minute rule we would like to observe. We have Mr. Heller coming on
after you. All of us have many questions we would like to ask and you
are always excellent at summarizing your view anyway. Your entire
prepared statement will be printed in full in the record at the end of
your oral statement.

Mr. Grayson. Thank you. I will make an effort to be brief.

I might say my prepared statement submitted to you about a year
ago was three pages long. I brought it with me. My prepared statement
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today is 49 pages long. That is a growth rate of 1,500 percent. If we
take a linear projection and look 1 year ahead

Chairman Proxmire. It shows what bureaucracy can do. )

Mr. Grayson. It would be 735 pages long. The regulation which we
started out with at the same point in time were 12 pages long. They
are now 439 pages long, which is a growth rate of 3,700 percent. I1f we
project that at the same rate of increase, then we can expect regulations
next year to be 16,243 pages long.

I will try and be brief in my oral statement so that we can have time
for this important dialog.

I want to go directly to the remark you made, Mr. Chairman,
quoting my views in the U.S. News interview, and the question which
you are putting to me, which is, “should controls be extended, discon-
tinued or modified ?” I am going to say that 1 will not make a formal
recommendation on this point. That is a question of price stability of
which the Price Commission is only one part.

I made a list of a number of considerations that affect price
stability. Those items involve such things as the whole fiscal predic-
tion—what is going to happen to spending, the monetary supply, in-
terest rates, savings rates, the unemployment level, the balance of
payments, and inflationary psychology.

I will be very happy to comment on my views about how controls
to date are working, and as you said, Senator Percy, what some of
the problems are that I see growing as a result of these controls and
what some of the problems are on the positive and the negative side
of the present regulations.

I think that is how I can be most helpful. For me to get in and say
I think controls should be ended or modified or discontinued in anyway
I think would be really not in my charge of responsibility as given
by the President. There are more considerations outside, many more,
so I think it would be irresponsible for me to make a direct recom-
mendation without having all of those facts available to me.

Within that constraint, concerning the U.S. News interview—and
I have answered that question I guess maybe 300 times or more—I
always put the qualifier in front. The qualifier is the following: Once
price stability has been achieved and with all of those considerations
that go with it I have just mentioned, then I think controls in the
long run should be dropped, and I do not change that at all. T am
saying that price stability has to be defined and that I cannot make
that judgment. It is not my responsibility nor my competence. That
is what I meant. The way the U.S. News interview came out, I did
not put the qualifier in front. I put the answer “no,” first, meaning
in the long run, and it came out the other way around and was mis-
interpreted. So I am glad to set the record straight. Once that has
been determined, I do think controls should be dropped but that
definition is not for the Price Commission or the Chairman of the
Price Commission to determine. ] ) .

Now, I will not go over the statistics, Mr. Chairman, in the interest
of time. Those are in the prepared statement. I do say I think the
numbers have come down.
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Responding to one direct statement you made, I think real earnings
cannot be overlooked. When you talk about wages being frozen and
prices floating, we have to look at the net interaction of those two and
that gets reflected in real earnings. Real earnings are up by 4.6 percent
in phases I and II put together. So I think that there we see the real
comparison of wages and prices. We would like it to be lower, cer-
tainly, but what we are seeing to date is that progress has been made
on the price side.

I think that any interpretation of the price statistics has to be looked
at in light of the mandates under which we are operating in the Com-
mission; that is, we weren’t told to just focus only on getting those
indicators down. We were told, if you remember, you made this very
clear to me, we must watch out and not impede the recovery in the
process, and we have looked at that very carefully. So our controls are
designed to not allow the economy to be cut back and not to have hurt
the unemployment picture. Sure the inflation indicators are not as low
as we would like. We could have set those controls differently and
gotten a different inflation figure if we had not been conscious of the
fact we could have impeded the recovery. There is another matter
which I do not think should be submerged in the debate. The controls
should not be put on in such a way that it increases the likelihood we
will have a post control bubble. I think it must be remembered no
matter when it comes, that the bubble should not occur and we should
not build controls to increase that likelihood.

I won’t repeat, as I said, the statements I made in the prepared
statement on the positive and negative aspects. I know you want to
engage in direct conversation, but T have been careful in my prepared
statement to try to indicate that there are some negative aspects as
by-products of controls. I have paid attention to these and pointed out
that while some of our rules have been, I think, effective, such as the
profit margin rule—which is one of the more controversial ones—and
1t has resulted in some very good results. But it has also resulted in
some negative by-products. If we found out one thing over this year it
is that as you move toward equity, you move toward complexity.
Things aren’t simple and, therefore, it 1s very important to have flexi-
bility on both sides when you are developing regulations.

The latter part of my prepared statement goes into what I view
as some of the near term economic conditions which will influence
the total decision. Here I think we have to look at what can be ex-
pected ahead. I listed five or six points, such as productivity gains,
which may or may not be as large. The amount of the wage settlement
must be looked at, not by me but by other members of the stabiliza-
tion program. This again is another reason I can’t predict price
stability in any meaningful terms, and other conditions which I know
will surround the decision. But I wanted to get them out in the open
as I am seeing them.

The latter part of my prepared statement, Mr. Chairman, is some-
thing that you directed to me sometime ago. You asked if I would
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please make my views known about some of the structural conditions
that exist around price stability in this Nation. I have tried to list
them without going into detail or into any economic arguments.

Any economist looking at this question would be horrified at the
simplistic statements I have made, for example, on the question of
demand management or on the question of the structural problems
of labor. But I thought it necessary to put these in for the record
because I do think we should be clear that any decision over the cur-
rent controls consideration ought to be given to the long run work
necessary on the structural side. I put these in as parameters. In the
long term these will influence price stability.

So that is the end of my oral statement and I would like to engage
in conversation.

(The prepared statement of Mr. Grayson follows:)

PREPARED STATEMENT OF C. JacksoN GRAYSON, JR.

Mr. Chairman, and Members of the Joint Economic Committee, I appreciate
the opportunity to appear here today to discuss the Price Commission's role
in the Economic Stabilization Program. During the past year we have been
controlling prices in the world’s largest and most complex economy. In that
process we have discovered some new facts about our method of control and.
in some cases, re-learned old truths about economic behavior. It is this experience
1 would like to share with you today.

T should state at the outset that I cannot address myself to the question of
whether the Economic Stabilization Act of 1970, as amended, should be con-
tinued, discontinued, or modified on April 30, 1973, when it expires. Clearly, this
is a very important decision that will be faced by the President and the Con-
gress as the time for expiration grows nearer, and I am keenly aware that
the behavior of prices is only one part of an equation which encompasses not
only the Economic Stabilization Program but also the multiple goals of our
national economie policy.

My role today will be to (1) report on the price performance of the Stabiliza-
tion Program, (2) to state some of the good and bad side effects of price controls.
{3) to indicate some of the economic parameters that may affect prices and price
controls in the near future. and (4) to highlight some of the longer term consid-
erations affecting price stability in the United States.

1. PRICE PERFORMANCE

In a number of ways, the Stabilization Program can claim success in having
a significant impact on the rate of inflation.

First. comparing the overall values in Table I of the three major price indica-
tors—the Consumer Price Index (CPI), the Wholesale Price Index (WPI), and
the GNP Implicit Price Deflator—for the yearly changes before the Economic
Stabilization Program (ESP) to yearly changes after the Program-—one finds
a significant reduction in the rate of inflation as measured by these indicators.

A. CONSUMER PRICE INDEX (CPI)

The CPI was increasing at a rate of 6.19 in 1969, 5.5% in 1970, and 3.8% for
the eight months immediately preceding the freeze.

The rate of Phases I and II together is 3.2%. .

More detailed breakdowns provide a better idea of specific areas where there
have been significant reductions in the rate of price increase and areas where
there have been problems.

§8—490—73—pt. 1—11
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TABLE |.—MEASURES OF PRICE CHANGES BEFORE AND DURING THE ECONOMIC STABILIZATION PROGRAM

[Seasonally adjusted percent change, compound annual rate]

MONTHLY SERIES

8 moaths
prior to 10 months, 13 months,
12 months, 12 months, phase |, 3 months, phase lf, phases |
December  December December phase I, November and 1t,
1968 to 1969 to 1970to  August to 1971to August 1971
December  December August  November September  to Septem-
1969 1970 1971 1971 1972 ber 1972
Consumer price index:
items..__ ... ____ 6.1 5.5 3.8 1.9 3.5 3.2
000, . .._ 1.2 2.2 5.0 1.7 4.9 4.2
Commodities less food. 4.5 4.8 2.9 0 3.0 2.3
Services 1 7.4 8.2 4.5 3.1 3.5 3.4
Rent! __________ ... 3.8 4.5 4.3 2.8 3.4 3.3
Wholesale price index:
All commodities._.__.._.__.__.__ 4.8 2.2 5.2 -2 25,2 24.0
Industrial commodities__.________ 3.9 3.6 4.7 -.5 235 22.6
Farm products, processed foods,
feeds3 . .. ... .. 7.5 —-1.4 6.5 1.1 29.6 27.7
Consumer finished goods_ 4.9 1.4 4.1 -1.1 24,1 22.9
Consumer foods3_______________ 8.2 —-2.5 6.8 .3 27.1 25.6
Consumer commodity example,
ood. . ... 2.9 4.0 2.2 -~.4 22.2 21.6
Producer finished goods__________ 4.6 4.9 3.7 -2.0 22.5 21.5
QUARTERLY SERIES
Phase | Phase Il Phases | &
1V-68 to 1V-69 to 1V-70 to 11-71 to 1V-71 to I 11-71 to
1V-69 V=70 11-71 1V-71 1H-72 111-72
GNP price deflators:
Total ... 5.3 5.3 5.1 2.0 3.0 2.7
Private, fixed weights.__.._____.__ 5.1 4.5 5.0 2.6 3.2 3.0
Personal consumer expenditure,
fixed weights_________________ 5.0 4.3 4.5 2.4 2.9 2.7

L Not seasonally adjusted; data contain almost no seasonal movements.
2 Data through October. .
3 Raw agricultural products are exempt from the price controls.

TABLE H.—COMPARISON OF YEARLY RATES IN THE CPl BEFORE AND AFTER THE ECONOMIC STABILIZATION

PROGRAM 1
Before ESP, After ESP,
September September
1970 to 1971 to
_ Relative September September
Food Items importance 1971 1972
Lower categories:
Cereal and bakery produets. .. ... _ ... . .. ... __ 2.28 4.0 0.
Dairy products_____._____ - 2.72 3.2 .7
Food away from home_______ ... ___________ . ___._____________ 4.96 5.0 3.8
Commodities other than food:
Nendurables:
Men’s and boys’ apparel.._._________ .. . __ ... ._ 2.8 2.5 1.4
Women's and girls" apparel. _____._ .. .___________.____. 4.02 3.1 2.1
Footwear_.__._ I 1.57 3.2 2.9
Gasoline__.. e 2.69 3.0 1.7
Other nondurables...___ .. . . .. ... 12.53 4.2 2.3
Durables:
Household durables_._____.__.___ . . ________._..____ 4.83 2.6 1.9
1.98 6.4 1.8
7.84 4.3 3.5
5.05 4.7 3.3
5.55 7.2 2.4
Other services. .. . 26. 81 4.8 3.6
Total lower__ ... .. 85.65 ...
Higher categories:
Newears. ... - 2.12 .5 3.8
Fruits and vegetables______________ ... ... 3.03 4.6 7.8
Total higher______ . . 14.35 ..
Total CPI 100. 00

t Some categories are constructed from Bureau Labor Statistics (BLS) published categories.
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Table 1I shows that for 85.7% of the CPI, the rate of inflation has been lower
after the Economic Stabilization Program (ESP) than the year before. The re-
maining 14.83% of the index shows a rate of inflation higher after ESI* than for
the year preceding ESP.

In the CPI there have been significant declines in the rates of inflation for
the following categories: 309, for rent, 67% for private party medical care,
709, for used cars, 409 for mens and boys clothing. and 30% for womens and
girls apparel, and 409, for gasoline. And, in spite of the short supplies of certain
agricultural commodities (particularly meat), there has been a reduction in the
inflationary rate of increase for dairy products of approximately 809, of 100%
for cereals and bakery products and of almost 25% for food away from home.

B. GNP IMPLICIT PRICE DEFLATOR

The GNP Implicit Price Deflator is regarded by many economists as one of
the most reliable indices of inflation. This deflator was increasing at a rate of
3.3% in 1969, 5.3% in 1970, and 5.1¢, in the six months immediately preceding
the freeze.

The rate for Phases I and IT together is 2.76¢.

¢. WITOLESALE PRICE INDEX (WPI)

The WI’I was increasing at a rate of 4.8% in 1969, 2.29, in 1970, and 5.2 in
1970, and 5.2¢, in the eight months immediately preceding the freeze.

The rate for I’hases I and II together is 4.0%.

The “Industrial Commodities” component of the WPI, regarded by some as
the most significant indicator of infiation in this index, was running at a rate
of increase of 3.9% in 1969, 3.6% in 1970, and 4.7% in the eight months immedi-
ately preceding the freeze.

The rate for Phases I and II together is £2.G9.

It has been a source of some concern for some observers that the WPI has
been running at a higher rate than the GP’I, the concern being that it would be only
a matter of time before the higher increases in the WPI would be reflected in
higher CPI's. We have searched and failed to find a good correlation between
the WPI and CPI rates of increase, thereby throwing doubt that the WPI in-
creases will be reflected entirely in consumer prices.

There are several reasons for a lack of harmony between the two indices.

First, the economy is getting improved productivity and is benefiting from more
temperate wages and prices as goods move through the processing chain. Dr.
Kzra Solomon. Council of Economic Advisors, commented to this effect in his
statement on the October, 1972 WPI:

What has been happening to wholesale price in the U.S. can be viewed as the
interaction of two separate sets of forces. At the raw material level there has been
a strong pull of increasing demand relative to inelastic supplies. This develop-
ment is worldwide and not just confined to the U.S. It has resulted in sharp price
increases in many key commodities—such as lumber, hides, and several agricul-
tural products.

Beyond the raw material level, price pressures in the U.S. economy are being
blunted and in some cases offset by improved productivity and temperate wage
behavior and pricing policies. The result is that wholesale price increases be-
come smaller as we move down the processing chain.

This is shown in the table below.

WHOLESALE PRICE INCREASES

{Seasonally adjusted annual rates; in percent|

Past Past

Industrial commodities 12 months 3 months

Crude materials .. e caceeaaaas 13.0 11.1

Intermediate materials ', __________.__.__.._.__.. 3.8 3.1
Consumer finished goods (excluding food)._ 2.1 0

Capital §00dS. . .ot ccmmeecccmcmmceeaameaea- 2.2 —.7

1 Excluding materials for manufacturing food and animat foods.
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Second. to a large extent, the WPI is composed of reported prices rather than
actual transaction prices. It is quite possible that firms which reported actual
prices before the stabilization program are now reporting list prices. We also
believe that such list prices are not being revised downward, even when trans-
action prices fall, for fear that a later freeze might catch such firms with these
lower prices listed. Third, as shown in table 111, the large increases in the WPIT
have been concentrated in the past 12 months in a few major commodity groups
over which the Price Commission has relatively little control, namely raw agri-
cultural products. Though there have been significantly large increases in certain
key commodities (lumber and hides), there have also been some dramatic reduc-
tions in the same index which should not be overlooked.

As table ITI demonstrates, the rate of inflation for about 58 percent of the
weight of the WPI is lower. Prices of rubber and plastics have declined. The rate
of price increases has slowed significantly for the following items: 90 percent
for chemicals, 75 percent for minerals, 40 percent for fuels, machinery and lumber,
25 percent for transportation, metals, and furniture. These figures do not mean
that the items decreased in price, but that the rate of increase has slowed
significantly.

It is also relevant to note that for those categories in the WPI where the rate
of inflation has been higher than in the years preceding controls, in every case
(except miscellaneous products and paper) the causes can be traced to natural
phenomena and the strength of consumer demand in producing shortages.

TABLE 111.—COMPARISON OF YEARLY RATES IN THE WP! BEFORE AND AFTER THE ECONOMIC STABILIZATION

PROGRAM t
September September
1970 to 1971 to
Relative September September
Commodity group importance 1971 1972
Lower categories:

L1111 T P 2.854 17.6 10.6
Minerals. e 3.296 9.1 2.2
FUBlS . e 7.174 1.7 4.3
Transportation 7.416 5.8 4.2
Machinery._. 12.280 3.5 2.0
Chemicals._. 5.716 1.8 .1
Metals_ i icecmeecceemen 13.439 3.2 2.4
FUrRIRUre . - - o e 3.438 2.2 1.6
Rubber and Plastic. ...« . eiiiiiicaan 2.257 .3 —.2

Total LoWer . . e eemmeemmeemean 57.870 . iiiiiiieeo.
Higher categories:

eather e 1.254 4.4 18.3
Farm Products_ - 10. 432 -1.4 16.4
Processed Foods and Feeds_ ... __ . ... . _________.____. 16. 405 1.4 6.3
Textiles and Apparel . . et 6.849 2.0 4.2

g 11 S PN 4.705 2.1 3.3
Miscellaneous Products. . ... oo i ecccaiiimaan 2.486 1.3 1.9

Total Higher .. s A2.13) e

1 Commodity groups conform to major categories as published by Bureau of Labor Statistics (BLS).

D. OTHER WAYS TO EXAMINE PRICE RESULTS OF ESP

It can be argued that comparing the rate of inflation this year with that of a
prior year is less convincing than comparing the actual rate of inflation during
the control period with what would have occurred without controls.

To use this kind of comparison, it is obviously necessary to guess—or esti-
mate-—what might have happened without the program. The best estimate econ-
omists in the Price Commission have been able to derive, based upon an econ-
ometric analysis of macroeconomic wage and price equations, is an estimated
reduction in the rate of inflation from what it would have been without con-
trols of at least 1.5 percentage points. Alternative estimation procedures e¢stab-
lish the Stabilization Program impact as high as nearly two percentage points.

This reduction caused by controls is corroborated by studies external to the
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Price Commission, such as Robert J. Gordon’s paper presented at the Brookings
Yanel on Economic Activity ' which places the control impact at 1.9 percentage
points.

Another argument is whether the Phase I freeze period should be included
in assessing the Program. Since the Price Commission was forced to deal with
pent up price pressures creafed during the freeze, we inherited a Phase II initial
price bubble. One should logically therefore include the freeze period in any useful
overall assessment of controls.

It is worth noting, however, that even if the freeze period were excluded,
and the assessment were limited to the impact of Phase II as against what
would have probably occurred otherwise, the results from our internal econ-
ometric models show a greater impact for Phase 1I than for Phase I. The
annualized rates of change in the various indices are higher. Buf the differ-
entials are also greater between actual price increases and increases that prob-
ably would have occurred in the absence of controls given the growth stimulus
applied to the economy.

I am sure that these statements will not put the controversy to rest, and
that economists will continue to debate for many years the relative impact
that controls have had over this period of time. Only one thing is for certain.
We will never know for sure, for we can never re-run history!

In summary, however, it is my opinion that fo date the Stabilization Pro-
gram has had a significant impact in reducing the rate of inflation at a time
of expansionary ficcal and monetary policies. The controls have helped to keep
inflation in check while other measures were effected to encourage economic
growth.

11.

SibE Errects—By-Pronvcet oF CoNTROL POLICIES

Every action has a reaction. Every price control program in modern history
has had by-products or side effects : some good, some not so good. )

We have had several, of both kinds. As noted below, neither negative nor posi-
tive side effects to date have been of sufficient importance to warrant o signifi-
cant change or revision of our policies to counteract them. Nevertheless, they
have occurred. and are occurring. An examination of the nature of these phe-
nomena may prove of use for the record. ’

A. NEGATIVE BY-PRODUCTS
1. Resources allocation

I’rice controls necess«arily interfere to some extent with the normal mechanism
of resource allocation. There is no way to completely aveid this fact.

Efforts can be made, however, to minimize the distorting effects of thix inter-
ference. Such efforts have been one of our constant preoccupations, In fact. the
principle of allowable cost pass through is designed to minimize such resonrce
distortions. The danger to date is more potential than real, but some individual
firms have suffered from the application of our regulations. We have developed
procedures for allowing exceptions, which mav be granted after careful exam-
ination, to minimize inequities and hardships for individual firms. Al such dis-
torting effects cannot be eliminated entirely, for, in effect, we were created to
interfere with “bLusiness as usual.”

2. Base period

Under Price Commission poliey for Thase IT, both price increases and profit
margins have heen controlled relative to a base period in time. This policy auto-
matically adopts the cost-price-profit relationship of the base periods of each
firm.

Basing control policy upon any historic standard is, of course, open to criti-
cism. The use of some reference period, however, is mandatory to establish price
norms. Any period selected will catch some firm or industry in an atypical or
awkward position while rewarding others. Further. as fime moves on. any base
period becomes more anachronistic and irrelevant to current conditions. A dy-
namie and growing economy should not be guided indefinitely by relationship of
economic factors valid in an increasingly distant past.

1400.8, Wage-Price Record in Light of Alternative Models™ by Rohert J. Gordon presented

at the Brookings Panel on Economic Aectivity, Sept. 14 and 13, 1972, at Brookings Insti-
tution, Washington, D.C.
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‘We have been keenly aware of this problem in the Price Commission. We have
been and are watching it closely. However, we are not aware of serious distor-
tions, and have seen no need to date to shift the base periods.

3. Profit margin rule

The Price Commission rule limiting profit margins to a base period has proved
to be an effective price deterrent. This policy has had some side effects, however,
which should be noted.

We have found, for example, that differences in base period profit margins
have often been large among various firms, even among competing firms in the
same industry. Under present controls, these differences are being perpetuated.
Some companies with bad base years have not been permitted to widen their
margins, even though their unfortunate record in the base period may have
been due to accidental or unique circumstances now not operating.

By contrast, other firms had low profit margins in the base period because of
low efficiency. The free market, if allowed to operate, could distinguish the really
bad from the accidentally bad. Our policy, however, must interefere with the
free market, and prevent the market from rendering its impartial verdict. This
fact should be considered one negative by-product of the otherwise effective
profit margin rule.

Also. those firms with higher profit margins in the base period may, over
tume, be able to generate investment funds for expansion more easily than the
tirms and industries with low margins in the base period. In this regard, the
rule may provide a market signal for expansion that may not be the same as
signals thrown off by markets operating without artificial constraints.

A paradoxical by-product of the profit margin rule is that the Price Commis-
sion is being asked to permit ‘“umbrella” pricing, a form of administered prices
designed to protect smaller firms. This occurs when price leaders of a given
industry are forced to limit price increases because of their profit margin limita-
tion. Because of marketplace competition, other firms in the same industry are
limited in the ability to raise prices, even though such firms (because of lower
profit margins) may qualify and receive permission for price increases under
our regulations.

A logical way out of this dilemma would be to let the price leaders increase
their prices, even though they may not qualify for a price increase under our
regulations. Yet. if we were to permit this (which we do not) consumers would
pay higher “umbrella” type prices to protect firms not as efficient as the price
leaders.

4. Investment decisions

It has been argued by some that another effect of the Program over time
could he on business investment in factory and equipment.

To date, from available evidence. I do not think that our policies have ham-
pered such decisions. In fact, the volume of factory and equipment buying has
risen some 129, during the past year of controls. Of course. the unanswered
question is what might have happened to such investment without controls or
what might happen over another year of similar controls.

The effect of our policies on investment, in general. comes about because of
some businessmen’s feeling of uncertainty surrounding the future of their
operations under controls. Some managers are anxious, needlessly, over the
impact of expected changes in control regulations. We are aware of these anxi-
eties, and introduce modifications only where experience and inequity demand
them. However, such anxieties cannot be removed entirely. The result is that
some needed capital investments remain for a long time in the “planning” stage.

Additionally, some firms claim that they are not encouraged to make cost-
saving investments when they reach the profit margin limit. They reason that
the firm cannot henefit through wider margins and greater profits. While this
may he true in a completely inelastic market. it surely does not follow for any
market that is elastic. The firm could lower prices as a result of increased
productivity. eapture more volume, and thereby earn a higher return on invest-
menf. Though no one can prove the point either way. I believe that there is
considerably more elasticity in markets in recent years than many businessmen
profess,

It has been argued that an effect of our policies on capital investments, over
time, might be the diversion of capital investment to other nations. The argument
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runs that if firms find rates of return on their investments unduly suppressed
here and the prospects do not seem bright for the future, then their capital may
find its way to other nations. We have watched this carefully, and to date, we
have found no evidence of this occurring.

Another argument suggests that a related effect might be a stepping up of
output—and prices—from a foreign subsidiary, since the import prices of
products are not controlled on entry. Again, firms have not started this practice
nor are likely to consider this unless they believed that controls will remain for
an extended period of time., Also, competition would prevent higher import
prices unless the product were in a full demand state.

5. Costs of controls to business

Another by-product of our policies I want to mention is that of the added cost
which controls impose on business.

There are costs associated with company personnel assigned, often exclusively,
to monitor and comply with Price Commission regulations. There are consulting
legal and accounting talent to pay for. There are visits to Washington, for data
presentations to Price Commission personnel.

Eventually, the argument runs, these costs become reflected in prices.

We have no estimate of these, but some firms claim that it is not an insignifi-
cant amount. We have seen no evidence as yet of such costs assuming any serious
or marked inflationary pressures in firms under our controls.

There is also speculation about the possibility of non-essential costs deliber-
ately being incurred by business in order to avoid exceeding base period profit
margins. In my opinion, this is a potential danger, but it has not yet surfaced
as a widespread practice. We are, however, keeping the potential under close
surveillance. If necessary, action will be taken by the Commission to prevent
or penalize such control-evading practices. For the present, however, most firms
see the self-defeating implications of wasteful practices—not only for the nation,
but also for their own shareholders.

6. Price stability responsibility

I concur most heartily with the President’s decision on August 14, 1971 that the
government had to step in and assume temporary responsibility for price sta-
bility. Neither business, labor, nor government had been able to achieve sufficient
stability, by themselves, at that critical point in our economic development.

Two points, however, should not be obscured.

First, even with the present control system, the responsibility has clearly
not shifted entirely to the Stabilization Program. Both business and labor have
taken highly responsible positions during this Program.

Second, many have assumed and publicly stated that business and labor
cannot again assume responsibility for price stability in the operation of the
free enterprise and free collective bargaining system. I believe it dangerous for
the future of our economic system if dependency on the Federal government for
price stability were to become permanently imbedded in our thinking and in
our structure.

% %* s o £ ¥ i

Some of the negative by-products listed above are, as noted, already occurring.
Some are only danger signs for the future. Some could or will be countered by
stepped-up surveillance and the drafting of new or revised regulations. Some
can never be completely countered.

But not all side effects are bad. Some of the by-products of controls have
been on the good side, and these should not be overlooked.

B. POSITIVE BY-PRODUCTS

1. Productivity

As a direct result of the program, there is probably more public awareness
now of the need for increased productivity in this nation than ever before.

First, firms have become far more aware of the need for better measure-
ments of their own productivity, and for increased productivity itself. This
awareness has come about largely because of our regulation requiring firms to
subtract industry productivity gains from their costs before requesting price
increases. We have extensive evidence not only of firms requesting more
internal data regarding their productivity. but of firms lannching aggressive
internal campaigns to increase their productivity.
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Second, because of publicity about controls, more of the public have become
aware of the interrelationship between productivity, wages, and prices. More
people now realize that increased compensation without inereased productivity
only leads to inflation. It has been repeatedly pointed out that “apparent”
increases in compensation from 1965-70 were all wiped out by higher prices,
leaving no increases in “real” earnings. There is also a growing recognition
that the productivity growth of the nation has lagged in recent years, while
other nations have moved ahead, to the detriment of our international economic
position.

Third, there is a stepped-up program by the National Commission on Pro-
ductivity (NCOP) designed to test new ways of increasing the productivity of
the nation. A plan developed by the Price Commission, called the “Quality of
Work” Program, has been adopted by and will be funded by the NCOP. The
Program envisages ten or more experimental sites at which managements and
unions, working together, will experiment with ways of enhancing employee
involvement in work and improving the human qualities of the workplace, The
program’s goal is to achieve substantially increased employee satisfaction in
work. If the experiments prove successful, as we anticipate, they can lead to
national gains in union strength, business productivity, and—most important
of all—a more fulfilled American society.

2. Competition focus

A curious, and somewhat unexpected, side effect of our policies has been the
stimulus of controls to renewed competition in some cases. It usually becomes
apparent in three forms.

First, firms which cannot widen their margins by increasing prices have
begun to step up efforts to increase volume in order-to increase absolute profits.
This aggressiveness leads to greater competition in th marketplace.

Second, price leaders held down by the profit margin ceiling or other of our
regulations are forcing their competitors to keep their prices low and to fight
for their share of the market. . .

Third, when the Commission has issued orders rolling back prices temporarily
below market price (when the profit margin rule has been exceeded) some firms
have found, usually to their surprise, that their volume has increased sub-
stantially at those prices, and overall profits have risen.

In other words, because of controls, elasticities are being discovered.

3. Focused attention on economic factors

The program has created more public awareness of the importance of eco-
nomic matters in our national life.

There has been a considerably-expanded publie understanding of the relation-
ship between federal “spending” and inflation, the relationship between supply
and demand and its effect on prices, the inflationary relationship between
wages and prices, and the international impact of inflation in this nation. The
Price Commission has devoted considerable effort to expand this consciousness.
Public awareness, however, should not be exaggerated ; there is still a tremendous
amount of unawareness, confusion, and honest disagreement.

Yet, a gain has been made.

The public. no longer as complacent about our world economic leadership, and
American immunity from inflation, has experienced the “shock” effect of peace-
time controls, which in turn has focused more public attention on the future of
free enterprise and free collective bargaining. Basic economic issues facing the
nation are now more in the public consciousness.

4. Confidence in the U.S. economy abroed

My correspondence, travels abroad, and visits from representatives of for-
eign governments have clearly indicated that confidence in the continuing
strength of the U.S. economy and in the dollar abroad has increased significantly
during this past year of flexible controls. Our present inflation rate. in fact,
is the envy of many nations. It cannot help but improve our balance of pay-
ments over time. The degree to which the Stabilization Program itself has con-
tributed to the renewal of international confidence in our economy cannot, of
course, be measured. My experience indicates, however. that it has not heen
insubstantial.
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J. Consumer and business confidence

Many surveys of consumers and businessmen in the period preceding controls
indicated a serious lack of domestic confidence in the American economic future:
Confidence influences expectations ; expectations influence inflation ; inflation in-
fluences confidence.

Controls have thus far helped to partially break this cycle. There is now more
confidence by both businessmen, labor and consumers in general in our do-
mestic and international economic future. To be sure, expectations about future
inflation have not been wiped out, but the expectations have been significantly
reduced. In time. this can help to turn the “inflationary cycle” to move the other
way : toward reducing inflation rather than feeding it.

& b £ & b3 £ &®

There is no way to quantitatively balance the overall negative and positive
by-products of our control policies. No major trend of distortion has developed,
on the negative side. The positive trends listed above are emergent and scat-
tered. On balance, my personal opinion is that the net of the side effects to date
hhas been on the positive side.

I1I. NEAR TERM PARAMETERS

Though the rate of inflation has decelerated, it has been incumbent on the
Price Commission to continue monitoring the Program closely, and to maintain
a forward look at some of the economic parameters for the near term future.

The control effort to date has been assisted by several factors that may or
may not be ax strong in the future:

(1) The large increase in productivity gains as represented by significant
reductions in unit labor costs.

(2) The cooperation and restraint on the part of labor and management in
their wage and price demandx,

(3) The growing strength of competition in several key sectors of the
economyv, notably retail trade and supermarkets chains.

(4) Unused plant and labor capacity, and

(5) Moderate interest rates. ’

The type of inflation that the present control system has been principally
desirmed to combat is “cost-push” inflation where prices are being pushed
up by costs rather than being pulled up by general excess demand.

In examinine the future potential: a natural question to ask is: to the
extent that there will be some inflation, whether it will be of a cost-push or
demand-pull nature, or in what mix. A distinction is usually made betfween
demand pull and cost push although both interact in a rising price level.

But demand pull and cost push are not mutually exclusive. In fact. they
tvpically coexist. hence the difficulty of developing policies to deal with them.
This is the case at present, for example: demand pull exists in several individ-
ual markets in an economy still caught up in a cost push. For this rea-
son the sharp distinction usually made, though helpful conceptualiy, can be
overdrawn.

The economy still is expanding at a rapid rate. Some fear that this ex-
pansion may move us from the current cost push inflationary pressures more
into a “demand” pull inflation in 1973. These fears provoke some to request
stronger controls and others to recommend lighter controls! Whether such
fears are justified cannot yet be determined with any accuracy. There are
many variables that may influence such an outcome—the amount of Federal
spending, the money supply, savings rates, world supply conditions, plant
capacity, unemployment, interest rates, and other variables. In some sense. it
is still up to the nation and the policymakers to decide on the trade-offs among
conflicting national goals and what policy instruments to apply.

I can state for the record at this time that (1) we are not at a state of
general demand inflation at this time, and (2) the present controls have never
Leen intended to cope with a full demand pull inflation.

What really emerges, at some point, is a need for demand management to
be exerted in time and with sufficient force not to shift us into a demand inflation.



166

IV. LoNGER TERM CONSIDERATIONS

Controls at best treat the symptons of inflation. The real issues which must
be faced are the underlying causes of inflation on a longer term basis. Con-
trols do not tackle underlying causes. They do, however, help to highlight some
of the forces affecting prices, wages, and profits. :

Indirectly, the basic decisions as to whether and how this nation can achieve
the twin goals of price stability and full employment rests with the people.
Directly, they rest with the Congress and the President as agents of the
people in the pursuit of these goals. Economists, labor leaders, businessmen.
and government officials have been debating such issues for vears—and the
debate extends far beyond our national borders into other nations.

These issues are of extreme importance for the long term economic health
of this nation. As I have stated, the discussions concerning controls should
not be allowed to obscure the larger fundamental considerations.

These considerations can be summarized as follows :

A. Demand Management.
. Government.
. Productivity.
. Imperfect Product Markets.
. Imperfect Labor Markets.
. Inflation Psychology.

HEJOR

A. DEMAND MANAGEMENT

XNo control program can persist for long in the face of demand that consistently
outstrips supply.

Demand is largely managed through fiscal and monetary measures in this
country. although we certainly cannot ignore the balance of payments and
rates of inflation in other nations.

Balancing demand to keep pace with supply is no easy task even if all of
the policy makers agree perfectly. Our econometric models simply are not
sophisticated enough as yet to encompass all of the economic variables and to
balance all of the power interests.

Thus, we need to continue to do the best we can with the fiscal and monetary
tools and know-how that we do have. But, further, we need to put additional
resources into the development of more sophisticated economic poliey tools.

Most importantly, we as a nation need to muster sufficient discipline to make
choices: among our priorities, and hold spending to what we can afford at
full employment production.

B. GOVERNMENT

There can be little doubt that government can have a tremendous long term
influence on inflation far bevond its role in demand management. That influ-
ence is nrimarily structural in nature, but we need considerably more analysis
of the effects—neutral, counter-inflationary, and inflationary.

This influence extends from the measurement of inflation on the one hand to:

Market structure : e.g., anti-trust.

Product standards : e.g., safety and quality.

Production levels: e.g., agriculture and petroleum.

Factor prices: e.z., minimum wage. social security.

Supply : e.g., manpower programs, import and export quotas.

C. PRODUCTIVITY

One of the most important ingredients of a successful anti-inflationary program
in the long run will be an improvement in the rate of produectivity growth.

A healthy, rising productivity rate, such as that which took place during the
first half of the sixties, helped mightily in holding prices and unit labor costs
stable during those years. But since 1966, the rise in T.S. productivity has lagged
behind the rest of the world. In 1967. it hit almost zero percent of increase. And
yet, as all of us are very much aware, rising productivity is one of the strongest
weapons with which to fight inflation.
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D. IMPERFECT PRODUCT MARKETS

Imperfections in product markets also contribute to inflationary pressures.
Alleged product market imperfections created by business are administered
prices, non-competitive bidding and competitive product suppression. Further
research needs to be done to determine where and whether such practices exist,
and how to counteract them.

Price supports and other direct and indirect subsidies, output restrictions, fair
trade laws, and barriers to international trade and investment are all inflationary.

Each of these is an artificial price prop or restriction of supply that tends to
increase prices. Each may have desirable social and political goals that argue for
its retention, or, at least, were argued for its adoption at the time that it was
legislated. But it is time to re-examine all of these to determine whether their
socio-political benefits still outweigh the inflationary bias they intreduce into our
price system.

E. IMPERFECT LABOR MARKETS

As stated earlier, sluggish productivity growth in the U.S. is one of the con-
tributors to inflation. However, while slow rates of productivity growth do affect
our competitive position in international markets, they do not. by themselves
create inflationary pressures in the domestic economy. The inflationary pressures
often attributed to our “productivity problem” really stem from the fact that
wages have been increasing at a faster pace than productivity. And since wages
seem to be consistently biased in the upward direction, it is imperative that
productivity not be out of step.

Some labor market imperfections are theoretically “normal” and should be
transitory in nature. In an economy as complex as oiurs, however, many of these
“normal” malfunctions easily become persistent and malignant unless sufficient
resources are devoted to correcting them. For example, serious shortages of cer-
tain types of labor coexist with persistent unemployment for other tvpes of
workers. This condition is inherently inflationary, both because wages for the
available labor in the shortage area are often bid up above productivity gains,
and because the unemploved do receive at least some income while the economy
obtains no increase in production in return. The long-run answer to this imper-
fection is. of course, a more efficient matching of labor demand and supply, but
such matching has not been solved effectively to date.

F. INFLATION PSYCHOLOGY

One of the contributing factors in the recent U.S. inflationary experience is a
set of social phenomena loosely labeled as “inflation psychology.”

There has always been a great deal of discussion about the “expectations” of
consumers, labor, and business, but it seems that in the past few years we have
developed an inflation psychology that has become fairly deep rooted. Paul
McCracken suggested in a June 1972 Fortune article, that inflationary practices
have actually “come to be accepted, if not taken for granted . . . The ritual of
announcing large wage increases followed by offsetting price increases must lose
the sanectification it has derived from sheer repetition if we are to achieve long-
run stability.”

CONCLUSION

In summary, I feel on Novembher 13, 1972 that the stabilization program has
been successful in reducing both the rate and the pressures of the inflation in our
economy.,

So far, our policies have been able to avoid creating major economic distortions
in markets. although we are aware that the likelihood of such distortions. in-
crease, the longer controls remain in effect.

As T have said in this report. however, the control mechanism we have been
asked to administer treats only the symptoms of inflation. and not the underlying
causes. If the President and the Congress approach this task with the dezree of
determination and resourcefulness which have characterized the present Stabili-
zation Program, T believe it is within the resources of the American people to
construct a more permanent harrier against inflation in the United States.
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ATTACHMENT I.—PROGRAM OPERATIONS, CUMULATIVE SUMMARY, NOV. 1%, 1971, TO OCT. 27, 1972

1. PC-1 PRICE INCREASE REQUESTS—TIER 1:
A. Summary:
Requests filed. ..

Denials (231 companies)..__....___.____.__
Other cases closed-—withdrawals, etc.
Active inventory. __.________._______.
B. Approvals—5,540 issued to 821 companies (billions):
Value of increases granted
Weighted average increase granted:
3.3 percent of applicable sales of . _.__________ . . .
1.7 percent of total revenuesof _. . . __________ T T TTTTTTTTTTTTTTTTTTTTTTTT $605.
C. TLP's (187—included in above approvals):
Value of increases granted (billions)_____.__________ ... ..
Weighted average increases granted:
1.91 percent of applicable sales of (billions)._______.________ ..
1.22 percent of total revenues of (billions)__
2percent TLP's____ ... ... . __...._.
1.8 percent to 1.99 percent TLP's__
1.79 percent and below TLP's
D. Denials—403 issued to 231 companies (billions):
Amount denied________._ .. _______ ... ___.
2.5 percent of applicable sales of__
0.5 percent of total revenuesof ... ____. ... ___________ T "

! Partial approvals resulted in additional denials of $750,000,000.

TIER | AND TIER Il PARENT COMPANIES WHO RAISED PRICES

Total Tier | Tier Il

1. PC-59 ha<e period profit margin reports:
Reports received. ... _____ ... _.._._. 2,086 1,216 870
Reports approved - _____.__ . . _____ . _.____._._.____. 1, 650 1,062 588
Reports in suspense (additional data due from companies) . 360 128 232
Reports being reviewed. _____ . ______.____.___ 76 26 50
111, PC-51 quarterly reports on sales, costs, and profits: o T
Reports received 5,187 3.196 1,991

Status:

Reports closed (reviews completed) \_ . ______.______ 3,274 2,141 1,130
Reports insuspense. . _...___ ... ... ___.....__ 870 482 408
Reports being reviewed ... ___ ... _______________ 1,043 590 453

!Including 48 violation orders issued to companies ex-eeding base period profit margin.
Note: Reports below base profit margin, 4,652; reports over base profit margin, 535.

IV. PC-10 initial (base period) and quaterly reports of markups by retail/wholesale companies—Who raised price;é

PC-10 reports received . , 18

Reports closed (reviews completed)__ ... . 9,157

Reports in suspense____________ -

Reports being reviewed S, 5,289
V. PC-1 nraterly reports of price increases—From Tier [I.—Companies whe raised prices:

PC-1 reports 18CeIVeO .« ... e e 1,975

Reports closed (reviews completed)
Reports being reviewed_______ . . ____ . ... __._
VI. PC-5 ranuests for pre-natification retief—For entities of multi-industry tier | firms:

PC-5 requests received from firms_ ____ .l il . 280
Requests reviewed . _ 277
Approval in full__ 178
Approval in part_ _ 86

Denied e . E
Requests under review e 3

Number of entities approved
Number of entities denied_______
Annual sales-~Entities approved (billions)
Annual sales—Entities denied (billions),
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ATTACHMENT I.—EXCEPTIONS OPERATIONS—CUMULATIVE SUiARY, NOV. 14, 1971 TO OCT. 27, 1972 )

Total Initial Reconsidered Appeal
1. Total cases received:
1,481 1,370 102 9
2,773 2,608 128 37
812 727 84 1
Total o 5,066 4,705 314 47
B. By status: Completed. __. ... ____._.. 4,683 4,484 189 10
In-house. .o 383 221 125 37
Total Price Rent Health
{1, Total gases completed:
A. Completed withouterder. _____________.__. 2,535 800 1,593 142
B. Completed by order. . _.__.____ . __._.... 2,148 525 1,125 498
Fult approval .. _____ ... . ... .. 317 115 131 71
Modified approval. ______.._..___.___. 450 82 197 171
Denied_ ... 1,381 328 797 256
C. Total il 4,683 1,325 2,718 640
Less than 1 week to More than
Total 1 week 1 month 1 month ¢
112, Total cases in-house:
ging:
PrICe . o e 156 50 34 72
Rent. s 55 1 23 31
Health. .l 172 27 73 66
Total. .. 383 78 136 169

IV. Overview:

A. Out of the 5,066 petitions filed, 93 petcent
have been completed.

B. 64 percent of the petitioners whose requests
wese not covered by the regulations were
denied.

C. Only 6.7 percent of the cases decided by
order have come in for reconsideration.

1 Generally cases where additional data required to complete analysis has been requested but not yet received.
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ATTACHMENT HI.—COMPLIANCE AND ENFORCEMENT, CUMULATIVE SUMMARY, NOV. 14, 1971, TO OCT 31, 1972

1. Price reduction orders:
Total orders issued

Nlega! price increase. .

Total Tier |__

Total Tier il.._

Total estimated dollar impact (million)..

Rescinded (not included in total)
A. Profit margin onjy:

Total orders issued ... 53
Tier L 23
L 30
Estimated dollar impact (million)_ ... _____ .. ___ .. —$1. 2
Rescinded (not included tntotat) ... .. ______ . T 3

B. iliegal price increase:

Totat orders issued. . 45

Tier \_____ .

Tier it__.

Estimated dollar impact (milion)_.____ ... $5.3
Rescinded {not included in total).___._________________ . ... 2

11, Notices of probable violation:

Total notices issued____ 324
Total resolved_ ... 116
Satisfactory justification_.________ ... 50
Corrective action:
Remedial orders__.__________ ... 4?
14
Active inventory remaining. ... 208
IH, Orders issued for failure to file:
Total issued. ... 10

Resolved .
Active inventory.

1V, Repurification___....._..... ...
V. Compromise agreement:

ATTACHMENT IV.—ECONOMIC STABILIZATION COMPLIANCE AND ENFORCEMEXNT
PROGRAM

Background and Perspective.—The ESP Compliance and Enforcement ’rogram
in Phase II has operated on a philosophy of general voluntary compliance on
the part of the organizations subject to the controls coupled with highly selective
investigations and audits of key sectors of the economy. This is consistent with
the limited manpower resources (the IRS has approximately 1,260 people nation-
wide concerned with compliance and enforcement) and the self-enforcing char-
acteristics of the various prenotification and reporting systems which have been
established for both price and pay controls. Since the outset of the post-freeze
period the ESP Compliance and Enforcement Program has evolved through four
broad phases as follows:

First Phase—In the August to November 1971 freeze period compliance
and enforcement was essentially a reactive effort because of the existence
of an absolute freeze on virtually all prices and wages. In retrospect it
appears that most major institutions clearly understood their responsibilities
and complied with controls without deviation.

Second Phase.—In the early months of the Phase II period the Internal
Revenue Service began a program of selective surveillance of major eco-
nomic sectors for the purposes of: (1) Creating an initial compliance pres-
ence and deterrent effect; (2) developing and field testing compliance aundit
procedures in the face of difficult regulations; and (3) assisting and en-
couraging economic units in understanding and setting up the necessary
operational disciplines to assure their compliance. During this phase most
violations were handled through informal rollback procedures as opposed
to the utilization of legal sanctions wherein criminal or civil penalties could
be sought.
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Third Phase—In this phase the compliance and enforcement effort began
to be focused on sectors of the economy which appeared to be the problem
areas with respect to inflation to assure their compliance. Directed investi-
gations accordingly focused on the retail food sector, wholesale and retail
lumber, can manufacturing, meat price retail markups and auto manufac-
turing. During this phase it was the policy to pursue legal sanctions where
substantive violations were discovered as opposed to the more permissive
rollback approach.

Fourth Phase.—This phase of the Program has been characterized by
the use of administrative sanctions on the part of the Price Commission to
order price refunds and reductions in response to either excess quarterly
profit margins or illegal price inceases. The IRS compliance effort has been
modified to provide a followup service to the Price Commission to assure
that refunds and reductions which the Commission orders are indeed im-
plemented. The Price Commission administrative sanctions involve single,
double or triple roliback provisions depending on the severity of the profit
margin excess or illegal price increase and other factors.

The ESP Compliance and Enforcement Program has been in operation for a
little less than a year. Certain observations and conclusions can be made based
on this experience :

Institutions and individuals subject to the price and wage controls by
and large have made a sincere effort to understand their obligations. This
is demonstrated by the depth of knowledge of industrial organizations, union
organizations, state and local governments and the legal and accounting
firms who service these organizations. Voluntary compliance is certainly
the dominant behavior pattern throughout the economy.

Pay compliance as opposed to price seems to have a definite self-enforce-
ment characteristic and does not require the range and depth of preventative
investigation effort which has been exerted on the price side. This is prob-
ably because of the high general visibility of organized labor settlements
and the greater simplicity of pay regulations in comparison with price
regulations.

"Phe majority of cases which have been taken to court to date have resulted
directly from citizen complaints made to the Internal Revenue Service which
supports the theory that there is a good general public awareness of the
program which serves to strengthen enforcement.

Despite the well recognized complexities of the ESP regulations the IRS
has been successful in developing and applying audit procedures for purposes
of investigations.

Organization and Programatic Approach.—The Internal Revenue Service as the
field arm of the Stabilization Program has an ESP compliance staff in each of its
58 distriets located throughout the country. In total there are approximately 1,200
IRS staff members involved in compliance and enforcement efforts. The Cost of
Living Council, Price Commission and Pay Board have small compliance staffs
whose basic responsibilities are to develop requirements for directed compliance
investigations, produce specifications and assign these tasks to the Internal Reve-
nue Service. The Cost of Living Council coordinates the assignment of these
tasks in consonance with policy objectives of the Council and other factors. The
IRS field organization engages in four broad classes of investigatory activity as
follows :

Directed Investigations.—These are the investigations initiated by either
CLC, Price Commission or the Pay Board based on economic factors, apparent
violations detected in the analysis of prenotifications or reports or leads
provided from external sources.

Major Complaints—The IRS receives large numbers of complaints (ap-
proximately 130,000 have been received nationwide since the beginning of
Phase 11). The more substantive complaints are investigated in detail, fre-
quently resulting in court cases being filed.

Locally Initiated Investigations—IRS districts (approximately one per
state) may and do initiate investigations on a local level in response to
perceived behavior of industries or pay units in their areas.

Nationwide “Sweeps”’ —From time to time the Cost of Living Council has
directed nationwide efforts for fact-finding presence or to determine potential



172

violations. Examples of these have been the earlier sweep of retail posting,
the sweep involving approximately 200 small lumber retailers and whole-
salers and the sweep to investigate approximately 86 Tier I grocery chains
to check their meat margin control practices.

Swummary of Uajor Efforts.—The major elements of the ESP Compliance and
Enforcement Program are discussed below :

1. Directed Imvestigations.—Since the beginning of Phase I there have been
over 800 investigations directed by the Cost of Living Council, Price Commission
or Pay Board. The majority of these, approximately S0%, have been in the price
area because of the much greater diversity and number of Tier I and Tier I1 units
involved as well as the greater enforcement difficulty on the price side. The major
areas of emphasis in the directed investigation areas have included the following
categories of organizations :

Professional Service Firms—The pay practices of professional service
firms (banks, law firms, engineering firms, consulting firms, ete.) were
investigated, resulting in a determination of no substantive violations.

Retail Food—Exhaustive investigations of approximately 20 major food
chains have been conducted throughout the program. Because of the com-
plexities of the retail food regulations no cases have been brought to court
to date. Out of court settlements have been effcted; at this point five food
chains have agreed to correct their internal control procedures and make
minor rollbacks where they have exceeded their alléwable customary initial
percentage markups.

Reteil Meat—Approximately 86 large food chains are currently being
investigated. Where violations are found in the application of markups to
meat costs, legal or administrative sanctions will be applied. Evidence to
date suggests that a number of retailers have exceeded their allowable mark-
ups on beef.

Wholesale and Retail Lumber.—Preliminary investigations indicated wide-
spread noncompliance in this industry. Investigations are still in process and
it appears that a number of violatious will be sustained.

Auto Manufacturing.—In August, 1972, the Internal Revenue Service made
investigations of the prenotification filings of the four auto manufacturers.

Cun Manufacturing.—An extensive investigation of the three largest can
companies was conducted by the IRS, resulting in a large decrease in the
amount of price increases which these companies were requesting.

Institutional Health (Primarily Hospitals).—The IRS has made numerous
audits of hospitals to ascertain their compliance. An excellent record of
rolling back hospitals which have been guilty of excessive charges has been
established, resulting in rollbacks for five hospitals, alone, of approximately
a half a million dollars.

Meat Processing.—These investigations are still in process with reasonable
prospects for finding substantive violations which will be treated with either
legal or administrative sanctions.

Metals, Machinery—These investigations did not reveal any substantive
noncompliance with the regulations.

Feedlots.—A sample of 10 feedlots was examined to determine their profit
margin performance—even though they are not covered under the controls.
It was found that their average base period profit margin was approximately
2.7% and that their current average is 6.429 in the first six months of 1972
(note—the foregoing figures are very rough approximations because of the
uncertainty as to the credibility of the data). Recent behavior suggests that
feedlot profits will go down in the third and fourth quarters because of in-
creases in live cattle prices and corresponding decreases in carcass prices.

2. Profit Margin Report Monitoring—Beginning in early spring of 1972 the
Price Commission instituted a program of detailed review of quarterly profit
margin reports coupled with the use of administrative sanctions to order refunds
or reductions in prices. This activity also included examination of filings to dis-
cover instances of illegal price increases. Altogether the Price Commission has
issued 98 price reduction orders since that time, involving disgorgement of funds
on the part of major firms estimated at $9.5 million.

This process involves the application of single, double or triple rollbacks depend-
ing on whether the violation persists through successive quarters and whether it
is a guarterly or vear-end violation. The IRS follows upon the majority of the
refund and reduction orders to ascertain that firms have, in fact, carried out the
restitution provisions which the Price Commission has ordered.
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3. Major Complaints—The IRS conducts detailed investigations or major com-
plaints, typically those involving Tier I or Tier II organizations or otherwise
complaints where the alleged violation is of large magnitude or involves a very
important issue. At this point in time there are approximately 210 major com-
plaints which are being investigated, of which 80% are price and the halance pay.

4. Locally Initiated Investigations—Individual IRS districts are authorized to
initiate investigations in their areas which they deem to be appropriate. This has
resulted in innumerable informal rollbacks, particularly in the rent area. Since
statistics began to be collected in April 1972 there have been over $.000 verified
rollbacks of prices, wages and rents, of which 869 were rent, 134, prices and
19, wages. The IRS has been especially effective in investigating and achieving
refunds for overcharges by hospitals. The following is illustrative of the magi-
tudes of refunds to individual patients:

Hospital No. 1o e :300, 000
Hospital No. 2_________.__ e 94. 600
Hospital No. 8 oo o 40, 000
Hospital No.4___ - —e e 27, 900
HoSPItal NO. 5 oo oo oo 14, 800

Enforcement Results—The Compliance and Enforcement Program began in
earnest in February 1972. In the ensuing 10 months a good record of achieve-
ment has been made considering the newness, lack of maturity and inherent com-
plexity of the wage and price control apparatus. As cited above there have been
over 800 major directed investigations of units subject to the wage and price
controls. There have been 98 rollbacks of illegal profit margins or price inereases
and 19 substantive cases have been filed in court. of which two have already been
found in favor of the government. Attachment I provides a brief description of
each of these cases. In addition to the substantive price and pay cases in excess
of 100 price posting cases have also been filed, of which an estimated 50% have
been found in favor of the government and the balance are still pending (precise
statistics are not available on price posting cases ).

LITiGATION CASES

PRICE

U.8. ¢. American Petrofina Co. of Texas

Increased fuel oil prices to some of its special customers and failed to prenotify
the Price Commission of the increase.

U.S. v. AMFAC, Inc.

Failed to prenotify Price Commission of hotel room rate increases, more than
48,000 room reservations involved. The Tnited States has asked the court to
impose civil penalties of $109,500 and to order refunds of approximately $30,00.

U.8. v. Bonanza

On October 10, 1972, Bonanza International, Inc. of Dallas. Texas, signed a
consent decree to reduce prices on certain food and beverage items in 61 of
its company-operated Bonanza Sirloin Pit Family Restaurants in order to refund
£287.000 in overcharges. It is estimated that this will take approximately 5
months. The Government had charged that Bonanza violated economic stabiliza-
tion regulations by increasing prices on certain food and beverages.

U.8.v. City of Buffalo

On October 11, 1972, a civil action was filed against the city of Buffalo, New
York. The Government charges that the City overcharged users of water service.
The suit seeks restitution of over $400 in overcharges.

U 8. v. California Department of Alcoholic Beverage Control

On September 19, 1972, in the Federal District Court in San Diego, the Gov-
ernment filed its first test case of stabilization program regulations conflicting
with state fair trade laws. The suit was brought against the California Depart-
ment of Alcoholic Beverage Control to prevent state enforcement of liquor prices
which are higher than levels permitted by the Econoniic Stabilization Program.
The case is still pending.

12
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U.8. v. Chicago Blackhawk Hockey Team, Inc,
Price increases in both program and ticket prices. Violation of Phase I and
Phase II regulations.

U.S. v. Colorado Fuel and Iron Steel Corporation
Increased prices by reducing jobber discounts to some of its special customers
without prenotifying the Price Commission.

U.S.v. Purity Supreme, Inc.

Increased prices in excess of the allowable percentage increase over posted
base prices.
U.S. v. Sportservice Corporation

Suit was filed on October 10, 1972, in Federal District Court in J onesboro, Ar-
kansas, against Sportservice Corporation, a nationwide food concessionaire. The
Government is asking for one of the largest civil penalties yet in an Economice
Stabilization Program suit. The suit charges that price increases on coffee, beer,
cold drinks and parking lot fees violated Price Commission regulations. It also
charges that Sportservice failed to maintain proper records and to file a quarterly
report as required by Price Commission regulations. The suit seeks a civil penalty
of $500 on five counts for each day of operation in violation of the Act, of $2500 for
each day of operations without filing, of $2500 for failure to maintain records, and
of restitution of the overcharges. No hearing has yet been held.

U.S. v. Stratton Corporation

Increased price of ski lift tickets and ski instructions in excess of amounts al-
lowed under Economic Stabilization regulations. The United States has asked
that refunds of up to $50,800 be made and civil penalties of $2500 imposed for each
violation.

U.S.v. Titan

On September 26, 1972, suit was brought in the Federal District Court in
Louisville, Kentucky, against Titan Group. a corporation with 20 subsidiaries.
The suit charged the firm with violation of price regulations by failing to file
required reports with the Price Commission. The suit seeks to prohibit Titan
from increasing prices before filing the necessary reports and civil penalties of
$100 per day for delinquency in filing the required reports. The case is still
pending.
U.8. v. Wrangell Lumber Co., Inc.

Failed to file quarterly profit margin reports, PC-50-51, with the Price Com-
mission for the quarter ending December 31, 1971.

U.8. v. Blue Cross and Blue Shield, Kansas City, Mo.

On November 6, 1972, in U.S. District Court in Kansas City, the government
brought action against Blue Cross and Blue Shield charging that these health
insurance groups applied excessive premium rates to new or renewed contracts
since January 11. The government contends that the firms, operating in approxi-
mately 30 counties in northwest Missouri, based their rates on the application of
a formula that did not take into account regulations under the Economic Stabili-
zation Program.

U.8.v. dircraftsmen, Inc. (W.D. Okla.)
Filed October 16, 1972, against Tier III wholesaler and retailer of aireraft parts
and fuels for excessive price increases and for failure to maintain records.

U.S. v. Lou-Len Manor, Inc.

Filed November 9, 1972, in Oklahoma against this institutional provider of
health services, for raising rates on rooms and services for patients in a nursing
home, without obtaining an exception from the Commission or notifying the IRS.

RENT

The United States has successfully completed thirty-four (34) court actions for
violations of the Commjssion’s rent stabilization regulations, including three

criminal prosecutions. Ninety-one (91) actions against rent violators are in U.S.
District Courts at this time.
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PRICE POSTING

One hundred thirty-two (132) court actions were filed as a result of the pro-
grams’ retail base price posting compliance drive of January 1972, Bighty-one
(81) of these cases have been completed, netting civil penalties of $51,319.

Chairman Proxaree. Well, Mr. Grayson, I just want to make ab-
solutely sure I understand the position as you clarify it this morning
with respect to continuation of wage and price controls. The T.S.
News & World Report question was whether you favor continuation
and vou said no, and you were asked whether you thought there were
arguments in favor of continuing wage and price controls and again
your response was none, as I recall. Now, you tell us that what was
always implied here, and indeed there is something in your state-
ment in U.S. News & World Report, No. 1, this question should be
determined by the President of the United States, and No. 2, it de-
pends upon achieving a degree of price stability.

Now 1t seems to me that really means that your answer did not mean
anything. I think there is nobody in the world who would say we
ought to have controls once we achieve price stability, and obviously
everybody in the executive branch is under the direction of the Presi-
dent of the United States.

What I am trying to find out, if we can from you, and I would un-
derstand if you feel you can’t tell us what your own personal view is
as the man who has administered price controls, as to whether or not
we can end it. say, on the basis Senator Javits suggested this morn-
ing. Suppose we have one-quarter in which the annual rate of increase
is less than 3 percent. Can we then end wage and price controls?
Should that be the trigger? Or can you give us any guidances at all
or do you say vou simply can’t speak on that and can only give us the
bistory of the Board.

Mr. Gravsox. Mr. Chairman, that is where I really do come out,
not because I have been told in any way not to give my views. It is my
judgment that it would not be proper for me to define price stability.
1 can't define that as a zero rate of inflation or a 3 percent rate of in-
flation. Senator Javits has given a definition. I think other definitions
should be proposed, but I do not think I should be the one to speak.

Chairman Proxyre. Somebody has to do it and who can speak with
more authority than you, and I mean this. Very few have your intelli-
gence, your economic background, your understanding. We are in a
position we are going to have to make the decision ourselves. Some of
us support the President, some do not. Some have a great respect for
his judgment. some have less. He is going to give us his judgment but
that does not govern the Congress. We are not rubberstamps. We made
up our own minds and we would be very greatful to you if you would
eive us some indication of the criteria you think we should adopt
other than some notion of price stability. Of course, if prices had not
been going up for a year, they were zero, of course we do not need con-
trols. But we need better guidance than that.

Mr. Gravsox. Mr. Chairman, I will after the President has given
his definition of what he would like to see done and made his state-
ment. Then I think it would be proper for me to say in my dialog
what my recommendations will be. But at this point, I do think it
is improper for me to define price stability.
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As T read the preamble to the Economic Stabilization Act. there are
many things in there which involve stabilizing the econonty, such as.
reducing inflation. minimizing unemployment. improving the Nation's
competitive position. A1l of these are outside of the Price Commission
and also predictive views. not just the record. I think it is mmproper
for me to speculate on what it is that should be done without having
all of the information available to me.

I will be glad to share with vou in any case what I think controls
have done to date; it will be influential, in some way, I think. in yvour
deliberations.

Chairman Prexyrire. Fine, and we welcome that, of course. too.

Maybe when you come up before the Banking Committee you can
tell us a little more than vou can tell us this morning. Of course if you
believe everything in your prepared statement, it seems we have al-
most reached price stability.

Mr. Graysox. That depends on how price stability is defined. A1l T
can really say is that the rate of inflation is at such a point. and that
stability should be coupled with unemployment and other figures.

Chairman Proxarre. In your prepared statement vou have valua-
ble and detailed information of various measures of the rate of price
ncrease. It is very useful to have that kind of information. However,
T think what we really need to be looking at is what has happened in
the last few months. Certainly we would expect that during the en-
tire control period, during the freeze, there would have been some
reduction in the rate of inflation. Is the trend still down? Are we in
a better position with respect to the current trend of inflation than we
were during the period before the freeze?

This morning in the New York Times and other newspapers the
sfory was carried that economic forecasters predict a degree of infla-
tion between 3 percent and 4.2 percent next vear. The average is higher
than it was in the last year and higher than it is now. That was
affirmed by previous witnesses we have had, so it looks as if the ex.
pectations at least are that we are in for a worse situation in the
future, not a hetter.

Let’s look at the Consumer Price Index, which after all is an index
which best measures what most people think of as the cost of living.

In the most recent 3 months for which we have data, July. CPI rose
at an annual rate of 4.6 percent. In the 3 months prior to that it
was 2.2 percent. So the trend appears to be up. And that is discourag-
mng. Not all of that is food. For commodities other than food the rate
of increase in the last 3 months has been 4 percent. Again 1 find this
discouraging. So I think you have a real problem on vour hands.
We face next year a heavy round of labor negotiations starting in
April.

We did have recommendations from witnesses this is the time for
the Price Commission to really get tough and crack down, as they said,
be nasty and mean, and if they do that they can create an atmosphere
in which these upcoming wage negotiations have a much better chance
of succeeding in holding wage increases down, if we have a good record
in January, February, and March of relative price stability.

So what do you plan to do between now and next April to achieve
some clear progress in reducing the rate of inflation and bring it within
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the two and a Lalf percent objective set.at the begining of the phase
11 control program.

You just can’t expect labor to continue to live with the wage guide-
lines unless the price guideline is also met.

How about it ?

Mr. Gravsox. Well, prices as you quoted in the last quarter’s CPI
are at a rate higher than we w ou?d like to g(‘e I think if you look over
all from September to September, it is 8.2 percent and I think one
gquarter in any sense cannot determine the record over the whole con-
trol period. September CPI was not a good number, no question about
it, but the people forget that in Juh and June and August figures in
the CPI were very low figures. So it 1s a volatile index.

T would draw attention to the GNP inflator which a lot of people
regard as one of the more overall indications of inflation. It has been
running at about 2 for the last two quarters, baseil on some pre-
liminary figures that may be revised upward. Even if they are revised,
that indicator is down at a range that is fairly low. The industrial
component. of the wholesale price index is at a Tate about 2.6 percent,
which is down also low, and many people use that as some indication.

So while T do not claim that the CPI in the last quarter is a figure
which 1s good, I do say that the attention ought to be at all the indica-
torson a longer term trend.

In response to the part about what do we sce ahead? We are look-
ing. The Commission just had a meeting yesterday on all of our regula-
tions trving to see in what seciors thew are pressures and in what
areas we nnoht consider any changes in our regulations. This isn’t
any sudden or adversity situation t\pe look. We do it at every one of
our meetings. and we are looking at various ways in which we might
tighten up. “But we have to keep in mind that every time that we move
down on prices, we have to watch out for those other two mandates—
that we do not increase unemployment in the process and that we
do not build. by tightening the process, the danger of a post control
bubble occurring w henever it occurs.

Chairman Proxarine. Let me be specific and give vou some of the
suggestions made by witnesses and made by the staff and made by
those who made studies for us and sce if you can knock them down or
cee if vou will give them real consideration.

No. 1. T do not see w hy there should be a profit markup on allow-
able cost increase, and I understand that is what you have. This only
enconrages businessmen to inflate their cost.

We recommended again in our report last May, as vou know—the
Price Commission has had some very close votes on this question. I
understand fonr to three—why don't you get rid of the profit allow-
ance? Tt would not only mean vou would have a lower lovel for price
determination but also would mean vou would have a stronger in-
centive for holding costs down.

Mr. Graysox. I think there are at least two reasons I can think of
why that has been kept and repeatedly the Commission has reaffirmed
its desire to keep it. First, it is a cost of doing business. When vou do
have increased costs, thele are capital chfu oes that go with these
that are also passed throurh since von have monevs tied up in inventory
and accounts receivable. If a firm did without margins over a period
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of time, it probably wouldn’t be able to survive. That is a necessary
way of doing business.

If we took the profit markup out, we would be damaging profit, ex-
pansion, and employment.

Chairman Proxanee. Profit is also in volume, is it not ?

Mr. Graysox. Yes,sir,

Chairman Proxanre. It is not enly there

AMr. Graysox. The second reason we decided to do it. is that anyv time
yowdrop the margin you are also building up the possibility thaf there
will be post control bukbles. If you take profit markups off and keep
them off and Jater take the centrols off it is very likely they will e one
of the first things reinstated.

Chairman Proxsime. Any kind of crackdown, any kind of firmness
on the part of your Commission, it seems o me, you can argue is going
to result in some kind of post control bubble. But this is such a critical
pertod. If you can really have a good record of erackdown in the next
8 or 4 months on prices, then it scems to me our chance of succeeding in
wage negotiations which are so crucial would be much better. They
open in April, as you know, with the rubber workers.

Mr. Graysox. That is right; and there is no question prices will in-
fluence wages. It is one of the things that will be at the bargaining
table, but I do not want to lose sight of the fact real earnings have
gone up. The profit margin is one way we feel we are tight. Also our
Iimitation on labor costs of 5.5, plus our offset of produnctivity gains.
are crackdowns. The volume offset also squeezes. We do push prices
down. When we came to consider that additional step of taking off the
margins and going to direct dollar and cents pass-throngh, we said
that for the moment anyway that there was already a sufficient amount
of crackdown. We have brought that issue up again and again and it
will still be in front of us on the agenda any time we look into the
future.

Chairman Proxarre. Before T yield to Senator Javits, T have one
other T would like to get in in this round.

It’s been suggested that you allow only direct cost increases for labor
and materials to he passed on in nrices. Overhead cost is so difficult to
measure and to allocate among the different products a firm makes. A
firry ean just about always find a wav to allocate enough overhead cost
to the products to make a price increare look justified. This is what the
representative of Brookings meant when he said that the people who
do not met their price increase are too stupid to hire competent account-
ants. You can get it by alloeating vour overhead to the product line
where vou want the increase and this is why 96 percent of the price
inereases have been approved. Wouldn't this be a desirable change to
permit only a pass through of costs for Iabor and for material and
other direct costs and then after the period take a Jook at what has
happened, whether or not this has been discriminatorv and mayvbe let
uv a little bit in the future if it has squeezed an industry too much, but
at least it would he a firmer, tougher policy ?

dir. Gravsox. T read AMr. Bosworth’s statement and we are cer-
tainly going to consider that in the Commission. That wasn't the first
time, by the way, we have heard that. We had Mr. Bosworth in as a
consultant, becausz he is a respected economist, and we listened to that
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proposal last April, I believe. And we decided at that point that it was
not the direction to go for the following reasons.

That does not mean we would never consider this again. We will
consider any proposal including this in the future. But the reasons
we rejected it were, first, that overhead is a way of doing business.
Surely vou could drop it. but any time vou take off from the normal
way to do business you are going to increase the danger it will he added
back on in nost control.

Second, if we talk abont the definition of overhead, T would like to
see a common agreenment. I am an accountant mvself and the definition
of overhead is extremelv complex, particularly if von go into an indus-
try by industry definition of overhead. If you take just overhead and
look at the direction society has gone, vou find over time overhead has
increased as a percent of cost. Why is this? We are still clinging to the
definition of indirect and direet labor that came out of our manufactur-
ing background. As e move more to brain power and more use of the
head, we are used to calling this use of resources, pushing buttons, as
indirect labor. Yet more and more of our energy, of our figures are put
into overhead and it’s gotten to be a nastv word.

I have suggested even before I took this job that we reverse the
definition, that what is now called indirect labor or overhead be called
direct labor and what is called direct labor be called indirect hecause
our society has moved more toward brain power. Denying this kind
of overhead would be counter to the direction we want to go.

R. & D. is a good example. R. & D. is overhead. If we cut down on
overhead we cut down on R. & D. So I say I think there are a lot of
problems going that route hut we will take another look at that.

Chairman Proxarrre. Senator Javits.

Senator Javrrs. Chairman Grayson, we have heard very authori-
tatively here and elsewhere the statement that price and wage control
will make business soft, and also we have heard that if peonle nersist
in them, labor will insist on controlled profits and this will take the
Initiative away from the private enterprise system.

Now, without in any way telling us whether you want controls con-
tinued or not—vou have avoided that quite properly, sure it is the
President’s decision and our decision—would vou tell us whether
you think that if we should extend price and wage controls in sub-
stance, the wav they are going today, that in a vear, 1 year, e are
likely to reap either of these whirlwinds in any serious wav.

Mr. Gravsox. Senator, if you will let me comment on that instead
of savin~ in 1 vear, T will say that the direction that controls tend to-
ward is the erosion of resnonsibility. By the way this is in my prepared
statement. the responsibilitv of price stability. Clontrols do lead to an
erosion on the part of the free enterprise and the free collective bar-
gaining system, Whether that is 1 vear or not depends on how the
controls are constructed, whether they have been constructed to shift
more and more of the responsibility back to the market. It denends
on many other variables, so I won't say in 1 year but T will sav
that the longer controls are on, the greater is the danger of that in-
creasing. I have seen some tendency in that direction already and I
think over time that would increase.
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Senator Javits. So that it would be in the national interest, in your
judgment, to remove controls even if there are some risks in removing
them, rather than to continue them on the grounds that they are not
all that harmful ? In other words, if there is any risk of removing con-
trols in respect of inflation we won’t take it, you would err on the side
of removing them sooner?

Mr. Gravysox, I think that was the gist of what I was trying to say
in the U.S. News article, which was that over time that is a danger.
My comment about the greater dangers were that whenever that deci-
sion comes about, then I think I would like to run the risk of handing
it hack to the free enterprise system.

Senator Javrrs, Would you favor the technique of a trigger that
would begin the decontrol process which was based upon the inflation-
ary rate?

Wonld you favor the concept of a trigger which is based upon the

rate of inflation in order to begin the decontrol process?

Mr. Graysox. Senator, I think that when we do reach the point
where the decision is taken to go toward any decontrol steps we would
come up with recommendations for that. I do want to point out now,
however, that based on our experience to date. When you start the
process of partial decontrol, hased on any trigger to be determined,
and that is a Cost of Li\‘ing Council decision, you will end up with
problems in selective decontrols. Maybe those problems are worth it,
but the problems ave that you end up with either partially decontrolled
industries or companies. Your investments will tend to flow toward
those that may be uncontrolled. Also unless your controls are applied
very finely on the selective side you end up with unions and companies
not being matched together. You have unions subject to control, while
part of the company 1s not subject to control. We have had this alrcadv
in tho lumber industry where we have had partial controls in and
cut. So I think there is a danger, and maybe that will be the way to
20 W hon the rime comes, whenever that is, but right now I am not
prepared to say which should be done except that I can point out
son.e of the dangers.

Senator Javits. In other words, am I to interpret what vou say to
mean to he that the minute you start the decontrol process it will ac-
celerate, as it hecomes impractical to continue controls thereafter on
anv broad scale?

Mr. Graysox. It becomes very difficult to do. I do not say it is
practical in some sense. .\ lot of work has been done to date that was
judged impractical before we started. You can work on those things
but it sure is going to be difficult because of the windfall profits
problem, with some not controlled and some controlled. The uncon-
trolled can get windfall profits in certain markets.

Senator Javrrs. Now. Chairman Grayson, I spoke in my opening
statement about food nrices, and the facts and figures which vou have
given very clearly indicate the marked impact on a continuance of an
unacceptable inflationary price level attributable to food prices, even
processed foods, which are controlied.

Do vou have anv recommendations for us as to placing basic food
items under controls?
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Mr. Graysox. We have looked at that, Senator, and to date we have
gone as far as we want to go in the Price Commission. We looked at
the possibility of putting direct controls or ceiling prices on certain
products and we backed away because we know what happens when
you start down that road, the road being that you would start to
develop shortages fairly soon, blackmarkets, and rationing is right
around the corner. So we have said we would rather work on the
supply side, where we look at how we can correct some of the im-
balances between the two. That is also one that leads to longer term
solutions.

Senator Javits. What are you doing about the supply side on food.
Can you do anything?

Mr. Graysox. The Price Commission can’t itself. The Cost of Living
Council on our recommendation investigated this and came up with
their statements to the President for which they recommended the
lifting of import controls on becf. They have had conversations with
the Secretary of Agriculture, in the area of ltunber, and other depart-
ments of Government on other problems, but directly the Price Com-
mission can’t work on them.

Senator Javits. Can we look to any recommendations as far as you
know from the Administration which will deal with the question of
enhancing materially the supply of foods and fibers which are now
uncontrolled?

Mr. Gravsox. Respectfully, Senator, I think you will have to ask
that of the Cost of Living Council directly. I could not respond for
them. I have read Herb Stein’s comments recently in this regard and
‘he also is concerned about our agricultural policies.

Senator Javirs. You have submitted that question to them?

Mr. Gravysox. Yes.

Senator Javirs. Now, the other thing I would like to ask you follows
up on Chairman Proxmire’s question about Mr. Bosworth. He not only
recommended that labor and material costs; that is, only direct costs
be included, but he also recommended that your criterion be on an
industry-wide or sector-wide basis rather than on a company basis.

What do you say about that? That seems to be a very important
suggestion.

Mr. Gravsox. It is fairly appealing when you first lock at it. It
gets to some of the problems, but we decided it gets us into more
problems. We looked at this in the beginning and the reasons we re-
jected it are the many problems involved. For example, industries
cross company lines. If you define industry in any fashion it goes
across some segments of companies. You have unions. for example,
dealing with companies totally, or several unions in whieh you may
have workers side by side, working even on the same assembly line
in different SIC code industry definitions. Based on the levels ot con-
trols. you could have windfall profits. Take the definition of an indus-
try. It sounds like a simple concept. When we started out to define an
industry we ran into a lot of problems. Many companies do not even
use the basic SIC codes and basic SIC codes themselves are difficult
to define In any company.
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I believe General Electric has 93 four digit SIC codes alone. We
would find some companies with different controls across the same
company due to different kinds of industry definitions.

-\nother problem is the possibility that over time it would lead to
Government price fixing. The Government would sav that this is the
price for that industrv. One of the experiences of earlier controls with
this tvpe of thing is that it tends to cause industry to move toward a
common definition of industry price—Government collusion in some
sense. Over time that might lead to the ceiling price, as defined or
recommended. becoming the industry standard approach for pricing—
companies would tend to come up to that price even without controls.
When we looked at these and other considerations, we said that it was
better for the time being to go firm by firm. But there is some appeal
to the other consideration.

Senator Javits. You will consider that ?

Mr. Gravsox. Yes, sir.

Chairman Proxyire. The great advantage of this, I do not think,
has reallv been stated here, and that is when you apply this by firm
vou destroy reallv an incentive for efficiencv and for getting vour
costs down. The firm that does extremely well and gets its cost down
has no advantage. If you apply it by industry then the efficient firm
would be benefited and the inefficient firm would be penalized, and
that is the way our svstem ought to work. It seems to me then you
wonld have a much better chance at reducing inflation overall.

I agree it is extremely difficult from a bookkeeping standpoint and
from an accounting standpoint but I do not think we should let those
technicalities get in the way of a principle so clearly in favor of doing
it bv industry.

Senator Javrrs. Thank you.

Mr. Chairman, T just have one other question. T now there is an
area vou are interested in which von did not mention—the confidence
of business and labor in the economy. Also you are very strong on
productivity. which we are all interested in here, and you discussed
with me and tried to do something about labor-management produc-
tivity. Do you still feel there is a continuing problem of an erosion
of confidence by the American worker in this economic system at-
tributable to what we have been through in the last 10 years?

Mr. Graysox. Yes. sir, I do. When T cited there has been progress,
I'look at the figures in the polls and see that there has been increased
economic confidence. But when you look at the numbers on confidence
in our institutions then vou think that surely a better job needs to be
done in restoration in faith in many of our institutions of society,
leadership and in the economy itself. So I do not think we can say
that we are at a point where we should be very satisfied with it but
T de think there has been improvement.

Senator Javirs. And that wage and price controls, you feel, are an
clement. in having brought about that improvement and would con-
tinne to be?

Mr. Graysox. Yes, sir. T do not claim that people think controls
are perfect. I look at the numbers myself and see that people in many
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cases wish they were stricter, Usually when you ask an individual he
means stricter on someone else. But I do think that wage and price
controls are an element of any improvement in confidence.

Senator JaviTs. Just one other question, if the Chair will allow me.
1t releates to manpower training. We have heard rather nastv rumors
on one of the programs likely to fall in some new econaay or imnovnd-
ment drive is manpower training. Those have emanatec. from adminis-
tration sources and they have been very alarming.

You say in your prepared statement and I quote—

Serious shortages of cerain types of labor could exist with persistent unem-
ployment for other types of workers. This condition is inherently inflationary,
both because wages for the available labor in the shortage area are often bid up
above productivity gains, and because the unemployed do receive at least some in-
come while the economy obtains no increase in production in return.

Would you feel, therefore, what we do about manpower training is
an inherent element in the struggle against inflation

Mr. Graysow. I think that, but T can’t comment on the manpower
training program itself.

Senator Javrrs. I understand.

Mr. Graysox. Because I really do not know anything about it ex-
cept that it exists. T do agree that it is important to work on imperfect
labor markets and in my view, that is an area that should be looked
at. How that is done is beyond my view or competence but I do think
it is important.

Senator Javrrs. I thank the Chairman.

Chairman Prox»ire. Senator Percy ?

Senator Prroy. I would first like you to comment on three major
legislative initiatives that will be under taken here in the Congress.
First, the spending ceiling.

In your prepared statement, you state that “demand management
through monetary and fiscal policy is essential to long-term health of
this economy.”

As part of that would you favor a spending ceiling imposed by Con-
gress such as we did impose in 1968 that gave a balanced budget in
1969 with a surplus of $1.3 billion? Since then we have racked up an
$82 billion cumulative deficit in 3 years. Has that added to the price—
inflation problems that we have in the country and should Congress
impose a spending ceiling taking into account revenue and its impact
on the market?

Mr. Graysox. Senator, it wonld be very presumptuous of me to com-
ment on that specific statement about the ceiling on the $250 billion.
I simply have not studied that issue in that detail which vou and the
members of the administration are considering. T can only say that I
do know that demand management through fiscal and monetary meas-
ures is extremely important. When you turn the valve down, or how
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you turn the valve down, that T don’t know. I do know that the con-
troversy now is, is it too soon to do that? I can’t answer that.

Senator Prrcy. If inflation is a high public enemy, and it is cer-
tainly so regarded by the administration and the general public. how
nuch can we attribute to Government action itself in racking up these
deficits year after year? HHow much pressure does that put then on
prices?

Mr. Graysox. To answer that truthfully, I do not know. Docs it
put pressure on prices, yes.

Senator Percy. Tt does?

Mr. Graysox. It does.

Senator Percy. So whatever we could do in this area would be one
way we would have, providing it is done in a way that doesn’t create
widespread unemployment, to help control inflation.

Mr. Gravsox. That is good, the way vou put it, and the balance that
you do have, the trade offs and overshooting, undershooting and stim-
ulns. T think we have to reevalnate some of the controls in light of
the stimulus operating during the control period.

Senator Percy. I feel that this is such an important avea that I did
propose legislation in the final days of Congress which I understand
now will be studied by a special congressional committee that has
been set up. It states that we can’t pass an appropriation bill until the
House and Senate have adopted an overall spending ceiling rocom-
mendation which would be proposed by a joint committee of Ways
and Means, Finance, and the two Appropriations Committces. Tt
would take a two-thirds vote to raise that ceiling during the vear and
if 1t then got over that limit, the President could cut it back. Based
on our history of excessive spending which we have established, I
think that kind of discipline is necessary. :

The second piece of legislation will be legislation in which all of us
ave vitally interested and which was discussed in the campaien a great
deal. The AFL~CIO strongly supports the Burke-Hartke bill which
s much tougher from the standpoint of a tariff bill than Smoot-
Hawley ever was. Burke-Hartke would impose rigid quotas. item by
item, country by countrv. rolling imports back to the 1969 level.

The Burke-Hartke bill would have a major impact from the stand-
point of jobs. A government study shows it wonld cost us 80.000 johs
end $716 million of income in the first vear. What impact would it
have on prices. domestically, if we suddenly slammed the door shut to
imports coming into this country ?

Mr. Gravsox. Import restrictions tend to push prices up.

Senator Percy. In other words, it would push and accentuate infla-
tion?

Mr. Graysox. Yes sir.

There are trade-offs. May T add to this? There have alwavs been
trade-offs which we have been aware of in all of the considerations
hefore the Clongress involving anvthing that has conflicting social and
cconomic impacts. I pointed ont in my nrepared statement that there
are social trade-offs that go with these. Tt is left to the judement of the
Congress as to have these two come out and how they are balanced. T
can only state that imnort restrictions would tend to nesh prices up.

Senator Percy. I third area is the consumer protection legislation.
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1 would like to ask you, from your general knowledge, of the need for
this legislation and its impact on improving the quality of products
and making them more representative of what they're advertised to be.
T think the bill could help eliminate a small fringe of business that
does gouge and exploit, I think disdain, the consumer but it would not
harm the majority of the business community that is certainly honor-
able and producing a product that is full value.

The administration has supported the Horise passed bill. We passed
a bill in the Senate in 1970. We simply weren't able to get it repassed
in 1972. Do you feel it is desirable for us to work out some kind of
consumer protection legislation that will protect the consumer?

Mr. Graysox. I can’t comment on the specific legislation because
I did not read the bills that were presented. I did not look at the
legislative debate. I can say, though, that I think that the consumer
is an important part of any control program in this Nation.

The Price Commission has received and so has the Internal Revenue
Service enormous help from consumers. They are an ally in the com-
petitive system. Now the bill, specifically, I can’t comment on, Senator,
but I do substantiate the importance of the consumer in our economic
system.

Senator Percy. How important do you think the establishment of
productivity councils will be? Is any progress being made? What are
vou doing to encourage business and labor to establish such councils or
put emphasis on productivity increases which in my judgment is the
real solution to a part of our economic problems.

Mr. Gravson. I agree wholeheartedly. I think in our first inter-
change, when I was here about a year ago, we mentioned this. I have
been doing what I can to get the Nation’s attention drawn to the im-
portance of productivity now and in the future. I have said in the long
run it is the most powerful antidote to inflation.

On the specific subject of the councils, we have made some progress
in contacting some business and unions to ask their receptivity to an
idea of organizing these plant councils. We have gotten an amazing
reception, I think, versns what some people predicted. This project.
called the quality of work program, is a National Commission on
Productivity project. This is their charge under the Economic Stabili-
zation Act. The Price Commission is involved. and effort is being
made to followthrough on these councils and get them working.

I think, as you have pointed out in your opening remarks, that ad-
versary relationships need to be decreased. The quality of work is one
of the most important contributors to increased productivity and
better relationships.

Senator Prrcy. You have mentioned in your testimony the limita-
tion on profit margins and you have mentioned some of the problems
involved with that. I consider this substantiation of my feeling that
there is a tendency to incur costs which you might not incur otherwise
because the Government is paying for them. T have seen that happen
under excess profit taxes to an exaggerated degree.

When we controlled profits the control board gave high rating and
credit to companies that really tried to improve efficiency and they
would see they were given bonus profit margins if they could prove
that. As long as we have controls is there some way vou can offer this
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incentive hope to business? T think an incentive is needed. Can you
put on the record the fact that you will take that into account in limit-
ing the profit margins that you now limit ?

Alr. Gravsox. Most definitely. We have looked at that. We have
tried to devise a system to recognize that. We can come up with that
formula if we can get some recommendations on how we measure the
contribution of productivity in the individual firm. It has to be meas-
ured in such a way that we do not get taken by people who claim it
but do not have it. We would welcome the opportunity to have a process
for trading increased productivity profit margin relief.

Senator Prrcy. Over the course of the last month or so, back tour-
ing the State of Illinois and listening to people, T have heard a lot of
comments from the public generally, labor and management, on the
wage-price control situation.

I'would like to give you a chance to clear the record on some of these
frequently mentioned charges.

How do you respond to the allegations that wages are controlled and
prices really are not? Unions do repeat this quite frequently.

Mr. Graysox. Well, to me there is one statistic that merges the two.
That is the take-home spendable weekly earnings. It shows what peo-
ple actually are taking home, which is what they hand their family
1 real terms. If you compare it to prices and there has been an increase
of 4.6 percent since the control program began. If you look at the rate
prior to controls, it was 3.7. So that has gone up from 8.7 to 4.6 under
controls.

One other point, Senator. Just recently T looked at a new compari-
son. Taking profit margins, the margins of profit to sales in the com-
pany you have a measure that compares to the rate which is being
controlled in labor; namely, 6.2 percent including fringe benefits. The
wuge limit of 6.2 percent compares to profit margins year-to-year in-
crease through the same quarter, which is up by 8.9 percent.

Why, then, have profits gone up to the rates reported of 13.5 to 15
percent? The firms are pushing more volume, and workers worked
more hours. So there is increased volume on the pay and the profit side.
In a recovery you do need profits because this has been one of the low-
est periods prior to the control program when profits have been
tremendously suppressed, and profits mean investment and jobs in the
long run. I do not think wages have been held and prices have been
allowed to soar.

Senator Percy. Ihave just three or four more questions and I yield.

Chairman Proxyire. That is the most artful comparison of apples
and oranges T have heard in a long time.

What you have done and done very persuasively, but I think you are
wrong, is to say profits are high because the volume is up. The work-
er’s real wages are up. They are up because their volume is up. What
you are comparing, however, is the increase in weekly earnines of 4.6
percent and then you compare that with the profit margin of 3.9 per-
cent. That is not a fair comparison. That is apples and oranges.

The fact is, on a unit basis, on the number of hours worked, the
compensation of labor is up only 1.9 percent compared to the 3.9 per-
cent for profits. And if you compare the earnings of labor on a weekly
basis, which is the fair comparison, with the overall profits, you find
4.9 percent for wage and something like 15 percent for profits.
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So on either basis you find your program is soft on profits, soft
on prices, and hard on wages.

I would like to refer to something my predecessor made famous,
Joe McCarthy, “I hold in my hand.” That became famous throughout
the country.

Well, this morning I hold in my hand a package of Lifesavers. One
day this year a movie house sold these for 5 cents. The next day the
price was 10 cents, an increase of 100 percent. It is produced by
Beechnut, a giant in the industry.

How does it double the price overnight?

The local movie owner has to answer to his customers. The local
enforcement officer does not understand and the central office does;
it says it is okay.

Of course the answer is, as I understand it, term limit pricing,
which means you can pick out a product in which your competition
is not tough and increase the price by 10 percent, 20 percent, or as
in this case 100 percent.

Frankly, I am inclined to like the increase because I think the kids
eat too much sugar and it is ruining their teeth. From the standpoint
of effective price control, it is very, very hard for the consumer to
understand this kind of thing. How about it?

Mr. Graysox. I do not have the record in front of me of the Life-
saver request for a price increase so I cannot comment on this specific
item, but let me point out that that is a problem we have had all along.
People pick out individual items, particularly in the beef area, meats,
hamburger, and say that has gone up by = percent.

Chairman Proxyire. It certainly was not the raw food in this that
caused the price increase?

Mr. Gravsox. No, it was not.

Chairman Proxyrire. Incidentally, there was a product differential.
Prior to the price increase they did not have the same wrapper. Now
they have superflavor and marked with a red leaf with silver lettering.
Of course I'm kidding. But it is the same number of Lifesavers, the
same size, the same basic package.

Mr. Graysox. I do not know if the firm is under a TLP. I do not
have my records in front of me. Firms under TLP are allowed to in-
crease prices subject to a maximum. I do not know about that specific
item.

Chairman Proxyire. I can see why Senator Percy won by a 1-
million-vote margin. He is the most practical. His reaction was to
start eating the Lifesavers.

Well, if this holds up, you can see this is not just a facetious example.
Term limit pricing seems to me to be one of the defects in the present
price control system. If we permit this kind of thing, it confuses the
consumer.

How can vou possibly police the situation where you have a legal
markup of 100 percent, and how can you really have equity when
the manufacturer is able to select product and impose legal markups
as much as this?

Mr. Gravsox. Well, we are taking another look at TLP’s right
now. We had them on our agenda yesterday. We have invited com-
ments from about 200 companies, consumers, and others to talk about
them.
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We have conducted industry studies and we have tightened some of
the things that may have been put in the earlier TLP. Frankly, they
were done for several reasons, to recognize the needed flexibility in
the market; second, because these were administrative tradeoffs in
terms of looking at every individual PC-1 that came in.

We set them initially at 2 percent and later at about 1.8. The
price increase the companies have taken, interestingly, over all of
the TLP’s to date is estimated at about 1.2 percent. So why did they
not take the rest of the increase? Competition. So competition is not
dead.

I know people say competition did not work as well as it should
have before controls. True; but I do not want everyone to think
competition is dead.

Chairman Proxmigre. To the extent you have it you do not need
a control program ¢

AMr. Gravsox. Yes;thatisright.

Chairman Proxmire. Let me ask you this: the profit margin, now.
that seems to be to me very arbitrary. You take the 2 best years
of 1968, 1969. 1970 and if the firm has been making extraordinary
profits in that period it’s in a great position. Why don’t you have a
rate of return criteria or some other kind of criteria, or what is
needed fo attract capital rather than something that is arbitrary and
obviously unfair in many cases, as this is, especially unfair to the
consumer when you take the 2 great years in 1968-69 when we had
the Vietnam war going at full blast and profits were high?

Mr. Gravsox. We considered this in the beginning and rejected it.
We rejected it because it tends to become a profit ceiling. Once vou
put such a ceiling on then what do you do about it if companies go
over it? Do you cut them back? Do you reduce their profit. That is
going in the direction away from increasing the recovery and unem-
plovment which are our other mandates. Also there are difficulties
of defining an industry and return on investment standard, Senator.
We looked at the definition of investment. T used to teach a course in
nothing but investment and the problems were defining investment,
total assets, or assets minus equity. So we ended up saying that that
is a worse can of worms than going to profit margins.

Chairman Proxmigre. I understand. But vou look at all of these
things and come down on the side that has the U.S. Chamber of
Clommerce coming in and saving we like these controls. these are the
kind of controls we like, and as Senator Percy indicated, and T feel
this strongly, this is a very unhealthv situation when you have great
organizations that have always fought for economic freedom. But
now they come in and ask for controls because thev have the game
rigged for them. As long as the referees are calling things their way
thevr do not want to change them.

You said that the controls will be removed when the President
determines that the goals of the program have been met. That was
your response under the T.S. News interview. Let’s suppose that that
determination has been made and let’s make the very optimistic as-
sumption it is made by April 30, or some subsequent date. What
happens then? How do we get rid of controls? What do we replace
them with? Could you just have a cold turkey withdrawal as we did
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have in World War II, you know, or would we have some kind of
hasing out and, if so, what, how would we get away from this and
Eow long do you think it should take to eliminate them % )

Mr. Grayson. How would you decontrol? We have not studied that
because we have been trying to make these controls work. I pointed
out the problems of doing it gradually, but there may be excellent
reasons why 1t should be done gradually in some cases. I am saying
when you do that, you had better be prepared to recognize the prob-
lems of gradual decontrol, that you could have windfall profits in
anticipation. I do not think at present that there is a big post control
bubble waiting. One of the advantages of allowing limited cost pass
throughs of labor and other costs up to a certain amount, is that we
minimize the dangers that there is a bubble sitting there one day
when the controls are taken off.

Chairman Proxmmre. Would you do it on an industry-by-industry
basis within industry to the extent that it is competitive and so
forth ?

Mr. GraysoN. When we near that stage where we are talking about
decontrol, I will be glad to come forward with my ideas. At this
point, I think that it is premature for me to talk about how it should
be done.

Chairman Proxmire. That sounds very gloomy. That sounds like
you are not ready to exercise your option to get out of the house
you have taken for the next year. When the time comes you will
come forward with the idea. That sounds like years.

The law requires you to hold public hearings on price increase
applications of major significance.

But in 1 year you have had, to my knowledge, only one public
hearing on a specific price increase request. That was on autos and
that hearing was a farce. You agreed to hold that hearing only after
a suit had been filed by Ralph Nader’s Consumer Union and the
UAW, and before the hearing could be held you announced you had
already decided to deny the price increases requested by Ford and
General Motors. Since the application of Chrysler and American Mo-
tors were not very meaningful if Ford and GM can’t raise their
prices, you were holding the hearings after the case had been decided,
a kind of Alice in Wonderland performance. The sentence was first
and the triallater.

T'understand Ford has filed a new request for a price increase. There
are many who fear this request will receive more sympathetic con-
sideration now that the election is over. Ford profits for the first 9
months of this year are up 39 percent over last year, so they’re not
exactly being driven out of business by price control.

Will vou hold a hearing on this ¢

Mr. Gravson. We haven’t determined whether we will hold a specific
hearing on Ford. Initially we decided we would try to hold hearings
on automobiles for the entire 1978 model year and that was the purpose
of those earlier hearings.

May I comment on the other part of your question ?

Chairman Proxmire. Yes.

Mr. Gravsow. I know this hasn’t satisfied you, Mr. Chairman, but
I have been making every effort since our dialog and several times——

88-490—73—pt. 1——13
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Chairman Proxumire. You haven’t had any hearings except the one?

Mr. Grayson. We have had 11 hearings.

Chairman Prox»are. Not on price increases?

Mr. Grayson. We had hearings in cement, in food, utilities, not on
specific companies price increases, but on general industry requests for
price increases. Eleven hearings. We have had about 300 witnesses and
6,000 pages of testimony and we will have future hearings when they
are of national economic significance.

I have already said if the oil industry comes in for certain types
of increases, crude oil, retail and jobber gasoline, we will have hear-
ings. We may have hearings on steel. We haven’t predetermined that.
But I am doing my best within the limits of the administrative feasi-
bility. I might point out the problems of trying to do that when we
have 10,000 price requests filed. Not all of them certainly are matters
of national economic significance, but we are trying to pay attention
to 0}1111' charge and the legislative history to do our best possible job
on this,

I realize you have not been satisfied with this and I have made every
effort to try and increase the hearings.

" Chairman Proxmire. I do not know what I can do except to tell
vou that you are in violation of the law. This is not just my position.
The law was legally enacted by the House and Senate and signed by
the President of the United States. You are legally required to have
hearings. There were only a few exceptions that were permitted, the
hearings were to be on all matters of major significance. But we simply
have not had them. We have had a few generalized hearings but not
on price increase, and they are specifically required in the law. You
are violating the law, Mr. Grayson.

© Mr. Grayson. It says “where feasible,” which is an administrative
determination as to when we can do it.

Chairman Proxmire. But after all, you have had this Commission
for a year now and vou find they are never feasible.

" Mr. Grayson. We have had 11 hearings.

Chairman Proxmre. Well, vou admitted they weren’t on price in-
creases of particular firms.

Mr. Gravson. Not of particular firms in every case. Cement, we
knew they were coming.

Chairman ProxniIre. Only one hearing and that was on autos where
it was a farce.

Let me ask you this: According to the latest information I have
seen, the average price increase which has been approved for finance
and insurance companies has been 13 percent. That just seems way
out of line with the rest of the economy.

I have also been informed that some of the individual increases,
especially for health insurance premiums, have been extraordinarily
large. Connecticut General, for example, was allowed to increase some
of its health insurance premium charges by as much as 55 percent.
Aetna Life and Casualty was allowed increases up to 46 percent.
Metropolitan Life 30 percent.

How can you possibly justify figures like these ¢

Mr. Graysox~. Those percentages scare me to death when I see them
on the decision list all of the time. They were done in accordance with
the strict application of the regulations for the insurance field.
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Senator, one of the main reasons they have been up in such high
rates, and they are mostly in the hea,lt'isl7 field, has been incidents of
usage. In many cases they have increased the options, changed the
plan, added something with more quality and more coverage. In many
cases, therefore, the consumer is getting more quality. I think in some
areas there has been a reduction. Federal Blue Cross, Blue Shield has
had a significant reduction. I do not think those should be overlooked
either.

Chairman Proxmire. It seems to me it is very, very hard for the
public, the people, who have a 5.5-percent wage guideline to accept
these, which they have to pay out of their limited wages.

My time is up and WitE the sufferage of my two colleagues I would
like to ask one other question because I think it goes to the heart of
whether or not there is any congressional influence on the economic
policy in the country.

You last testified before this committee in April. In May we issued
a report which attempted to evaluate the success of the price and wage
controls up to that point and to make some specific recommendations
for improvement. I would like to go over with you some of those recom-
mendations, the ones which applhied specifically to the Price Commis-
sion, and ask you whether you have acted on those recommendations
and, if not, why not.

No. 1, the Price Commission should hold more public hearings. We
just addressed that ; you have not.

No. 2, all data should be submitted to it except that which likely
can be classified as a trade secret.

No. 8, consumers must be given meaningful direct access to the
Price Commission. The procedures of filing all consumer complaints
with local Internal Revenue offices which are not prepared to handle
the specialized work and which are fully occupied with their duties is
not proving satisfactory.

Four, the rent control program must either be abolished or totally
revised because it is ineffective.

Finally, no additions to the profit margin should be allowed. You
have already answered that one. By indicating that you have not.
How about those on which you haven’t answered ?

Mr. Gravson. I did pay attention to the recommendations of the
committee. For example, we have done everything we think we can
to comply with the public access to records. I asked for this paper to
be prepared and I won’t read it now, but it deals with specifically
what the public has in the way of access to our records. I would like
to make this part of my statement rather than taking the time to
repeat it here. But in summary, what we have done is try and divulge
every aspect of the Commission subject to the constraint by Congress
which bounds us to section 205 on confidentiality. Section 205 refers
us to section 1905 of title 18, United States Code, which prohibits us
from revealing income, profits and losses or expenditures. When you
take our PC-1 form or the 50 and 51 forms, that is what largely is on
these forms outside of the firm’s identification and that is the part we
are prohibited from revealing. We publish all submissions that are re-
quested. We publish all of our decisions and there is complete access
to all other forms of Commission activity we engage in. So I think
in every way we have tried to comply with the recommendations your
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committee made and with the intent of Congress as put forth in the
Stabilization Act. I will submit the complete document for the record.
(The following document was subsequently supplied for the record :)

PuBLIc AccESS To PRICE COMMISSION INFORMATION

The Price Commission operates under strict standards of confidentiality, due
to the strictness of our enabling legislation. Despite this, we have attempted to
keep the public informed of our activities and to release as much information
as we determine to be allowable. In addition, our policy of holding public hear-
ings has afforded the opportunity to consumer groups and the public at large
to have policy input and participation in our program.

We have held 11 public hearings to date, on such broad subjects as rent,
utilities, auto prices, lumber and food. We have heard testimony from over
300 witnesses representing industry, consumer associations and public interest
groups. We have taken over 5,000 pages of public testimony which has aided us
in our policy development.

We are probably the only Federal agency which issues to the public daily notices
of actions taken by the Commission. We have issued a total of 145 press releases,
211 decision lists and 170 submission announcements in addition to numerous
fact sheets and other publications.

‘We have on the premises a public information facility which contains all infor-
mation which we are able to release to the general public.

PC staff Cost
Number Pages of timg —4m4m8Mm8———
of wit- testi- (man-  Travel and Services
Hearings and location Dates nesses mony days) per diem  equipment
Utilities, Washington, D.C__________ Feb. 22 to 26, 1972_ _ 96 1,836 58 ... $735.74
General-PC, Chicago, !l___________ Mar. 24,1972_______ 25 250 10 1,573.35 926. 40
General-PC, Washington, D.C.._.___ Ma1r§7228 and 29, 28 488 16 . 2,102.70
General-PC, San Francisco, Calif____ Apr.6,1972________ 26 181 12 4 960.00 1,173.20
Food, Washington, D.C.__.__.______ Apr. 12,1972 __ 28 452 15 129.50 2,097.38
General-PC, Boston, Mass_ ___ 17 146 9 1,233.00 816. 50
Lumber, Portland, Oreg_______ 29 419 9 3,423.00 907.25
Automobile, Washington, D.C__ 22 865 0 .. 257.17
Cement, Houston, Tex..______ . 19 372 9 2,418.75 797.94
Lumber, Atlanta, Ga_______________ el 21 300 10 2,001.50 1,087.50
Total ol 336 5,613 240

REASQONS FOR SUBPOENAS TO PUBLIC HEARINGS

Cement industry hearing in Houston

The Ready-Mix Concrete Association consumes about 609 of cement pro-
duction. The Association was asked to testify but refused because it apparently
could not reach a consensus regarding a position to take on cement industry
problems. F. L. Smidth & Co. produces cement manufacturing equipment. Smidth
was subpoenaed to determine extent of new orders for cement producing equip-
ment,

Lumber industry hearing in Atlanta .

Three firms were subpoenaed to achieve a balanced hearing. One firm was a
wholesaler of primarily plywood and had complained to the Commission on
difficulties experienced in obtaining plywood from mills. Two firms were pro-
ducers of plywood and they were asked to testify on all phases of their businesses.

CONFIDENTIALITY
Economic Stabilization Act

December 22, 1971—President signs Economic Stabilization Act Amendments
of 1971, containing a section relating to confidentiality :

§ 205. Confidentiality of Information

All information reported to or otherwise obtained by any person exercising
authority under this title which contains or relates to a trade secret or other
matter referred to in Section 1905-0of Title 18, United States Code (trade secrets,
profits, losses, income, expenditures), shall be considered confidential for the
purposes of that seection. . .., (Brackets and emphasis supplied)
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Commission policy

Policy has been consistent inadhering to § 205 of the Act, which the Commis-
sion has interpreted to prohibit the release of confidential information to persons
outside the ESP.

August 1972—Congressional committee criticizes Commission for soliciting
requests for confidential treatment on all PC forms.

PC informs Hill that upcoming versions of forms will delete this automatic
claim for confidential treatment.

September 11, 1972—Denied request of Ralph Nader for PC-1 forms, and other
data relating to automobile manufacturers; Nader has not appealed to OGC
from this determination.

PUBLIC REFERENCE FACILITY

1. Information available
A. Statutes, Executive Orders and Regulations.
B. Orders:
Orders of Price Increase Requests.
Orders on Exceptions and Reconsiderations.
C. Daily Compilations:
Daily Submission Lists.
Daily Decision Lists.
D. News Releases:
Price Commission.
IRS.
E. Public Utility Cases.
F. Miscellaneous:
Formal Minutes: Commission meetings, Retail Advisory Committee.
Price Commission contracts.
Public hearing transcripts and statements.
Public Utility State Certifications.
Reference Library:
PCIC Legal Information Manual for Cost of Living Council and Price
Commission.
IRS Stabilization Guidelines.

II. Reference facility use

A. Daily visits by patrons average, 8.
B. Daily telephone inquiries average, 12.
C. Significant patrons include:

American Motors. Ford Motors.

American Retail Federation. General Motors.

Association of American Publishers. National Auto Dealers Association.
Arthur Andersen and Company. National Broadcasting Company.
Atlantic Cement Company. Ralph Nader.

Arent. United Mine Workers.

Fox Law Firm. United Egg Producers.

DISTRIBUTION OF THE DAILY DECISIONS, DAILY SUBMISSIONS LISTS, AND PRESS
RELEASES

Lists have been developed on a request basis.
Include approximately 2,000 names, having grown from a list of 300 at the end
of Phase 1.
Typical subscribers are:
Accounting firms.
Businesses (large and small).
Schools.
Associations.
News Media and Publications.
Law offices.
Unions.
Private citizens.
Consumer groups.
Separate distribution is made to Capitol Hill :
All Congressmen.
All Committees.
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Mr. Grayson. On the consumer side, in the local stabilization pro-
gram, there have been 130,000 complaints made to the system, the In-
ternal Revenue Service being the largest recipient, and every one of
those has been investigated and I think the percentage is 90 percent of
them have not been found in violation. So the consumer does have an
impact on investigation. The Commission itself gets a few and we do
have a unit in the Commission called Compliance and Investigation
which is responsive to every consumer who writes to us or who makes
a statement.?

We have consumer people, where consumers are providing their in-
puts through a consumer affairs unit within our price policy division.
We also keep the consumers informed to the best of our ability and
there we have for example, program aid bulletins to 30,000 womens’
clubs, 200 VA hospital directors. We have public affairs projects for
the military, for senior citizens, for students, and we have distributed
2 million copies of a document “Price Controls and You.” The IRS
has publications, 54 in number, covering pay and price which are
given to the consumer.

Chairman Proxmre. This is handling complaints, does it mean
people who complain get a post card saying, See your IRS agent ?

Mcr. Graysown. No, sir; there is a direct investigation either through
IRS directly or in some cases our staffs have gone out and joined with
IRS to investigate every specific complaint made to this commission.
And we have tried in every one of our hearings to get consumers to
come, made every effort to get them.?

We have been a little disappointed in the number of consumers that
have expressed their views, but we have urged and have obtained con-
sumers at most of our hearings. We asked that every option paper sub-
mitted to the Commission have consumer consultation listed as one
of the sources before the document appears on our agenda.

On the matter of rents, we looked at this possibility. Everyone
knows rent controls are difficult. Senator Javits feels they should be
continued. At this point in time we have decided that we are not going
to make a recommendation that they be dropped. The decision on that
should be from the Cost-of-Living Council because they determine the
coverage of the program. To date we have tried to devise what we think
would be the fairest form of rent control, recognizing the problems,
but recognizing that this and food and retailing are where the con-
sumer most often meets controls. So if you took them off, you have the
problem there of increased public feeling that prices, and specifically,
rents and food prices, are not being controlled. So this is one of the
disadvantages in taking them off.

1 Mr. Grayson subsequently revised this paragraph to read as follows :

Mr, GRAYSON. On the consumer side, in the local stabilization program, there have
been 130,000 complaints made to the system, the Internal Revenue Service being the
largest recipient. and every one of those has heen responded to. Where investigations
were made, I think the percentage is 90 percent of them have not been found in
violation. So the consumer does have an impact on investigation. The Commission
itself gets a few and we do have a unit in the Commission called Compliance and

I%n{orcen}ent which is responsive to every consumer who writes to us or who makes a
statement.
2 Mr. Grayson subsequently revised thls paragraph to read as follows :

Mr. GRAYSON. No, sir; there is a direct investigation either through IRS directly
or in some cases our staffs have gone out and joined with IRS to investigate specific
complaints made to this Commission. And we have tried in every one of our hearings
to get consumers to come,



195

Chairman Proxarmee. This went to the heart not necessarily of
abolishing it, but making it effective.

AMr. Graysox. CPI in rent was running prior to the freeze or con-
trol program 4.3. It is now running 3.3. So 1 percentage point has
been taken off the rent increase and many of those are the one-shot
1-year-base period adjustments. Most of those are out of the way.
Now we have 215 percent plus municipal charges passed through so
we are through the rougher period where we were getting base rent
equalization.

On the coverage question, there your question pertains to, should
the program be as extensive as it is. Should we, for example, include
the retailing and wholesaling sector? Should we lighten and move
up to a lighter form of controls?

Was that not the intent of that?

Chairman Proxamre. Not necessarily lighter; more intensive, zero
in on where you have really the problem and forget the areas where
the performance is competitive ang they do not need that.

Mr. GraysoN. And some movement has been made on that part by
the Cost-of-Living Council, who determines the coverage. They have
moved to exempt firms with 60 and fewer employees and have had
to increase begrudgingly, some areas of specific coverage. This is
because we did not have the coverage that was felt necessary at this
point in time for certain sections in the lumber area, for example.

One of the ones I know that has been suggested at these hearings,
and which we will take another look at, is the retailing-wholesaling
sector. It is asked of us, will we not take them out, will we not take out
the rents and will we move to the big business and big union control
system.

At this point in time, and that by the way was pointed out to me
in the very beginning before we designed the program, we decided
not to go that route. We felt it was desirable to be comprehensive
and we still feel so at this point in time, but we have made motions
toward moving to lesser and lighter coverage and more intensive on
the upper end.

So I think we have been partially responsive to that. The Cost of
Living Council being the one that really determines that.

Chairman Proxmire. The time is late. Mr. Heller is waiting to
testify so I am going to have a number of other questions T will put
in writing and ask you to answer them for the record.

(The following information was subsequently supplied for the

record :)

NOVEMBER 30, 1972.
Hon. C. JACKSON GRAYSON, Jr.,
Chairman, Price Commission, Washington, D.C.

Dear Mgr. CHAIRMAN: By direction of the Chairman, I am transmitting to
you a list of questions, relating to your testimony before the Joint Economic
Committee.

Both the questions and your responses will be included in the record of
the hearing.

Sincerely yours,
Jorx R. STARk,
Executive Director, Joint Economic Committee.
Enclosure.
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QUESTIONS ADDRESSED TO HON. C. JACKSON GRAYSON, JR., CHAIRMAN, PRICE
COMMISSION

1. A movie house—a small one, but part of a chain with more than 60 em-
ployees—has price controls. Yet several months ago the producer-distributors
of major popular films were decontrolled by your office—too hard to define
prices, ete. This theater, and others like it, was shut out of the big pictures—
e.g., Godfather.

How can you justify this? There are just a handful of the big distributors.
The movie owners completely reject the argument that distributors’ prices are
too difficult to fathom.

If this example holds up, there is a clear distortion in your controls. The
little guy doesn’t get to see the movie. The big-shot distributors have their
way. What do you say?

2. I would like to ask you about the lumber price situation. Lumber is one
commodity for which there has been, and continues to be, a strong demand.
And lumber prices traditionally have fluctuated a great deal in response to
changing demand or supply conditions, In this type of market, I wonder whether
it is feasible to have price controls without having rationing.

The effect of controls seems to have been to encourage distortions in the
lumber market rather than to control prices. Lumber prices have gone up 13
percent in the past year. According to press reports, the lumber maket is now
characterized by short supplies, preferential treatment of favored customers,
requirements to buy two kinds of lumber you don’t want in order to get one
that you do, and out-and-out black markets.

You first decontrolled small lumber firms, then put them back under controls.

More recently, you have undertaken investigations of non-compliance and,
I believe. you have asked the Justice Department to investigate for possible
anti-trust violations.

Has any of this done any good? Does the lumber market really lend itself to
the kind of price control program we have? Is there really a need to control
firms?

JANUARY 8, 1973.
Mr. JOEN R. STARK,
Ezecutive Director,
Joint Economic Committee,
U.8. Congress, Washington, D.C.

Dear Mr. Starx : Thank you for your letter of November 30, 1872, which con-
tained questions relating to the motion picture and lumber industries and my
recent testimony hLefore the Joint Economic Committee. The following is my
response.

Your first question concerned the exemption of movie producers and distribu-
tors while the theater owners remain under control. Motion picture distributors
are very difficult to control under our present regulations. Determination of base
prices and price increases would be extremely complicated since (1) films are
unique, (2) prices are determined by actual or expected audience, (3) contracts
are made on a film by film basis with each theater, and (4) prices are not cost
determined. This could also involve a staggering number of prenotifications by
distributors to the Price Commission. Under usual industry practice, prenotifica-
tion would be unrealistic as price are frequently set following a movie run.

Motion picture theaters price on a more regular basis. Their costs are easier
to determine and bear a much larger relationship to price than is the case with
distributors who price on a popularity basis.

To rectify any possible inequities between distributors and movie house owners.
at the time the distributors’ exemption was recommended. the Commission liberal-
ized control of theaters. PC Ruling 1972-258 allows theater owners to take into
account customary price differentials determining the hase price for the tyme of
film shown. This means that if a theater or a comparable theater has charged
a higher price for a given type of film (e.g., The Godfather) it would be allowed
flexibility to charge a higher price currently.

Your second question dealt with the feasibility of controlling the lumber in-
dustry with its characteristie supply and demand problems. It is feasible to have
price controls without having rationing. In fact, a rationing system might be
less effective than other forms of price controls. Rationing depends upon the
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existence of a manageable point in the distribution chain of a material. All of
the material must be channeled through that point, otherwise there are black
markets in the commodity and it is impossible to keep track of the actual amount
of the material that exists. For example, oil can be controlled because there is
one point in its distribution, the refineries, which are few in number, highly visi-
ble, marked by barriers to entry, characterized by good records, and easily checked
for amount of production. On each of these vital characteristics lumber fails.
Rationing would require enormous amounts of manpower. Without price controls,
rationing would not curb price increases. Rationing without price controls would
be meaningless.

Price controls have been used during World War II and Korea, and they
were not as ineffective as is often claimed. However, they did require much man-
power. Though pressure has been placed on the Price Commission for ceiling
prices by manufacturers, wholesalers, retailers, contractors, and consumers, the

“ommission has steered clear of deepening its manpower commitment to admin-
ister ceiling prices in the lumber industry. Such a commitment would prejudice
the ease with which the Heonoic Stabilization Program could be lifted if a 2-3%
rate of inflation were attained. In addition, ceiling prices become a shelter for the
inefficient ; there is always pressure to set them above reasonable levels. Anti-
trust and price conspiracy problems are inherent in setting uniform prices for
an industry. The new ceiling prices tend to become a floor, not a ceiling, as firms
try to gain execptions to the rules. Imposing ceiling prices on the lumber industry
alone might prompt firms in other industries to make anticipatory price in-
creases in order to avoid being caught at low prices. For these reasons the Com-
mission has attempted other forms of price controls.

One of the techniques that was tried was to exempt a large part of the industry
(firms with 60 employees or less). There have been constant claims that prices
would be lower without controls. Not only did prices increase greatly during
this period, but they inecreased at an accelerating rate. For that reason most of
the firms were brought back under controls. The profit margin control underwent
serutiny and was kept.

The profit margin is measurable. It will reflect excessively flagrant over-
pricing in the wood industries. It is not too rigid to curb the normal pricing prac-
tices of these industries, but it has placed a moderating restraint on some firms.
Where firms have not been moderate in the past year, the controls will compel
them to be so as they remit to the market place their overly high profit margins.
This means the profit margin test will exert a restraining influence on the market
in the next fiscal year, as well as the current one.

The Price Commission has designed its policy to apply to all industries, but in
the case of the wood industries it has tailored some special provisions. The most
tmportant of these is the method of averaging log costs for the purpose of justify-
ing price increases (Order #7). Reporting requirements have been extended to
more firms to make them aware of the program as well as to inform the Com-
mission of what experiences firms have had with excessive price increases.
Though the Commission has placed mild controls on the industry, there have
been some important restraining effects in policies such as the Term-Limit Pric-
ing on the large firms. There have been many transactions at prices that were
pricing at what the market will bear.

Thank you for your interest in the stabilization program.

Sincerely,
C. JAoksON (GRAYSON. Jr..
X Chairman, Price Commigsion.

(Chairman Proxamre. Senator Javits.

Senator Javrrs. I shall be very brief.

_ Mr. Grayson. you describe the system of controls at present as “flex-
ible controls,” is that correct ?

Mr. Graysox. That is correct.

Senator Javrrs. I see that phrase used in your prepared statement,
“flexible controls.” They are not fixed and rigid controls?

Mr. Graysox. That is correct.

Senator Javrrs. Is the public sufficiently aware, in your judgment,

that cranked into your decisions on prices is the issue of profits?
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The point was made here that there would be an outcry about the
fact that profits should be regulated. Is it not a fact that this is an im-
portant factor right now in your decisions on prices ¢

Mr. Grayson. Profit margin is an effective part of the control mech-
anism. We have had 100 reduction orders issued, by the way. Seventy
out of the 100 roll-back and reduction orders are in the retail-whole-
sale area. Profits are under control, at the marginal level, not at the
return on investment level. They are part of the control system.

Senator Javrrs. And should that not be made very clear, that the re-
turn on investment level is a factor which also deserves some consid-
eration, just as interest rates do, as compensation for capital
investment ; and that, therefore, it is not true that there is no control
mechanism whatsoever on the profit question ¢

Mr. GraysoN. We do have controls on the }flroﬁts through the mar-
gin. I think a good example of that where it has some impact was on
the automobile. Ford and General Motors had margins affected and it
did control their prices.

Senator Javirs. Is there anything in the law which prevents von
from applying controls to profits?

Mr. Grayson. No; thereisnot.

Senator Javrrs. And nonetheless, you have chosen not to doso?

Mr. Grayson. That is correct.

Senator Javrrs. Can you state your reasons?

Mr. Grayson. Absolute profits on return on investment basis?

As T said, at this point in time we have chosen not to. It has been sug-
gested to us. Some businessmen are suggesting it to us, that we should
move to that route. In many cases they feel they might be better off.
Usually, in looking at their profit record, we find they are below their
industrv average; the ones who are above it do not recommend it.

Senator Javits. Would you give us for the record your reason for
rejecting that line of control ?

Mr. Graysox. One, is the initial mandate which I mentioned. We
thought that would lead to the greatest danger that we would not get
the recoverv that we needed. T'wo, the greatest danger lies in that direc-
tion for distortions. To set a figure that is an equitable figure for a com-
pany or industry on return on investment increases the probability vou
will make a mistake on setting that figure thus diverting investment
funds to other areas where the controls are not set accurately.

T think if we did this you will not increase the probability that you
will have an unemployment reduction because in the long run profits
do drive the system and make it possible to employ more. We felt that,
we weighed that, and still will. We still will pay attention to it because
it has been suggested to us over and over again. The most flexible form
of the profit control, but an effective one we felt, was the margin.

Senator Javrrs. So that is the reason why you marked this “flexible
control”?

Mr. Grayson, Yes, sir.

Senator Javrrs. Thank you.

Chairman Proxaire. Senator Percy.

Senator Percy. Continuing on two more of the frequently heard
comments from the general public—in ordinary Jayman’s language,
how would you explain food prices to the housewife ? ’
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I think Secretary Butts has done a good job in stating the fact that
today the food budget is only 13 percent of the average family’s take-
home pay, as against 26 percent some two decades ago. But how do you
go about explaining that to the housewife who is a little irate still ;
here we have price controls and wage controls but how about food

rices?
P Mr. GraysoN. It is very difficult to explain, to be very honest.

Senator Percy. I found it difficult, too.

Mr. Grayson. I point out the factors which are real ones, not just
glossing over, is supply and demand. We have looked at the middleman
profits and we do not find there is any exorbitant profits being raked
off and added to the cost of the consumer.

Sure, we are looking at violations. We are still investigating. I try
and draw their attention to the fact that while some prices go up, and
significantly in the area of meat recently, there are other prices going
down. I asked not long ago for a breakdown of the whole Consumer
Price Index by category in detail to show the areas in food and apparel
and transportation, and items that have gone down since the control
program began, and those rising at a rate below 3 percent, and those
above three. Most attention gets focused on the areas above 3 percent.
People forget that there are a string of minuses and that is one problem
we have in explaining that food is a volatile item. There are decreases
which people do not remember. Food, which raised at a rate of 7.2 per-
cent in 1969, was rising only at a rate of 2.2 in 1970. So it does go up
and down with the supply factors. And I am on record saying I think
we must also look at the longer term consideration in the agriculture
sector.

Senator Prrcy. I think the President made it eminently clear he
did not want to superimpose a 50,000-man bureaucracy to police the
wage and price control program, and I think the American people,
labor and management, have responded very well indeed.

My general feeling has been that, but I was very pleased to see your
own statement that both labor and business have taken highly respon-
sible positions during this program. I think that reaffirmation is reas-
surance that the country needs and which confirms my own judgment.
But I did state a year ago that we would support and back up anything
you needed to do to crack down on anyone who violated the regulations.

Can you give us a summary as to the major enforcement actions
being taken by the Price Commission program as a warning to those
who might be tempted to gouge a consumer and who will take advan-
tage of the svstem ?

How tough are you going to be when you find violations?

Mr. Graysox. I think our record speaks to date. at least in the Price
Commission, in looking at our reduction and roll-back orders which
come immediately upon determination, that if there is a violation we
issue an immediate order te have those prices rolled back.

The Internal Revenue Service record in this area, I think, is out-
standing, and I will not repeat it in the interest of time, but it is an
appendix to my prepared statement of the numbers of comnlaints and
investigations that have been conducted and the number of voluntary
roll-backs and ordered roll-backs throuch litigation or through direct
order from the stabilization agencies. So I think that there are teeth
in the program. They are being enforced.
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I think that still, despite of that, there is this important component
that we still rely on voluntary compliance. As time goes on that will be
tougher to keep and I face that in my prepared statement. I think the
fairness of the program is one of the things that will be looked at.

Senator Percy. One aspect of this program would be on unconscion-
ably high profit margins. T always like to see good profit margins. It
means a good healthy company and industry and is good for employees
and everyone else, but under these conditions it cannot be gained at the
expense of holding wages down and so forth.

You state in your prepared statement that there is also speculation
about the possibility of nonessential costs deliberately being incurred
by business in order to avoid exceeding base period profit margins.
Could you give us an example?

You say you are keeping this under close surveillance. Can you give
us an example as to what this sentence really means, what do you con-
sider a nonessential expense and nonessential cost ?

Mr. Graxson. That is a danger under any program where you have
a rule affecting profits. It would happen under an excess profits tax.
There is a danger it could happen under the profit margin. My pre-
pared statement says I do not think it has been large to date. I have
instructed our staff to look at every ratio of past expenditures and
compare them with the current level. If it is significantly out of line,
the company must be talked to to ask why, give us a justification. The
determination of essentiality and nonessentiality is going to be tough.

The companies are on notice through public media and private con-
versation, you had better be prepared to justify expenditures. I would
like to utter one last plea to the businessmen of this country, that they
be responsible in this area. It is in the long run in the best interests of
their shareholders, in the leng run in the best interests of this Nation,
that the way to go is not to spend that money on nonessential purposes
but reduce prices when the profit margin limit is felt. We have not
had enough price reduction in this Nation. It has somehow gotten out
of practice of an awful lot of businessmen. We have to share with the
consumer the productivity gains in the economy.

Chairman Proxarire. That is an important point. I would hope you
could devise some kind of a system where you would mandate price
reduction, requiring them, because I have a whole list vesterday of
firms that had better than 5.5 percent productivity improvements, and
we could not find anywhere we were sure there were price decreases.

This is an area, it seems to me, where you could simply require prices
to be rolled back, and X do not see how you could possibly get on top of
this inflation problem until we get substantial significant price
decreases.

Mr. Grayson. I agree, Senator, and this is the profit margin rule’s
direction; it tends to force those——

Chairman Proxmire. It is not working though.

Can you give us an example of price cuts?

Mr. Gravson. Yes, sir; we have 98 orders issued.

Chairman Proxarrre. How many thousands, tens of thousands of
prices have goneun?

Mr. Grayson. We also had 15,000 voluntary reductions after con-
tact by the IRS.
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Chairman Proxarre. How about reduction in prices, not rolibacks?

Mr. Gra¥soN. We have had $4.2 million in rollbacks on direct order
of the Commission.

Chairman Proxarme. T am sorry to interrupt, Senator Percy, but I
am talking about reduction in prices, not rollbacks of profit margins or
rollbacks of price increase, but an actual reduction in a price. This is
below the price that they had had for a period before.

Mr. Grayson. Going below the base prices?

Chairman Prox>rre. Yes, we should get that in a system where we
have varying productivity.

The Council of Economic Advisers under Mr. Heller recommendéd
that very strongly in the previous voluntary system.

Mr. Grayson. We are looking at that, Senator.

As you are aware, when you start to do that, you may lead to people
dropping product lines if the costs are higher than the price and you
may end up with distortion.

Senator Percy. I will use the remaining minute for a personal com-
ment. This is the final hearing of the Joint Economic Committee for
1972. I would like to say for the record that I think we are all indebted
to the chairman for again making creative hearings. This has made
this committee once again one of the most significant committees that I
serve on. I think the membership of the committee contributes im-
mensely to it. Certainly Senator Javits and Mr. Conable have been
able, persistent, studious members deeply interested in the work, as
have many other members.

T think we have an outstanding staff, both from the majority and
minority side.

The only thing I would like to register some objection to is the con-
stant position of inferiority that you put other members into, your
ability to grow hair on a surface where other men cannot do it, and
running to work when I drive past you. I feel like a sloth all day

long.

Now that our Governor-elect, Dan Walker, has won his election by
walking through the State of Tllinois, you are going to run through
the State of Wisconsin. I am not a runner myself but on behalf of Dan
Walker, I challenge you. I think I ought to challenge him to run the
State of Illinois as you run through the State of ‘Wisconsin.

Chairman Proxarre. Of course, the explanation for all my effort is
that I am trying somehow to achieve superiority over Charles Percy
in some respect, and I have failed. I cannot grow as much hair, and
lots of other respects I could detail but do not have the time.

Senator Peroy. I think it is also a wonderful thing to have had
Mr. Grayson as our next to last witness. Again T say one of the ablest
men in the U.S. Government, and we are very, very grateful to you
and your staff for what you have done. I hope you work yourself out
of a job as early as possible because I think it is going to get more and
more complex and I would hate to face the day next year when your
testimony is brought up to us in books and volumes instead of the three
pages you started with.

Under the circumstances you have done a brilliant job and I know
that the President fully appreciates that.

Mr. Grayson. Thank you.

Chairman Proxuire. Mr. Conable.
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Representative Covasre. I apologize for my tardiness, Mr. Gray-
son. I would like to note you look considerably more tired than you
did the last time you were up before the committee and I suspect you
have been out in the trenches while we were growing hair, taking
political hikes, and so forth.

I am sorry, I do not know if this has been discussed. I would like
to ask if anybody has discussed the problems in the lumber and ply-
wood industry ?

Mr. GraysoN. Not specifically today.

Representative ConaBre. It 1s not dissimilar to the problems in the
food industry, supply being a difficult problem, but there is a great
deal of dissatisfaction with the performance of prices for this com-
modity which is so basic to the sheltering of America, and I wonder
if anything is being done?

I know you had a hearing in Atlanta recently. I wonder if any-
thing is being done subsequently to try to get prices under control 1n
this area. There have been some voluntary steps taken by a few of
the forest products giants, but generally speaking, prices are moving
higher because of our failure to control supply, I suppose, more than
anything else.

We are not going to get very far controlling profit margins at the
retail level in the lumber industry. Do you have any suggestions as to
how we can get this under control ¢

Mr. Grayson. We have been very concerned about the lumber prices,
they are one of the largest increases.

I should point out an interesting statistic that surprised me. The
rate of increase of lumber in the WPI, wholesale price increase, was
running 17 percent increase before the control program. It is now
running 10.7. That is rather an amazing statistic. It is less than it
was before the controls came.

The reason it is going up simply is the demand. Housing starts
are up so lumber demand is up. We have recommended to the Cost of
Living Council they have a look at this and they have made the
decision they will try and increase the supply as one of the ways
tobring down the supply-demand situation.

As with food, they have taken a number of steps which are pub-
lished to try to increase the supply. They have recontrolled the lum-
ber firms above $100,000 sales level. We have moved firms from tier 3,
to tier 2. In that way there is increased surveillance.

We are now investigating 225 firms to find out if there have been
violations. We are now analyzing in great detail the profit inargins.

Representative ConaBLe. Do you have some confidence as a result
of all of this you are going to get a handle on it?

Mr. Gravson. I cannot say we can cut it back dramatically but I
think we can have an impact. It has moderated recently, and I think
we can have some impact.

Representative Conarre. Well, we have already discussed food
some. In a democracy, what the people think is what is real and there
is major concern about food prices. Danger to the credibility of the
whole control system results.

Are there other areas beside lumber and food where you have this
kind of problem ?
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\[r. Graysoxn. Cattle hides is one of the ones where we have had
a significant problem and there we had an attempt to take action. The
Secretary of Commerce put export controls on hides which the Con-
gress decided was not in the best interest of the Nation and took them
off again. Cattle hides have increased at a dramatic rate. The ones
that have really driven up WPIin particular have been lumber, cattle
hides, food.

Representative Conasre. Those are areas of difficulty.

Now, there is a good deal of skepticism by some economists about
whether you really have accomplished anything. They say natural
forces have been helping you and, therefore, you have simply been
getting credit for a lot of things those economic natural forces have
brought about.

Are there any areas of particular successes that you would like to
call to our attention in contrast to the areas of the particular dif-
ficulty. The reason I ask this is that we are ooing to be asked to extend
the program. In doing so it would be a good idea for us to know where
we are likely to be successful and where we are not.

So can you tell us of any areas of particular success?

Mr. Grayson. Very briefly, some of those are in my statement.

In the area of private party medical care, the rates have gone down
dramatically.

In the area of services, there the rates have gone down dramatically.

Tn the area of rent, it has gone down from 4.3 to 3.3. That may not
seem like a big change, but a full percentage point is a significant
amount.

Representative CoxapL. Is it your conclusion that generally these
are not areas of major cost push because they involve services rather
than goods?

Mr. Grayson. It is mixed.

The whole inflation up until now has largely been cost-push. As I
said in my prepared statement, it is hard to separate out, demand-pull
and cost-push, but I would tend to put most of that in cost-push. As
time goes on, it will move more toward demand situations as we are
experiencing some things already.

Representative CoNABLE. Well, it is difficult to generalize obviously
about those areas of success.

You have several different economic activities involved.

Mr. Grayson. Each one does have different characteristics.

Representative CoNapLe. But it is fair to say that you feel that
your operation has made a difference there, that you simply have not
heen the beneficiaries over natural forces?

Mr. Grayson. I donotthinkso.

I know economists will disagree on this point forever. It will make
a lot of good Ph. D. dissertations on this topic. Qur study, we think,
based on the good analysis is that the CPI is between 1 and 2 per-
centage points below what it would have been given the stimulus

that was added.
Chairman Proxare. Thank you very, very much. Your testimony

has been excellent.
T agree with Senator Percy on your ability. T cannot agree with
the success of the program, but I think you are an extraordinarily
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able man doing a fine job under very difficult circumstances. I just
wish it had been more successful._ )
Senator Javirs. May I join in that? I know Chairman Grayson

very well. . .

(The following information was subsequently supplied for the

record by Senator Pearson :)
WasHINGTON, D.C., May 15, 1972.

Mr. C. JACKSON GRAYSON, Jr.,

Chairman, Price Commission,

Washington, D.C.

. DeEar MR. GrRAYSON : To phase out the need for direct wage-price controls, 1
recommend that the Price Commission take the leadership in getting labor,
management and government to establish a policy whereby after an increase
in wage rates is made to adjust for increases in the Consumer Price Index,
there must be a significant interval of time—two years, for example—before
another increase can be made.

The practice of adjusting wage rates to increases in the CPI each year or
sooner which has developed since the days of price control during World War
IT and the Korean War has caused a self-escalating wage-price spiral.

Production and supplies of consumer goods and services—food, clothing,
housing, ete.—cannot be increased immediately. Consequently, the increase in
consumer disposal income and ability to buy that follows an increase in wage
rates results in higher prices and hence further increases in the CPI, which
in turn start the inflationary spiral all over again.

After an increase in wage rates is made based upon the CPI, a period of two
years before another increase can be made, would provide time for production
and prices to adjust to the demand situation.

The fundamental economics of the wage-price situation must be recognized
by labor as well as management. In wage negotiations, however, the trend
has been to provide for even more frequent adjustment of wage rates to increases
in the CPI and in addition to compensating for the price increases that have
occurred since the wages were last increased, to include substantial increases
in anticipation of future increases in the CPI.

Also, the effect of wage rates on jobs and employment must be recognized
by both labor and management. Products involving substantial labor at in-
creasingly high wage rates are at a price disadvantage in competing in the
world market with products from countries with lower wage rates. Likewise,
foreign suppliers with lower wage rates have a price advantage in marketing
their products in the United States in competition with our domestic production.
The net result is a loss of job opportunities and our current balance of pay-
ments problem.

On the question of controlling company profits along with wage rates, it
should b_e recognized that wages and profits differ in their effect upon con-
sumer prices.

From my research, I recall a close correlation between consumer disposable
income and expenditures for consumer goods and services—dollar volume of
red meat at retail, for example. The impact of increases in personal incomes
on expenditures for consumer goods and services is likely more responsive than
year ago. With social security, welfare and other programs, the typical wage
earner probably does not have as much concern about building up reserves to
provide for himself and his loved ones in their later years. On the other hand,
with a higher standard of living, there is more competition for the individual’s
income dollar.

In contrast, company profits not distributed in dividends and hence not
added to consumer disposable income are used more for other purposes—
improving efficiency, increasing capacity, engaging in other enterprises, replenish-
ing capital in recovering from earlier losses, etc. Thus, profits do not have the
same direct effect as wages in increasing expenditures and hence prices for
consumer goods and services. On the contrary, in being used to increase pro-
duction efficiency and capacity, more goods and services will be made available
in relation to consumer disposable income. -
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Thus the distribution of total income by parts—econsumer disposable 'mcqme
rather than the total—is fundamental in determining the influence on prices
and hence inflation.

Sincerely,
F. W. IMMASCHE,

Chairman Proxmure. Mr. Heller’s appearance here this morning
is most appropriate. He was the author of the wage-price guideline,
system which was the predecessor of the program we have now, which
many of us think was a great success. :

Mr. Heller also was, in my view, the only economic adviser that
I can think of—there may have been others 1n the distant past—who
with the force of his personality and knowledge and wisdom, per-
suaded a President to modify his economic policies. He did not, as
other economic advisers obviously have, simply reflect or apologize
for the economic views of the President.

At any rate, we are delighted to have you. I especially want to
thank you for coming on such short notice. In light of your experience
with incomes policy of the sixties, your advice is always valued. I
know you have been speaking elsewhere this morning.

Senator Javrrs. Mr. Chairman, not knowing what Mr. Heller is
going to say, I had better not praise him too highly, but I would like
to join with the Chair in the welcome.

I have known and respected Mr. Heller for a long time. I would
like to join in expressing appreciation of what I feel should be the
country for your continued enlistment in the public service, not-
withstanding the fact that your official capacity has been over for
soIme years.

Chairman Proxmire. Please proceed, Mr. Heller.

STATEMENT O0F WALTER HELLER, DEPARTMENT OF ECONOMICS,
UNIVERSITY OF MINNESOTA

Mr. Hereer. Thank you. Thank you very much.

Mr. Chairman, Senator Javits, Mr. Conable, at the outset I should
express my appreciation not only for the invitation to appear, but
for the special dispensation to appear without advance submission
of my introductory statement.

I am honored to be in the clean-up spot on your hearings, though
I want to be sure that that term is interpreted in terms of Babe Ruth
and Harmon Killebrew and not in terms of the New York Sanitation
Department.

Now, I would like to focus my opening remarks on four main
subjects:

First, the grand strategy, so to speak, of wage-price controls as an
instrument of stabilization policy and more particularly as an instru-
ment of full employment policy.

Second, and more narrowly, the pressures that call for continuation
of the wage-price controls next year.

Third, consideration of the effectiveness and fairness of phase II.

Fourth, how wage-price restraints can be made more even-handed
and more rational and more effective in phase III.
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Now, on the grand strategy. To abandon all wage-price controls
or wage-price restraints today or on April 30 would be a blatant
admission that we are also abandoning anything like a 4-percent un-
employment target. As someone has observed, we would be walking
off the battlefield and claiming victory before the enemy was ever
really engaged.

The first chapter of the job was to deescalate the price and wage
spiral, to puncture the assumption that inflation has become a way
of life, and at long last to translate 214 years of economic slack and
slowdown and unemployment into a significant slowdown in wages
and prices.

The second chapter still lies ahead. Its goal is to facilitate a return
to full employment, that is, to regain the economic heights without
touching off a new inflation and without sacrificing an undue amount
of economic freedom, without giving up the central guiding force of the
marketplace in the process. That is a very tough assignment. It means
threading one’s way through some very treacherous economic mine-
fields.

Now, if the White House were to walk away from controls in the
face of high unemployment and in the face of next year’s rising cost
push pressures, it would throw the burden of containing inflation
back on fiscal and monetary policy, which could do this job, if at all,
only by shucking off the burden of achieving full employment. Or
to put 1t more directly, we would be abandoning wage-price restraints
as a key lever to help us get back to 4-percent unemployment by holding
inflation in check.

Dropping the controls would, in effect, do the opposite : It would be
tantamount to using 5-percent unemployment as a lever to hold in-
flation in check so we can get rid of controls.

The critics say, and I agree, that the direct controls gradually de-
velop barnacles of inequity and distortion of resources use and in-
efficiency in production. But in the broad strategy of stabilization, we
have to balance those costs against the gains we reap from fuller em-
ployment as wage-price restraints help ns move from 5-perrent to
4-percent unemployment. That is, we ought to weigh in the balance
the losses in output and losses in fairness and human dignity that
we suffer if we settle for 5-percent instead of 4-percent unemployment.

Hidden in that gap between 5 and 4 percent unemployment are
1 million of the unemploved who would have jobs in a 4-percent
economy and do not have jobs in a 5-percent unemployment econony.
Hidden in the gap is $37.5 hillion of GNP per year. And, by the way,
Mr. Chairman, I have been working directly from the Department
of Commerce calculation of the size of the GNP gap. Their latest
caleculation was $37.5 billion in 1958 prices at 514 percent unemplov-
ment, a $50 billion gap in current prices. At 5 percent, we would have
closed one-third of the gap between 514 and 4 percent unemployment,
so we would still have a $37.5 billion gap.

If you close that gap, how are the gains distributed ?

The $20 billion or more goes as earnings to workers; $8 to $10
billion to workers who would be unemployed at 5 percent and would not
at 4 percent, and about $10 to $12 billion that would go to workers who
are already employed on a part-time basis or would be working over-
time and so forth.
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About $5 billion would go to corporate profits after taxes and about
$12 billion would go to Federal, State, and local treasuries. So we are
not talking about minor stakes in this battle to get back to 4 percent
unemployment.

Unless and until we can really break the grip of strongly organized
pressure groups, that is, of those concentrations of business and labor
power that hold up the rest of the economy for ransom, as we approach
full employment we will have to restrain them by price-wage inter-
ventions.

Now, can we ever break their grip, and how?

Tough structural measures that we have so far been unwilling to
take would be required. I could cite the familiar litany of antitrust
action, repealing the Davis-Bacon Act, changing restrictive zoning
laws and building codes, eliminating anticompetitive transportation
regulations, and all the other changes that are so patently sensitive.
The most palatable of all of these structural changes is in the man-
g_ower programs, which do not step on such sensitive political toes.

et, I am alarmed when I hear that the administration is going to cut
back manpower programs in its attempt to get back to a $250 billion
spending level.

I do not know how determined Mr. Nixon is to carry out this inten-
tion, but I would urge him to consider that this is exactly the wrong
time to cut back manpower programs. They work best as job oppor-
tunities strengthen.

As President Coolidge used to say, for a man to have a job someone
has to hire him. That is one of the eternal truths that we should apply
to the manpower programs. As recovery increases the number of jobs
available at the end of the training or retraining line, the manpower
programs become more workable themselves.

Second, these programs are vital to fitting the square pegs into
round holes and cutting the friction, the manpower bottlenecks, and
thus improving the jobs-prices tradeoff.

Third, if there was ever a time to make a dedicated and intensive
effort to improve and expand such programs, this is it. We need to
apply all the managerial and administrative genius that we can muster.
But the administration seems to be saying that we are doomed by the
structure of the labor force to no better than 5 percent unemployment.
Below that level, the task gets tough. So let’s settle for 5 percent and
the devil take the hindmost.

This is a question of what you might call macroeconomic morals
on which I beg to differ and disagree. When the going gets tougher,
the moral is not to give up, but to redouble our efforts.

Let me turn next to the rising cost-push pressures in 1973.

The pressures will be there. Five million or so workers in strong
unions are coming up for contract renewals—1972 was a breather but
in 1973 it is the top of the labor batting order—autos, trucking, electri-
cal workers, rubber, meatcutters. When you face Woodcock and the
Teamsters and some of these other strong unions, you are really facing
murderers’ row, in baseball terms, and they are going to have blood
in their eye.

Sure, they do not have as much of a cost-of-living grievance as they
had in the last round. But they are convinced that profits are rising
too fast, they are convinced that the tax cuts last year were stacked
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against them, and they are convinced that controls are stacked aginst
them. My guess is that we have a pretty militant labor situation
coming up in the coming year. And that comes at the same time that
the productivity surge that has been protecting us this year—giving
us a cushion for the operation of wage-price controls—will be petering
out. It always does as you get into the advanced stages of an economic
expansion.

That is a powerful argument, it seems to me, for retaining some
form of wage-price controls or restraints.

Third, has phase IT been effective and fair and rational %

It has been effective in deescalating wage and price inflation. Con-
trols have not hit the 214-percent target, at least in the cost of living,
but they have pulled the rate of inflation in nonfood items from 5 per-
cent down to about 3 percent and they have been even more effective
on wages. While negotiated first-year wage advances are not down to
514 percent, they are 3 percentage points below the precontrols level.
The overall economywide advance in average hourly compensation is
down from 714 percent to 5 percent on an annual basis. Unit labor
costs, with the help of this year’s productivity surge, have not risen
in the past two quarters.

That is a good performance, and I do not think we would have had
it without the controls. You have to recognize I may have a vested
interest in concluding that the controls have worked. When faith in
these controls was at its lowest ebb last winter, I hazarded the judg-
ment that they would still prove to be reasonably effective. The objec-
tive evidence presented to the committee supports that judgment.

Have they been fair? Not wholly.

Labor is not getting the 8 percent net trend in productivity plus
cost-of-living increases that the 514-percent standard was supposed
to deliver. Prices including food have risen faster than the 214 percent
in the past year, about 3.7 percent, and workers do have to eat. And
in the latest 3 months, the CPI has been going up at a 8.6-percent rate
without food. So while it is not 2 monumental disparity, the bias of
the control mechanism so far has been against labor. Wage control
has been more effective than price control.

Finally, what about the rationale of phase I1? This leads us into
my final point : Where do we go from here ?

We ought to be preparing a streamlined version of the controls
for 1973, with two main purposes in mind :

First, we should lop off the areas of control where competition is a
reasonably good policeman. Retail sales and rent control are the two
main candidates here. I realize that this is the politically sensitive
area. But competition does a reasonably good job here, and the costs
of control are really greater than the benefits for any lengthier period
of time. We ought to drop those. That would enable the controller
to do a better job on the rest.

At least one-third of the Price Commission’s time, I am told, is spent
on the retail sector. If that sector were dropped, the time saved could
be put to better use in the manufacturing sector. We should end the
scatter-shot approach of the controls and be more selective and more
effective on those that would be left within the control standards.
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Second, the price control standards should be put on a more rational
basis.

To be sure, Jack Grayson has done a good job in a very tough kind of
situation. But the standards he and the Price Commission are applying
in controlling prices are defective and deficient in a number of respects.
In modifying them, one ought to keep in mind that the basic purpose
is to strengthen, not weaken, the operation of the marketplace.

Presumably, the purpose of these price controls is to act as a sur-
rogate—a popular term these days—for competition in those areas
where monopoly and concentration and strategic position give undue
market power ; that is, where they thwart the free play of market forces.
T have eight quick points under that general heading :

One, use productivity as the point of departure, specifically the trend
advance in nonfarm private productivity.

Two, go from company-by-company productivity to industry pro-
ductivity for cost calculations. That is where one can get better data
and that is how one can avoid lots of the competitive—or should I say
anticompetitive 2—squeezes that are now put on some companies.

Three, shift from average total costs to marginal unit costs as the
basis for measuring cost changes.

Four, stop allowing a percentage profit markup on cost increases.
Hold it to a dollar-for-dollar pass-through. Force some cost absorp-
tion on business as we have been forcing cost absorption on labor
in the sense that labor has not been getting the full productivity in-
crease plus cost-of-living increase.

Five, drop the TLP’s, the term Jimit pricing, which gives companies
the overall ceiling price increase that Jack Grayson was talking about.

Chairman Proxnire. That is the way they can increase the price
of Lifesavers by 100 percent.

Mr. Herrer. Precisely. That lets the administered prices go up
where competition is not a good policeman, and then the average is
held down by holding or cutting prices in the competitive sector. Who
needs that? What controls should do is hit those areas where firms
have the undue market power that lets them administer them upward.

Six, use past rather than prospective data. When companies pro-
ject what their costs are going to be, they naturally tend to project
productivity increases unfavorably and thus make their unit labor
cost look larger than they really are. Keep them working from the
quarter that they have just finished, so that decisions can be based on
actual rather than projected numbers.

Seven, open the Price Commission up. There is far too much going
on behind closed doors. We need much more information on what they
are doing.

Eight, do something about that profit margin test. The width of
196869 profit margins is very poorly correlated with the need for price
changes. The price changes called for in particular product markets in
which a firm operates are often unrelated to a firm’s 1968-69 profit
margins. Instead, we ought to apply the productivity test.

In conclusion. my motto. so to speak, is not to quit when vou are
ahead, but consolidate your gains. Gradually move to a guidelines-
with-clout policy. And meanwhile move along the lines that T have just
outlined.
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Chairman Proxmire. Thank you, Mr. Heller. I must say I can praise
you even more warmly now because I agree especially with your
recommendations, most of them, with great enthusiasm, but the prob-
lem is this, and I would like your political advice. While you are not
a politician, you obviously have fine judgment in this area and you
see our problem.

We recommended almost all of these things to the Price Commission
last May and they have done very few of them, very little of them. I
ran down the list of recommendations with Mr. Grayson and he
indicated they tried and have done their best but they have not held
public hearings, they have not moved from a firm to an industry basis
on profit margins, they insist on TLP, they insist on the profit margin
for 1968-69.

The question is, we are about to rewrite the law because we have to
act on it one way or the other by April 80. That is, the main purpose
of these hearings is to provide the beginning of the debate and the
dialog and understanding.

Do you feel it would be wise for us to incorporate into the law as
we rewrite it a mandate that they do these various things, require it,
or would it be too inflexible ?

Mr. HeLrer. Well, essentially you know you are setting up a con-
flict between my “druthers” on the specifics and my concept of constitu-
tional versus statutory law. In other words, I hate to put too detailed
a set of requirements into what is their constitutional law. I very much
want them to do this. I believe they should do it.

Chairman Proxre. Give them the chance and I think they have
sa_i(% “No.” I think he is a very sincere man, but he obviously disagrees
with us.

Mr. Herier. I am very reluctant to write out a bill of particulars
in spite of my strong feeling that they are going down the wrong
path on so many of these fronts.

Chairman Proxamre. It seems to me Congress is awfully impotent,
if we feel very strongly that these various measures sohuld be put into
effect, and if the Joint Economic Committee, fairly representative of
the Congress, recommended all of them and none of them were put
into effect, and there is every indication they are not going to be put
into effect. So it would seem once again we are saying criticize the
President and make some speeches about it and talk about it on the
floor and then give him carte blanche to do what he wants to do,
which we know will be contrary to what we think will be an effective
program.

Mr. Hepier. I wonder whether we have any halfway house at all in
our legislative and statutory mechanism by which the sense of Con-
gress can be expressed not just in the form of a committee expression,
significant as this committee is, but where it could be made pretty
clear without inflexible specifications that movement in these direc-
tions is the congressional will.

Chairman Proxare. Of course there is one other example that
really frustrates me. We wrote into the law the requirement for open
public hearings and they simply have not had them. We had put in
“where feasible.” We have to give them discretion. Even though we
put it in the law, they did not do it.
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Let me get on another line.

You talked about something which Mr. Grayson and Judge Boldt
and others have disagreed very vigorously on and they have given
reasons that may or may not be persuasive, but they seem to be pretty
strong.

Yoﬁ favor knocking out retail and wholesale industry, which has
had a very small wage increase, 3.9 percent, and relatively modest
price increases, and rent. Now, the argument against that is that (a)
we would seem to be softening the price control mechanism, () the two
major points of contact for the consumer with price controls are in
rents. and especially in retail. If you knock that out he does not see
and does not feel the stabilization program.

And furthermore, there is a very significant psychological effect on
the negotiations coming up beginning in April with rubber and then
with autos and other industries.

If the Congress is going to decontrol rent and retail at this point,
it seems to me you may have a signal for go-ahead and get all you can
to labor in their negotiations.

Myr. HELLER. Well, that is why I mentioned the political problem.
What T am talking about is the goal toward which we would be work-
ing in a gradual evolution of the controls. And I start from the phi-
losophy of the controls, which ought to go back to the wage-price
guidepost philosophy, if you will, of 10 years ago; namely, that we
are trying to let the market work where it will work, which is certainly
an objective you share.

Chairman Proxyire. Yes, indeed.

Mr. HeLier. And in the areas where it works poorly, try to devise
standards and procedures that will make the noncompetitive part of
the system work more in accord with competitive principles.

If that is the standard we are working toward, it would call for
dropping the retail and rent areas because by and large there is
enough competition in those areas. Lord knows we are overbuilding
apartments 1n this country, and we have a pretty good residential con-
struction boom going on. So that while some people are caught in the
web, competition is going to work fairly effectively in this area. If
you want to avoid the long-run stultifying effects of controls, this
1s the place to start getting rid of them. But as you suggest, the timing
1s important.

I realize that labor will feel deeply aggrieved if retail price control
is pulled off. T would hope that the demonstration that the overall
price indexes are improving and that in the longer run, if you control
at the manufacturing level, the markup system will mean that you
are controlling at the retail level will be persuasive. But I realize
that is going upstream psychologically.

Chairman Prox»ire. Maybe I misunderstood the opening part of
your remarks, but I got the impression that you were arguing we
should not take controls off while unemployment was as high as 5%
percent and we ought to try working unemployment down to 414
or 4 percent before we take controls off.

It seems to me that turns the problem on its head. The usual view,
certainly the view most of the witnesses here have given us, is that
as you get to a more fully utilized economy you come into a demand
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pull inflation, and that is the time when you just cannot afford to
give up controls. This is what really frightens me about our control
system .

}I cannot see circumstances in which it is going to be politically
advisable to take them off. If we make the progress we all hope we
can make and get unemployment down, then there will be some in-
flationary elements in the economy. While unemployment is down
at this level you say we should not take them off because we seem to
be relying on unemployment to hold down prices rather than controls.

Mr. HeLLEr. Again, you are putting your finger right on a very
difficult dilemma, but I am not suggesting we abandon all wage-price
intervention when we reach full employment.

We should continue that part of it which represents the attempt
to break the grip of market power both by big business and big labor,
and that is the major way that you have available to improve the
Phillips curve, the jobs-prices tradeoff. If you suddenly abandon all
wage-price restraints at four and a half or four percent unemployment,
you are quite right, it would be inviting more cost-push inflation.

I am hoping you could keep the excess demand inflation in check
by responsible fiscal and monetary policy and that is one reason

Chalrman Proxmire. It seems to me it is going to be many, many
years, certainly 4 years, perhaps a lot more than that, before we can
really begin to make any progress on some of these structural changes.

We talk about the antitrust laws, we talk about some of these other
measures that are necessary. It will be extraordinarily difficult to
get through in a Democratic or Republican administration, Demo-
cratic or Republican Congress. We have had these for years. Many
fine economists recommended that we drop them.

Mr. Houthakker was very emphatic the same way yesterday. But
the outlook is not very good. Under these circumstances it seems to me
you are giving us a formula for at least some kind of pretty powerful
controls over the economic system for the indefinite future.

Mr. Herper. I am suggesting essentially a semivoluntary system
with the big stick in the closet as the hidden persuader, something
like the way we are using credit controls now.

The reason that Mr. Burns can be effective in calling for restraint
on the prime rate is because you and the rest of the Congress have
given him some clout, given him the club in the closet, the hidden
persuader that induces compliance here.

Under a parallel approach, we try our best to work out in the labor-
management-consumer triangle a social contract. Moral persnasion and
Presidential prestige and leadership have to do a good part of it. Then
when you have the outrageous violation, use the rollback power. But
there is a very slimmed-down revision of the present controls. It really
represents, as I say, a procompetitive force, not an anticompetitive
force.

I would agree with you, and this is a change in my position of 2
years ago, I find it difficult to see dropping that part of the controls
mechanism even at full employment, provided that a responsible
fiscal-monetary policy keeps demand pressures within bounds. If
you go beyond the bounds and get into excess demand inflation, then,
of course, there is no way that that kind of cost-push control can work
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for any length of time. That is what happened in 1966-67, the wage-
price guideposts just got washed away, got swamped by excess de-
mand 1nflation.

I am hoping we have learned something on that score and that we
are going to have more responsible demand control through fiscal
and monetary policy.

Chairman Proxarire. My time is up. I hope you take a look at what
I think was the failure of our controls on interest rates, the failure
to invoke any kind of effective interest rate control. That is not a
very good example of the shotgun in the closet.

Senator Javits.

Senator Javrrs. Mr. Heller, I shall not detain you long. I wanted
immediately to get at the central question of food prices.

What should we do?

I know your general political orientation. What do you suggest we
do? Shall we just suffer?

Mr. Herter. I think that as an economist, regardless of the fact
I am from Minnesota, I would have to say we have to do two things.

First of all, the negative one, the don’ts. I do not think we could
control food prices successfully. I do not think we should. T see no
way of effectively doing that.

But, secondly, I think this is an area where some of these restric-
tions that are dear to our hearts, politically speaking, will have to
be modified. As part of a general assault on cost- and price-boosting
measures, we need to modify farm price supports and ease tariff
duties and import quotas. This is a significant factor on the food side.
To some extent it could be relaxed and contribute to lower prices. We
have to do some of these structural things. I doubt that we can do it
by putting a cap on prices.

Senator Javirs. Mr. Heller, I am very sympathetic to that point of
view. I suggested this morning the consideration of putting them under
controls for this reason. I agree with you, but I am skeptical with re-
gards to timing, knowing the situation we face here and knowing how
hard it is going to be to do anything about subsidies and with the al-
ways present problems of limitations on production and on the import
phase. You know what the President has done is very nice as far as
it goes, we are very appreciative, but it really is not anything that is
going to have very major effect on prices, and this is a sacred cow.

How do you suggest we should get at it within the approximate
time? This will break controls sooner than anything else as well as
break the anti-inflation front sooner than anvthing else, because one-
quarter of the worker’s income is the cost of food and that is where
the lady who runs the show goes the most often. There are 70 percent
of our people or more in the cities now and only roughly, I think, you
correct me if T am wrong, about 6 percent on the farm.

Where are we going in this thing? How long can we sit around and
wrestle with the political difficulty of getting anything done on the
agricultural subsidy and support front?

Mr. Hrrrer. Well, essentially you are putting an unanswerable
question. It is a difficult and politically sensitive matter. Yet, the eco-
nomic facts of life are that 1f you put tight controls on food at the
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well head, so to speak, at the farm level, you would get distortions in
production so rapidly that it would soon be self-defeating unless one
coupled it with rationing, heaven forbid. That does not mean that
where food processors, where agricultural business exercises this same
kind of concentrated power that we have been talking about this
morning in other sectors, they should not be subject to wage-price
intervention. But I do not see a way out by trying to put a cap on
everything from, let’s say, eggs to potatoes to all the other farm
products.

Senator Javits. Are not the processors under control now?

Mr. Herrer. Processors are under control now.

Senator Javirs. Look, I am not trying to force you to the wall on
this thing. We are in a common boat that is rocking very badly and
you have given me the best you can.

Mr. Herrer. Which is not very good because I do not think there is
a very good answer.

Senator Javrrs. I do not think it impossible.

Mr. Herer. And there are places where we have to recognize what
H. L. Mencken says, “For every problem there is a solution, simple,
neat and wront.” Some places the solutions are not there or they are
very complex.

Chairman Proxmire. The fact is that only about one-third of the
housewives’ food dollars goes to the farmers so there is two-thirds of
the cost which is subject or can be subject to regulation.

Mr. Herier. Even there, I might note as a matter of possible inter-
est I serve on the board of a food processor, International Multifoods
and have therefore seen the price controls work close up. One observes,
for example, the anomaly that the Russians buy wheat, wheat prices
go zooming up, and even then one has difficulty getting cost-justified
price increases for family flour and bakery mixes approved by the
Price Commission.

There is an area where competition would regulate the price. On the
other hand, in the case of a proprietary product like, say, Kav Kavna
Club Cheese, which is made in your State, Senator Proxmire, there is a
much stronger case for keeping it under close scrutiny. The lines are
not easy to draw.

Senator Javirs. Of course, I am told the Price Commission, I know
it is in the press, just allowed a bread price increase and you cannot
squeeze the processes between the seller and the millstone.

Incidentally, I am told that the Price Commission has some addi-
tional light to cast on this Lifesaver business and, as little things like
that do tend to carbon stamp a program, Mr. Chairman, I ask unani-
mous consent, and I will inquire of the Price Commission and get a
letter from them as to what this is all about. I do not want to give you
even the explanation they have already given me because I have not
checked it, but I would like to have, if I may, a letter inserted in the
record which will state what the situation is.

Chairman Proxyire. Without objection, we will be delighted to
have that and I expect a very sweet answer from them.

Mr. Herrer. With plenty of holes.

Senator Javrrs. I predicted this would eatch on and I know what I
am talking about.
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(The letter follows:)

Hon. Jacos K. Javits,
U.S. Senate,
Washington, D.C.

Dear SeENator Javirs: During the testimony of Chairman Grayson before
the Joint Economic Committee on November 15, 1972, a question was raised
concerning a 1009, price increase for “Super Flavor Life Savers”” which are manu-
factured by Beech-Nut, Incorporated.

It has been determined during a review of this matter that Beech-Nut began
to develop Super Flavor Life Savers in 1969 to sell nation wide at a uniform
price. The product was introduced in late 1970 and sold in ten states up to
August 14, 1971. During this period the price levels were $1.15 per box from the
manufacturer, $1.37 per box from the wholesalers and jobbers and $2.00 per box
from the retailers.

The Internal Revenue Service in December of 1971 ruled that ‘‘a substantial
volume of sales were executed on a new product of a type customarily distributed
nation wide at a uniform price.” They further stated that “base prices had been
established in the nation wide marketing area for which the product was intended
and these base prices may be used by other wholesalers, jobbers and retailers
who now offer the product.” Thus, the prices charged by Beech-Nut for the new
product are proper under the regulations of the economic stabilization programs.

However, it should also be noted that the specific ‘“Super Flavor Life Savers”’
exhibited during the hearing were purchased at a movie theater. It is quite posiible
that the movie theater is exempt from controls under the “small business exemp-
tion”’ for economic units having less than 60 employees.

Tha“é’? you flor the opportunity to furnish this additional material for the record.

incerely,

NovEMBER 29, 1972.

James H. HoGuE,
Director, Congresstonal Relations.

Senator Javirs. Mr. Heller, only one last question, about rents.

Would you not have to qualify what you said about decontrolling
rents? I am not going to engage in any debate with you about the fact
that a rent decontrol program must be based upon an adequate supply
at reasonable prices in the given place, because, though you say they
are very competitive, you cannot move around with them.

We saw, for example, in the New York suburbs fantastic rent in-
creases when the control program was off, or was threatened to go
off big, very big, really shocking. So you would qualify on that, your
advice being to us if you found there was adequate competition in
available space and in price in a given area, then you would consider
that a suitable area for decontrol.

Mr. HELLER. Yes.

As a matter of fact, one can go too far in talking about big business,
big labor, basic materials. One really has to ié)entify the sticking
points where there is concentrated power or monopoly power or a
special strategic situation of the kind that you are talking about. That
is where you have to concentrate the fire power of whatever wage-
price intervention you have left.

It is entirely consistent with that principle of saying in those areas
where competition just will not work; yes, maintain surveillance and
some kind of backup sanctions.

Senator Javrrs. Thank you very much.

Chairman Proxmire. Mr. Conable ?

Representative Conasre. Thank you, Mr. Chairman.
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Mr. Heller, you were quoted in a reliable national media the other
day as advocating a $15 billion tax increase in 1974. I wonder if you
would spell out for us a little the assumptions on which this advocacy
is based and what relationship it bears to the continuance of controls.

Mr. Herier. I would be glad to.

No. 1, with respect to the $250 billion ceiling that Mr. Nixon has
set for himself, and I believe that is a cut back of about $10 billion
in what Congress has appropriated.

Chairman Proxaire. Well, the Joint Committee on Internal Rev-
enue and Taxation says abont $6 billion.

Representative Conapre. Somewhere between six and eight in the
expected spending rate.

As to what was appropriated, you have very substantial pipeline
fund in addition to those appropriated for fiscal 1973.

Mr. Heroer. I want to start out by saying that I have no doubt that
the President has his heart in the job of trying to cut back to $250
billion, and yet I think it is going to be extremely difficult to do so.

If he puts defense into the category that he can cut back, then my
judeoment would have to change. But so far, it looks as though he is
saying, I am not going to cut defense, I am not going to cut revenue
sharing. I do not see that he can cut interest on the debt, veterans’
benefits, social security benefits, unemployment compensation.

We all know the long list of uncuttables and untouchables and un-
controllables. When you are all through with the list you have $75
billion left in the social spending areas, in education, in health, wel-
fare, housing, poverty, manpower programs, pollution control, and
the like.

It seems to me to cut at an annual rate enough to even wring $6 to
$8 billion out of that budget, you are going to have to cut the gizzard
out of some of those programs. I think that Mr. Nixon would have a
very difficult time doing it. But I suppose I have to be candid in saying
that there is more to my judgment about the tax increase than just
the judgment of whether he can do it or not. I do not think he should.

Representative Coxarre. I thought so.

Mr. Herrer. I think it is politically, socially, and economically ir-
responsible to cut that budget back in the way 1t would be cut under
these eircumstances.

Politically, because the U.S. Congress has enacted $256 or $258 bil-
lion of appropriations and has said they would not give the President
the power to cut those back to $250 billion. It involves a certain arro-
gance of power to move ahead and cut back drastically those things
the closest representatives of the people have left needed doing. Their
judement may have been wrong, but it does not seem to me that this is
something the White House should be doing in the face of congres-
sional election returns that put an implicit stamp of approval on
conaressional spending priorities.

Socially, T think it would impact on just the wrong programs. It
wonld impact on social domestic programs that are designed to meet
aching needs. The effect ought to be to tighten and improve those
programs, not dump them.

Economically. this economy has enough slack so that we do not want
a huge cut back in Government spending at this moment. It strikes
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me as particularly ironic by the way that we have cut taxes $21 billion
since 1969, and then put all the blame on the increase in Government
expenditures for our big deficits.

o what T am saying is that politically, socially, economically, the
responsible thing to do is not to cut back expenditures with a meat
axe and cleaver. Instead, reform procedures, processes, and plannin
that will achieve responsible budgeting in the future. Install advance§
planning, 5-year budgeting, a more effective congressional method of
looking at the whole %udget horse instead of just the left hind leg in
the appropriations process. Then face up to the fact that, when full
employment is again in sicht—presumably in 1974 since unemploy-
ment is unlikely to fall below 4.5 percent by the end of next year—
a tax hike will be in order. Move in with a responsible tax increase to
match what will be a very substantial full employment deficit at a
time when we do not need that excess demand injected into the
economy.

Representative CoNaBLE. You are assuming a fairly high degree of
economic expansion even though the unemployment rate will not be
terribly responsive?

Mr. Heroer. I am assuming that in 1974, in contrast with 1973, the
unemployment rate, given the right kind of support with wage-price
restraints and some structural changes, will be moving on down below
the 4.5-percent, level. Then we will, so to speak, reach the moment of
economic truth. We will need that tax increase to responsibly restrain
the excess demand that the Federal Government otherwise will be
injecting.

Representative Conapre. In other words, you are saying in effect
that you do not have confidence that if we get some excess demand
again that the price mechanism is going to be very effective in dealing
with 1t ?

Mr. Herrer. T am saying that the kind of wage-price intervention,
the kind of cost-push restraint that I envision, is the hand-maiden of
responsible and fiscal and monetary policy to control excess demand.
It is a hand-maiden that restrains cost-push inflation and it has to
be part of a balanced program in order to make it viable. If excess
demand develops, as I said earlier, it is going to wash over any con-
trols you have.

Representative Conasre. Is not one of the great dangers we have
in continuing price and wage control mechanisms too long, the assump-
tion that it is something we can rely on too much?

You are advocating a balanced program and price and wage con-
trolshby themselves are not sufficiently basic to be terribly dependable,
are they?

Mr. Herier. T think for the long run a smothering blanket of wage-
price controls covering the whole economy would be the worst thing
you could do, and T am suggesting a very selective approach to con-
centrate on a few of the really central sticking points of both the
wage and price structure.

Representative ConaBre. It is just not possible to say how long is too
long on price and wage controls, 1s it ?

Mr. HerrEr. No, it isnot.

Representative ConasLe. The tendency is to look at it historically
and say other countries have tried this ‘and it has not worked very
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long. You can assume that demand forces in the economy will pull the
structure down eventually, but you do not know how long because you
do not know what the circumstances are going to be. But apparently’
you fee] that it is possible to assume that some additional pulling oft
of excess demand is going to be necessary through increased taxes.

Apparently your argument is primarily economic and not social,
although the social input is there, too. Is that a fair statement ?

Mr. Herier. There is a social input which has to do not merely
whether the President can cut back the $250 billion, but whether he
should, given the areas where he would be forced by facts and circum-
stance to cut. It is very easy to be misunderstood on this because
people say, how come you are advocating a continuing stimulative
policy now and yet advocating a tax increase within 18 months?

There it is again, Mr. Conable, precisely what you are saying, the
difficult problem of timing. I am talking about no tax increase before
1974, but be ready and have the guts, the responsibility and the intelli-
gence to move in ‘with the tax increase at that time.

Chairman Proxmire. And only if unemployment is down in the
general 4-percent area you are talking about ¢

Mr. Herrer. That is right.

Chairman Proxyire. We might not have a tax increase in 1974 or
1975, 1f it does not get down there. The predictions this morning in the
paper indicated many economists felt unemployment would be in the
5.%01" 5.3 percent range, averaging that in 1973 down very little at the
end.

Mr. Herier. I am very glad you pointed that out because the $15 bil-
lion figure was based on a prediction of where the economy would be
moving as well as a projection of the country’s social needs and
priorities.

Otto Eckstein, as I am sure you are aware, said we may be able to
avoid a tax increase by 1974. It is really a question of whether the
economy as a whole, outside of the Federal Government, is running
surpluses or deficits. State and local governments may be running
sizable surpluses at that time. They are in a temporary period of
clover. But if the economy as a whole is running inflationary deficits,
the Federal Government has to run a surplus or we have an excess
demand situation.

You are quite right, it has to be adapted to the circumstances that
prevail at that time in the economy. My projection of what the circum-
stances will be may be wrong, but as of now, I firmly believe they will
call for a tax increase.

Chairman Proxyire. Mr. Heller, Thank you once again very, very
much for your usual splendid job. We very much appreciate it.

The committee will stand adjourned.

(Whereupon, at 12 :45 p.m., the committee adjourned, subject to call
of the Chair.) :



APPENDIX

CONSTRUCTION INSPECTION SERVICES, ING.,
Bethesda, Md., November 10, 1972.
Hon. WILLIAM PROXMIRE,
Chairman, Joint Economic Committee,
New Senate Office Building, Washington, D.C.

DEAR SENATOR PrOXMIRE: I would like to take this opportunity to submit for
the record my article “Environmental Safety Concern Threatens Construction
Industry”.

My purpose is simply to point out that in the construction industry, where
federal construction costs are increasing at the rate of one half of one percent
per month, and private construction costs increasing at almost one percent per
month (including land value and interest rates), some sort of effective controls
are needed to regulate the excessive demands of both business and the American
public.

I am enclosing two additional items, a copy of my lebter to the Senate Com-
mittee on Labor and Public Welfare and a speech I presented at the Industrialized
Building Exposition in Louisville, Kentucky on October 30th where Mr. Ralph
Nader was the keynote speaker on November 1.

Very Truly Yours,
Arvin L. HOFFMAN.

Enclosures.

ENVIRONMENTAL, SAFETY CONCERN THREATENS CONSTRUCTION INDUSTRY

Clamor for instant protection, both physical and environmental, may
add significantly to construction costs without materially benefitting
public or workers

(By Alvin L. Hoffman)*

One of the largest United States industries—construction—is suffering largely
because of two far-reaching packages of legislation, the Occupational Safety and
Health Act (OSHA) and the various ecological dicta. The fact that Congress and
others have virtually ignored the effects of this legislation on the construction
industry will have, and to some measure is already having, major negative reper-
cussions for the nation’s financial growth.

Of course, construction really is not an industry in the accepted sense of the
term. Rather, it is a huge and often disorderly agglomerate of some 800,000
individual firms, which range in size from fatler-and-son enterprises to authentic
giants. It employs approximately 4 million workers, and does its $115 billion
worth of work annually in thousands of locations, usually one-time-only “fac-
tories” set up at jobsite to produce only one product. Production still depends,
despite machinery, on human skills and initiative.

Nevertheless, the industry accounts for at least a tenth of the total U.S. Gross
National Product, and is basic to all other business and human activity. No
trucks roll; no barges move ; no ports function ; no railroads operate ; no sewage
treated; no water supplies delivered; no electric power generated; no homes
built ; and very little mortgage money invested—unless construction men do their
work. Yet, the general public has only recently become aware of the effect of
the construction industry on daily life, or of the increase in the costs of living
and doing business that are sparked by increasing costs of this essential service.

1Mr. Hoffman, president of Construction Inspection Services, Inc. is the author of
numerous articles on the problems of the construction industry, has served as a witness

before several Congressional committees, and is a recognized authority in his field. The
firm’s operations have also been the subject of numerous feature articles in various trade

journals.
{219)
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GOVERNMENT LEVELS UNAWARE

That awareness, however, has not worked its way up through the levels of
government, particularly Congress and some of the agencies. Certainly, it has
not penetrated the consciousness of often self-anointed “conservationists” who
have been clamoring for instant environmental protection at any cost. It hasn’t
even penetrated too deeply the thinking of a construction labor, where the situa-
tion should best be realized.

From the viewpoint of a lender and a developer, the meaning is clear. A sub-
stantial share of the future construction financing will have to go into essen-
tially nonproductive uses in order to comply with the new safety and health and
environmental requirements.

How much more? That is a matter for conjecture, but knowledgeable observers
place additional costs in the following ranges:

1. Up to 30 per cent more on the cost of construction machinery, to account
for safety devices and other requirements that are now a matter of law or
regulation.

2. Up to 25 per cent more on the overall cost of a project for additional “en-
vironmental” controls beyond precautions now taken, and for health and safety
provisions that must be observed and carried out by general contractors and
subcontractors.

3. More than 10 per cent more per year in overall costs for projects delayed
by squabbling over environmental consequences. This has already reached an
estimated $4.5 billion in public construction, plus many more billions in private
construction

CONTINUING ESCALATION

This list says nothing of the effect of the continuing escalation of wage-fringe
demands by labor. Last year, even though “controls” were in effect for part of
the year, wages for construction men rose between 8 and 11 per cent. This year,
even if the President’s most hopeful efforts are confirmed, the rate of wage-
fringe increases will run between 5 and 7 per cent. Finally, to these direct costs,
must be added the effect of similar regulations on the industries which supply
construction with materials, machinery and fuel.

Of course, no one can seriously argue that concern for the environment and
for the safety and health both of construction workers and the general publie
is not proper or not long overdue. Americans have lived for almost 200 years
in a “throw-away” society, bolstered by the apparent abundance of natural
resources. Only recently, with population topping the 200 million mark, has it
begun to occur to many that the natural resources of the United States are not
limitless; that water supplies can not be befouled continually ; that land can not
be permitted to erode; that even the air is of limited supply. It is equally true
that Americans have been careless about human life and its limitations. Too
many injuries and deaths have been tolerated when even minor precautions
might have prevented them.

However, in typical American fashion, the pendulum has swung very sharply
in the opposite direction. The public has embarked on a free-swinging demand
for an end to every form of pollution, to every possible threat to safety. And
they want the changes now!

Congress has responded with laws such as OSHA and another special occupa-
tional act aimed specifically at construction, with ever-increasing restrictions
and standards aimed at cleaning up the environment. This has caught federal
and state officials in the middle of an impossible situation. Congress is demand-
ing instant action and industry has argued that not nearly enough information
is available as a base. Regardless, the bureaus have gone ahead grinding out
regulations and hoping to be able to modify them when and where needed as
things move along.

DISASTER FORECAST

The short-term repercussions could spell disaster for many industries, includ-
ing marginal operators in the construction field. Obviously, in the long run, em-
ployment will grow and business will adjust. But the long-run adjustment is not
much help to those who are displaced now.

The fact is that nobody has enough facts right now to do a good job promul-
gating the rules or writing the necessary legislation. Specifically, no one really
knows how many persons have been killed or injured in overturning of tractors,
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misuse of cranes, failures of guard rails and other devices, or even as results
of the use of hand tools. This lack of information is even more scandalous con-
sigering the fact that construction is counted as (next to mining) the most dan-
gerous United States occupation.

Reasons for the dearth of facts are rooted mostly in the widely varying
methods of reporting accidents and injuries among the 50 states. Other reasons
lie in the fact that the industry has traditionally held more interest in the safety
of the machines it uses than their operators. The very nature of the work, which
unavoidably involves handling huge weights, awkward pieces of materials, heavy
machines and working at great heights and depths, also make data collection
seem almost futile. Not the least of the industry’s burdens in this area are the
provisions of more than 4,000 building and safety codes by as many local juris-
dictions, enforced in varying degrees.

Partially due to its very visibility, construction has been the subject of myriad
regulations pouring out of Washington the past year. Every one of them will
cost more money in some way. For example, under the Occupational Safety and
Health Act, tractors and prime movers will have to be equipped with roll-over
protection systems on a time schedule that will require that virtually every piece
of such equipment now on the job will have to be converted. The 30,000-member
member Associated Equipment Distributors Association says this may cost more
than $1.2 billion, largely because most tractors built up to now do not have the
frames to withstand the extra weight and will have to be refitted and strength-
ened, Cranes will have to be equipped with devices that will tell the operator if
he has overloaded his machine or has extended the boom too far for the load
being lifted.

SAFETY SUGGESTIONS

In addition, anyone working at heights of ten feet or more will be required to
be protected by guard rails or other devices at all openings, or to wear safety belts
and rope rigging if such guards cannot be provided ; equipment that emits noise
or smoke will have to be housed (for sound muffling) and fitted with smoke-
control devices: enormous off-highway trucks and other rubber-tired equipment
must be equipped with mud flaps or fenders; special provisions must be made
for grounding hand-held equipment, some of which (but not all, as a result of
much protest by contractors) will have to be equipped with “dead man” type
electrical switches; and contractors will have to provide all manner of safety
clothing and equipment.

There is a potentially significant omission in OSHA : although the contractor
is required, under severe penalties, to adhere to the Act’s regulations, workers
are not compelled to use the safety devices provided. Lawmakers argue that the
contractor can legally fire employees who refuse to comply, but practically, given
the almost complete union control of most construction sites, that is generally not
likely. And the threat of demanding a federal inspection for a suspected safety
violation certainly gives labor unions a massive weapon at the collective bar-
gaining table.

If “safety” laws constitute the more spectacular of the restrictions, the en-
vironmental laws, by giving the public a right to intervene, have been respon-
sible for delaying an enormous amount of work already. A few examples: the
two-year halt in construction of the proposed $2-billion Alaskan pipeline (now
estimated to cost $4 billion) ; the halt of virtually all offshore oil and gas drilling ;
of the huge Tennessee-Tombighee waterway; of the long-planned Cross-Florida
barge canal; of a $60-million highway segment in Pennsylvania; of the $91.5
million Interstate 66 in Virginia; and the Three Sisters bridge project in Wash-
ington, D.C. In addition, the Tennessee Valley Authority recently said that addi-
tional pollution control measures currently required or actively proposed by state
and federal regulations could add $600 million annually to its expenditures.

Finally, there are added costs already piling up on the labor front—not only
from existing and anticipated wage increases, but from other causes. A big item,
for example. is the singling out of the Construction industry as a test-tube for
increasing “minority” hiring in many cities—actually setting quotas of such
workers who must be hired, despite any preponderance of “white” tradesmen.
This has already increased costs by requiring expansion of training programs and
safety measures, and has vastly increased the possibilities for labor disputes.

§8—490—73—pt. 1 15
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DESPERATE STRUGGLE

Labor is clouded by the almost desperate struggle of construction contractors
te regain management control of their jobs, which they lost through union
intransigence and adverse court decisions. The contractors are being told—by
the unions—what materials and methods they may use, what hours will be
worked, and what conditions must prevail on the job. The employers are fighting
back, but they are hampered by court decisions such as the famous “Philadelphia
Door” case of a few years ago, in which union refusal to install pre-hung doors
was upheld by the courts.

The picture that emerges of a Gulliver-like, giant industry handcuffed by a
myriad of Lilliputian annoyances is not exaggerated. The situation also poses a
number of problems for investors and lenders in areas touched by construction:

1. An investor or lender must be as familiar as possible with requirements of
safety and health laws and regulations, so that he can estimate their effects on
the costs of the work. In addition, he must be certain that the borrower has fully
complied with the law.

2. The general outlines of environmental requirements must also be known to
lenders, and proper allowances made for delays incident to compliance.

3. Finally, an investor or lender must be aware of wage and productivity trends
in the industry, and of the special conditions that control them.

Perhaps most importantly, investors and lenders must be prepared to meet
demands for more money to complete projects within these restrictive boundaries,
money that will not in itself produce any return on the specific investment,
whatever its overall effect on the world may be.

CONSTRUCTION INSPECTION SERVICES, INC.,
Bethesda, Md., Scptember 15, 1972.
Hon. HARRISON A. Wirriavs JR.,
Chairman, Committee on Labor and Public Welfare, Occupational Safety and
Health Act, U.S. Senate, Washington, D.C.

DrAR SENATOR WILLiaMS: I would appreciate the opportunity to add a brief
comment, for the information of the committee and the Congress, on some aspects
of the construction industry that should certainly be considered in any broad
legislation affecting this endeavor.

My principal purpose is to point out that although Constructinn, in aggregate,
accounts for about a tenth of the annual gross National Product—some %120
billion per year—and is one of the nation’s major employers (some four million
persons), it cannot be considered as a monolithiec “industry” in the manner
as manufcaturing enterprises. Rather, the industry is composed of mores than
800,000 individual contracting firms of sizes ranging from tiny family enterprises
to international giants; it is fiercely competitive within its own ranks; and it is
much fragmented by specialization. More, it is a truism that no two construc-
tion projects are ever exactly alike (because of difference in design, foundations,
weather and much else).

I would like to submit the attached statement for the record, plus three addi-
tional articles for the committee’s information.

Very truly yours,
ArviNn L. HOFFMAN,

STATEMENT OF ALVIN L. HOFFMAN, PUBLISHER OF CONSTRUCTION ECONOMICS

The key point, I believe, is that a construction contractor is a “manufacturer”
who sets up a complete “factory” wherever needed (often in the most impossible
place imaginable), in order to produce just one produect, one time.

Hence broad generalizations, particularly in legislation, concerning the in-
dustry and its practices seldom can be translated into meaningful and workable
rules that will work no hardship on many segments of the industry, whatever
the desired overall effect may be.

For this reason, I believe that the industry requires a special hody of law—or
at least special langunage in any law—that takes account of its peculiarities. as
well as its economic importance to the nation. I believe no broad labor, price,
safety (OSHA) or other legislation which will affect the industry should be
written without the most careful consultation with the industry.
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On this latter point, the Committee may wish to consider a suggestion that
I believe would have great value, both as to administration and possible modi-
fication or amendment of existing law and regulations, and in formulation of
new law or new regulations:

There should be an officially-constituted advisory committee of the construc-
tion industry—serving either or both the Congress, or the Executive departments
charged with administration of safety and health and general labor laws.

Most importantly, in my view, this committee should be made up exclusively of
contractors’ representatives—not the engineering and architectural professionals,
the academic group, or labor. It is, after all, the contractor who is on the “firing
line” on the jobsite, and who must, in the end, see to it that regulations are
complied with, and that any added costs are absorbed. Enlisting the cooperation
and advice of this group in the formative stages of either legislation or regula-
tion, and in commenting on administration and enforcement would, it seems to
me, also ensure far better cooperation as an end result, since the contractors
would thus be an integral part of the process. Further, its advice as to the
practicalities of any programs should be invaluable.

I would like to suggest a Committee of not more than 20 members, in order
to keep it within manageable size. Membership should represent the two or
three national organizations of general contractors, such as Associated General
Contractors, Associated Builders and Contractors; and the major subcontractor
and specialty groups, such as National Association of Home Builders, National
Constructors Association, SMACNA (Sheet Metal & Air Conditioning Contrac-
tors National Association), NESCA (Electrical Contractors), national groups of
plumbing and other specialty areas. Myself and my associate, Mr. E. E. Halmos,
who is well known as an editor and commentator on the construction industry
would be pleased to work with the Committee in suggesting other groups that
might also be included.

It seems to me that such a Committee, placed as an intermediate step in the
process of developing legislation, regulation or enforcement—for advice and
comment only—could provide significant guidance to the federal establishment.

INDUSTRIALIZED BUILDING ExPosITION AND CONGRESS, INC,,
October 30 through November 2, 1972, Louisville, Ky.

(Seminar—2-12 Commercial Institutional, 2:15 p.m,, INBEX Room One
Oct. 30, 1972)

ENGINEERING'S ROLE IN SYSTEMS AND SUBSYSTEMS BUILDINGS

(Progress in coordination of subsystem will be discussed by a panel
of speakers selected by the Consulting Engineers Council of the U.S.
Coverage will include such aspects as system compatibility, packaging
and distribution ideas, performance data and teamwork considerations.)

“PROBLEMS THAT NEED SOLUTIONS”

(By Alvin L. Hoffman, Publisher of Construction Economics, President of
Construction Inspection Services INC. (CIS))

Today we find ourselves in the undesirable position of being unable to pro-
duce the necessary volume of construction that our country needs at a price
that we can afford. The seriousness of this problem is rapidly increasing with
the cost of construction escalating at the rate of 1% per month—using simple
4th grade arithmetic, 1975 construction cost will be at least 50% higher than
comparable 1971 construction cost.

The general public has only recently become aware of the effect of the con-
struction industry on daily life or of the increases in the costs of living and
doing business that are sparked by increasing costs within this essential service.

One of my articles, “The Future of Construction in an Environmental Age”
which was published in the June issue of the Mortgage Banker Magazine sets
out my observations in this regard in detail. Senator Robert Dole (Republican
from Kansas) presented this article to the Senate Labor Sub Committee. It was
also presented to the House Sub Committee on Environmental Problems Affect-
ing Small Business and the House Select Committee on Labor. This article will
also appear in the Washington D.C. “Realtor” this month.
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Money lenders across the counfry are depending on the expertise of the
consulting architects and engineers to attempt to solve some of the problems
confronting our industry by developing of new systems, technology and utiliza-
tion of materials available to them in order to reduce costs and increase pro-
ductivity within the industry itself. Unfortunately, the design professionals
are hampered by antiquated provisions existing in more than 4000 building and
safety codes enforced in as many loecal jurisdictions in varying degrees.

Labor is clouded by the almost desperate struggle of construction contractors
to regain management control of their jobs, which they lost through compromis-
ing with the unions and adverse court decisions. The contractors are heing told—
by the unions—what materials and methods they may use, what hours will be
worked, and what conditions must prevail on the job. The employers are fighting
back, but they are hampered by court decisions such as the famous “Philadelphia
Door’” case of a few years ago, in which union refusal to install pre-hung doors
was upheld by the courts.

Construction management is hampered by special privileges granted construc-
tion labor by various labor laws-—mostly depression born, that have outlived
their usefulness—for example the Davis-Bacon Act which is considered by labor
as a keystone of its construction wage structure since it sets “area” wage rates
that must be met by all federal contractors and these rates, by long acquiescence
of the Labor Department, normally start at the high median of union wages.
Thus, the Davis-Bacon wage scales become a high “floor” from which unions
can negotiate upward in new contracts.

-1, pergonally, am looking forward to hearing what Mr. Ralph Nader has to
say tomorrow. This man has certainly performed a service in calling to the
attention of the American public the need for more emphasis on safety in the
development of automobiles and other matters, such as the famous x-ray shield
scandal where the American Medical Association failed to require the manu-
facturers of X-ray equipment to build into the equipment an inexpensive alui-
num shield to filter out low level x-rays which serve no purpose except to burn
the patients’ skin. But, just as any successful businessman, starting up the ladder
of success—Ralph Nader has growing pains—he is beginning to spread himself
too thin and is conducting slip-shod investigations which serve to discredit not
only the institutions he investigates but himself. For example, his recent inves-
tigations of Congress provided little that was not already known. His profiles
of the individual members of Congress were put together in a hastv and slip-
shod manner. This is my personal opinion, but editorials published in the press
throughout the country almost unanimously support my views.

I question whether he will use this same method in his investigation of the
construction industry. Will he use the same lawyers and political scientists
that he used to investigate Congress? It is difficult for me, as a construction
industry specialist, to see how such people would have anything constructive
to offer to a highly technical industry such as ours.

We in the industry have long recognized that there are many problems in the
area of construction. We are here for the express purpose of finding ‘“our own"”
solutions to the problems and we should not be terrorized by disclosure of the
same old problems.

I have just returned from the Mortgage Banker Convention in San Francisco.
where Senator Harrison A. Willinms (Democrat from New Jersey) participated
in a four man panel discussion concerning “The Future of FHA.” During this
discussion, Senator Willinms suggested an “independent analysis of what is
wrong”’ possibly by “an organization like this” (the Mortgage Banker) which
could produce a “complete analysis” of the problems from an expert base.

1. for one. would welcome a similar investigation of the construction industry.
In fact, I presented just such a proposal to Congress last month. Such an investi-
gation should be done by persons competent in the field and not by headline
seekers.

For my own satisfaction. I would like to ask Mr. Ralph Nader why he feels
he has the expertise to look into area.

STATEMENT OF THE EXECUTIVE BOARD OF THE COMMUNICATIONS WORKERS OF
ANERICA ON WAGE PrICE CoNTROLS IN THE U.S. EcoxXoxMY, NOVEMBER 28, 1972

November 14, 1972 marked the first anniversary of wage and price controls
and the Administration’s new economic policy. The results of this new economic
policy reveal that :
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A. The economic growth has not been rapid enough to provide full emplorment.
When this Administration took office, the unemployment rate was 3.3% with
approximately 2.8 million of the work force unemployed. Now, the unemployment
rate is 5.4% with close to 5 million unemployed.

B. Cost of living as measured by the consumer price index has not been
controlled effectively. The consumer price index has risen approximately 3.5%
since November of 1971, substantially above the price increase guideline set by
the Administration at 2.5%.

Wholsale price increases, which usually indicate future trends in consumer
price increases, have risen 5.2% during the same period. Prices in some areas
have risen far faster. Food prices, for example, rose at a rate of 7% during the
third quarter of 1972. And meat prices have risen more than 11% since September
1971.

C. Wages have been rigidly controlled. Since the 5.5% standard for wage
and salary increases was instituted one year ago, wages have indeed been
held in check. The Pay Board itself has determined that contracts approved
for larger companies affecting 19.4 million employes provided for pay increases
averaging 5.2%. This is well below the 5.5% guideline. In addition, the average
hourly earning of nonsupervisory workers in private industry increased at a
vearly rate of 4.3¢ between January and July. This again is less than the
5.5% standard. The 5.59 standard was based on the assumption of a 3% annual
productivity increase and a 2.5% annual increase in prices. Productivity rose 3.7%
in the third quarter according to the BLS, down from a 6.2% gain in the second
quarter, but substantially above the 39 growth rate over the last twenty years.

D. Profits are surging upward. With productivity increasing and wages held
in check, unit labor costs are declining. This means that with prics rising and
labor costs declining, businesses are getting windfall profits. And, this is oc-
curring at the expense of working men and women. Profits are up in virtually
every industry in what Busiress Week calls a “full-fledged boonm.” The Wall
Street Journal reported a 15.9¢, increase in after tax profits for the third quarter
of 1972 over the same period in 1971. It is incredible that with these soaring
profits, Price Commission Chairman C. Jackson Grayson said recently, “that
only about one company in five may be at or near their profit-margin ceilings”
set by the economic stabilization program.

How high must profits climb before they are controlled as effectively as
wages have been controlled? Profits are the return to management just as wages
are the return to labor.

E. Workers not only face these inequities of profits increasing faster than
wages and buying power, but they must also contend with long periods of
uncertainty concerning wage increases which were negotiated in good faith
through free collective bargaining. A worker in many cases must wait for months
while a wage increase request is clumsily shuffled through the IRS, only to be
denied or pared down. Most Pay Board decisions are reached at the reconsidera-
tion level after the initial request has been routinely denied or pared down.
If this is the pattern that the Pay Board has developed, what real purpose
is served by the IRS and other preliminary stages?

The Executive Board of the Communications Workers of America. therefore,
concludes that if we must live within the framework of a controlled economy,
the Congress and the Administration be urged to—

(1) Adopt an economic policy that will more effectively provide for a full
employment economy with a stable price level:

(2) Eliminate the inequities in wage and price controls which place the
major load of the Administration’s anti-inflationary program on the shoulders
of the workers. Present wage guidelines should be changed to conform
realistically to actual levels of productivity and price increases in the
economy with consideration given to wage inequities already existing in
some industries; and

(8) Prices, interest rates, and profits must be as effectively controlled as
wages. Companies should not be allowed to add an automatic percentage
mark-up to cost increases and, retail goods and rents should not be removed
from price controls as some Administration spokesmen have advocated.

The Executive Board of the Communications Workers of America further urges
that the Congress and the Administration either impose controls that are fair
and equitable, or drop them completely so that the free collective bargaining
processes can be restored.
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PRODUCTIVITY STATISTICS FOR A THIRD-GENERATION WAGE-PRICE
MONITORING PROGRAM®

(By Irving H. Siegel, Consulting Economist, Bethesda, Md.)
I

This paper focuses on a future that can still be influenced. It looks ahead to
the next—the third—program of peacetime monitoring of wages (or incomes)
and prices in the United States.

At the 1968 meeting of the American Statistical Association (ASA), I pre-
sented a paper from a similar perspective on a similar topic. I reflected on the
contemporary condition of productivity statistics (which has not changed pro-
foundly since) and on the data needs of a forthcoming second “formal program”
of wage-price or income-price surveillance, a peacetime program that “would
presumably have an explicit statutory basis, pervasive scope, and steady appli-
cation—unlike its predecessor”. By “predecessor”’, I meant, of course, the pioneer
monitoring venture—the Kennedy-Johnson version of jawboning-cum-armtwist-
ing, which still showed twitches of life in 1968 but was surely “gone in the teeth”
as early as 1966. As for the second program to which I already looked forward,
Phase II was hardly being incubated in 1968; indeed, it had not even been
ovulated.

The third coming can now be safely predicted, although it would be fool-
hardy to proceed to particulars—to the triggering events, the specific objectives,
the timing, the duration, the onerousness of the new stabilization scheme. With
some luck, the nation should enjoy a brief respite, a brief reversion to a freer
economy, after Phase IT ends (with a bong, perhaps, instead of a whisper). Such
an interlude would be all to the good, according to today’s dominant mentality
(including mine), at least delaying a possible eventual slide into permanent
surveillance. Recurring episodes of control presumably pose much less risk than
does a continuing program to the traditional values that still command wide
loyality and that retain great functionality besides.

Candor, however, requires acknowledgment that every society tends to adjust
to whatever happens; so permanent surveillance, if it does come to ours, could
represent a much less traumatic experience than anyone may now expect. I
remember being deeply troubled, while a staff member of the Council of Economic
Advisers in the Eisenhower years, by the implications of a threatened leap from
generalized jawboning, from “macropreachment” of the verities of wage-price-
productivity algebra, to selective fingerpointing and selective armtwisting. How
relieved I was that the crises of the time could be weathered without open
and explicit government intervention in wage-price decisionmaking; and I still
like to think that the 1958 Economic Report of the President helped to make
a difference. In any case, the shocks of two peacetime monitoring programs
have since been absorbed. In particular when NEP came suddenly in August 1971
under unlikely political auspices, the domestic calm could only make one wonder :
‘Where are the noes of yesteryear? True, the identity of initials with Lenin's NEP
was occasionally noted in the press, but no dire ideological conclusion was drawn ;
and I saw no reference to the fact that the US program came on the fiftieth an-
niversary of the USSR’s “one step backward” toward capitalism.

The prospect of another monitoring episode is latent in: (1) the persistence, if
not intensification, of cost-push pressures in the private sector; (2) the govern-
mental proneness to outrun revenues, to make budgetary outlays “uncontrol-
lable”, and to match or exceed private pay scales; and (3) the continuing weak-
ness of our international balance-of-payments position. My wise and eminent
friend, Professor Joseph J. Spengler, has recently summarized in a different way
this same disposition of our mixed private-public economy to transform itself
into a governmentally-monitored one:*?

®A paper presented on August 15, 1972 in Montreal at the 132nd annual meeting of the
American Statistical Association.

* An anpendix cited egregious weaknesses of productivity statistics and presented two
(now standard) series for the private sector. These diverged sufficiently to disturb econo-
mists and others who wanted only one (or none).

2 Quoted in a “separate statement” by O. D. Duncan and P. B. Cornely included in the
%‘972 Report of the (Rockefeller) Commission on Population Growth and the American

uture.
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Today it is assumed that the economic circle can be squared; for . . . it is
supposed that a society may have guaranteed full employment, price-level
stability, strong producer pressure groups (trade unions, business and agriculture
groups, government employees), and freedom from direct controls. In realty, of
course, it is impossible for these four objectives to be realized simultaneously;
only two, possible three, are compatible.

Incidentally, when I speak of a peacetime program, I merely follow a current
convention, ignoring the legalistic and semantic niceties I mastered a genera-
tion ago as Chief Economist of Veterans Administration. Specifically, a peace-
time program need not imply the absence of war, even a war that has contrib-
uted to the felt need for a control program in the first place. The important thing
is that program should not be part of a general mobilization scheme, a scheme for
reallocating resources massively in the direction of defense. Stated positively,
a peacetime effort is one that is directed against “unusual” and persisting pay
and price upsurges threatened by familiar concentrations of market power,
by other constrictions of supply, and by the apparent fiscal casualness of
government.

The remainder of this paper is intended to be nonpartisan, even “apartisan”,
but this disclaimer does not mean that I should welcome bipartisan neglect as
benign. I am pleased to recall that my 1968 ASA paper was inserted into the
Congressional Record by Senator Proxmire; that an earlier paper, called “Guide-
lines for the Perplexed”, was inserted by him, with the prefatory comment that
he did “not agree with it in its entirety”, into a volume of wage-price hearings
of the Joint Economic Committee. These two papers, plus two others of mine on
the same subject, are conveniently available in a pamphlet published in January
1869 by the W. BE. Upjohn Institute for Employment Research under the title,
Fuller Employment with Less Inflation.

II

In the design of the third peacetime program, benefit will certainly be derived
from the accumulating national experience in “cryoeconomics”.? Not everyone will
distill the same lessons from this experience or discern in it the same set of
additional or alternative policy implications. I want to state some of my own
impressions since they have a bearing on my view of statistical needs.

Tirst of all, I believe that any provision for the expression of continuing,
serious, high-level, governmental interest in private price and wage decisions
is bound to have some efficacy, whether this efficacy can be measured or not. In-
flation does have a psychological component (which should not, however, be exag-
gerated into all or most of the problem, or be translated instead into a mystery
without handles). Organized groups in our society do exert market power, and
dominant business firms in different industries do have some control over the
prices they charge. The economics of the modern era has always been recognized
as “political economy”, and it becomes ever more so. In my opinion, even govern-
mental exhortation has some influence as a form of education and leadership.
Furthermore, this intervention, like the more stringent alternatives of sur-
veillance, can be reinforced by budgetary restraints, by an example of moderation
in pay revision, by use of monopsony power, by curtailment of subsidies, and by
action to expand supply of services when action is taken to create or enhance
effective demand.

Above all, adoption of a formal program of surveillance should not forestall
governmental action to help make pay and price standards self-emforcing. In-
deed, by “internalizing” public imperatives, by supplying incentives for com-
pilance, we could get much better economic results while diminishing the
danger of coercion and reducing inevitable inequities. For example, with all
the futility at the command of an ordinary citizen, I have proposed in the past
that pay-deferment bonds might be issued for protecting the purchasing power
of pay increments that fall within the guideline limit. Alternatively, and

3T regard it as unlikely that the third program would be preceded by any new effort at
“pradual” cooling of the economy through monetary means—through deliberate creation,
in effect, of “‘unemployment in the public interest”. In 1969. I snggested that, if monetary
hemlock is again administered to the economy to nurge an inflationary fever, consideration
be given to ‘‘the sterilization of repatriable dollars that inopportunely swell the money
supply and the recapture for public use of ‘excess profits’ derived by financial institutions
from distorted interest rates”. (Joint paper with A. H. Belitsky, Journal of Economic
Issues, March 1970.)
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with equal unsuccess, I have suggested that tax benefits offsetting cost-of-living
rises be allowed for rewarding the “good gurs” who accept infraguideline pay
adjustments—for protecting them against the inflation abetted b_v_ the “bad
guys”. I assume that the enlistment of Internal Revenue Service in the ad-
ministration of Phase II will inspire some new ideas for using the tax sytem
to promote greater price stability.

The remarks I have already made point to a vital distinction between the
trumpeted equity for some and the muted justice for all. The uneven distribution
of market power leaves the least organized citizens especially vulnerable to
inflationary aggression and inflationary pollution by others. Perhaps, as the
historic tendency toward organization proceeds further, a betfer equilibrium
of forces will finally emerge; or, perhaps, the indecisiveness of the routine
economic war of all against all will become clear enough to encourage greater
cooperativeness in the common good under governmental aegis. Another possi-
bility is that the organization of consumers, the elderly, and others may increase
the number of “parties at interest” seeking a voice in private-publie wage and
price determinations. For the third generation. however. I prefer to continue
emphasizing the potential of incentives for self-enforcement—a bird much
closer to hand.

In short, a monitoring effort can help to moderafe inflationary pressures, but
its limitations and dangers counsel modest objectives, less than complete cover-
age, and nonpermanence. It is only one tool that has to be used in conjunction
with others, and it is hardly the most important one. It is a gross tool also,
ill-snited to fine or frequent adjustment of relative prices and wages. Since it
cannot achieve justice for all, it should aim for sufficient credibility during
its lifetime. It deals with only some of the sources and aspects of inflation,
diverting attention from fundamental causes and mechanisms to an admin-
istrative process. Beyond a certain point, especially if it is long-lived. it could
help institutionalize inflation at a rate that is more or less tolerable to the
better-situated elements of the population. Termination, the end game. is dif-
ficult ; but involvement of the Internal Revenue Service in administrafion may
iteelf encourage public resolve to find a way and hasten the day. As for cover-
age, I like the idea of experimentation in the omission of various ecategories of
firms and employees from surveillance ; but such relaxation should be tried only
after very comprehensive monitoring has first been installed.

At this point, I wish to add that any comprehensive “freeze” should do more
than provide time for getting monitoring machinery into place. Tt should not
merely change the rhythm of inflation—i.e., delay the process only temporarily
in exchange for a subsequent compensatory bulge. Instead, it should slow the
(average) metabolic rate, envisage no later speedup. Insofar as practicable,
what is forgone should also be bygone.

I

A moniforing program makes very considerable demands on the nation’s pub-
lic and private data base—demands that cannot really be met. This fact coun-
sels modest objectives for the program and tolerant administration, too—in
addition to counseling the desirability of improving data systems.

The upgrading of the private data base is especially necessary for the main-
tenance of decentralized economic decisionmaking. A monitored company must
survive as well as comply. It has to live and prosper in a competitive world,
according to the best and most relevant truth that it can ascertain. as well
as conform to administrative truth. In particular, a monitor may aect “as if”
a large company’s current productivity pace is correctly reflected by the past
performance of the industries in which its activities are located: but the
company’s management needs to be aware of the actual state of affairs.

Having had occasion in the past 15 years to advise firms and other consultants
on company measurement systems, I am impressed with the apparent dearth
and the routine character of accessible private productivity series. T am awaore
that company officials might not wish to volunteer information that could
thereafter be forced onto the bargaining table as wages are negotiated. 1 also
appreciate that more than one logical center of responsibility for such infor-
mation may exist in a modern corporation—say, the accounting department and
a vice president’s planning staff—and that internal rivalries could keep an
outsider (or an ineligible insider) in the dark. Furthermore, “management
information systems” can, in this age of computers, become so turgid that the
crude productivity measures sometimes included in their welter of periodic
printouts simple go unrecognized and unanalyzed.
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Perhaps. the situation of companies will be a bit more comfortable under the
third-generation program. The emphasis in Phase II on productivity figures and
the limited official guidance given for their computation must have stimulated
company interest in such statistics. Furthermore, the word “productivity” has
suddenly blossomed into common speech, becoming as popular and magical
as, say, "R&D" and “automation’ were not so long ago.

Above, I referred to the unlikelihood that the data demands of a monitoring
program could truly be met. One thing I had in mind—other than the dearth
of company measures of productivity—swas the difficulty of expanding the public
and private base of correlative “atomic” data on output, price, man-hours, and
so forth. If detailed and integrated industry information were available on a
“product” basis, we could always derive relatively unambiguous output and
productivity measures therefrom. We could also obtain symmetrical, coordinate
index-numbers of productivity and other variables deemed pertinent to a wage-
price or income-price analysis. Resort would not be necessary to technigues
of deflation, which commonly involve numerators and denominators that do
not quite match, that are only obscurely related in structure and content. Such
techniques provide false comfort by meeting the requirements of verbal algebra :
but, unfortunately, the operational meaning of an index number depends instead
on its data content and on a strict literal algebra. Besides, when it is difficult
even to conceptualize the specific “prodvct” of an economic activity (as in
many service areas), the results of deflation are more nehulous than ever.

A second serious statistical conundrum is posed by the fact that a monitoring
program must be oriented toward the future rather than the past. What mat-
ters in fighting inflation or its symptoms is what productivity ill be in the
period to which a wage or price decision applies. The record of a recent year
or of the past decade is relevant only insofar as it forecasts correctly what
productivity will be. In a period of expected recovery, for example, produc-
tivity will surely not change as it has in a period of observed recession. In
a period of rapid growth of output, productivity does not move as it does
when saturation of a market is approached or reached. Even in some of
the earliest guideline comments, as in the 1958 Economic Report, it was ap-
preciated that productivity prospects are more pertinent than productivity
history ; but history, unfortunately, has become the center of concern. )

These insuperable data problems—the difficulty of getting correlative
“atomic” data for all companies, industries, and sectors and the difficulty of
making reliable productivity forecasts for the same entities—should be rec-
ognized in the design and implementation of monitoring policy and programs.
Statistical compromises, substitutes, and alternatives should be devised and
interpreted with suflicient sensitivity to ideal algebraic requirements and to
economic realities.

At this point. I take note of the typical separation of wage and price moni-
toring. Tn the third-generation program, I should like to see closer coordina-
tion of the two tasks. If the administration of wages has to remain separate from
the administration of prices, it is still desirable, and it even becomes necessary,
to estimate the economy-wide implications of particular adjustments. In principle,
at least. the input-output tool, identified with the name of Wassily Leontief and
painstakingly developed at the Department of Commerce as well as at Harvard,
would seem adaptable to the purpose. Again in principle, the input-output
system could even provide a cumulative register of interindustry impacts and
repercussions as additional wage and price determinations are made.

Another approach to coordination would involve the design and construction
of bhierarchically and laterally consistent index numbers for companies. indus-
tries, and higher aggregates. The difficulty of obtaining correlative “atomic”
data. already mentioned. remains a serious practical obstacle. By hierarchieal
consistency. incidentally., I mean vertical compatibility—structural compati-
bility for ageregation (of companies into industries, ete.). By lateral consist-
ency, I mean that the multiplicatively-related variables of interest to the
wage and price monitors have heen treated symmetrically. in an algebraically
similar manner. I shall say mere about lateral consistency helow.

When wage and price administration is pursued as two distinct tacks. two
different kinds of produnctivity seem to be of interest—and they should not bhe
confused. The wnge ndministrator inevitably focuses on lahor produrtivity:
but the price administrator's interest in cost structure leads him to all-input
(i.e.. Tactor and nonfactor) productivity. Of course. if all-factor refurns are to
be monitored, rather than wages (and ralaries), all-factor productivity has to
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b_e used instead of labor productivity. It is a mistake to assume that produc
tivity measures are quantitatively equivalent regardless of differences in the
scope of the denominator.

. It should also be clear that any kind of productivity measure can be written
in two distinct ways that are algebraically equivalent. Each has a “quantity”
form—a ratio of output to input. Each also has a “price” form—the ratio, in
the case of labor productivity, of average hourly earnings to unit labor cost.
An analogous expression holds for the measure of all-input productivity. I am
aware of the administrative convenience of expressing a percentage change in
productivity approximately as the difference between percentage changes in
the numerator and denominator; and I am aware that the “price” form may
be preferred in such usage. Whatever the form, literal algebra remains relevant;
and it is still true that labor productivity and all-input productivity are not
interchangeable.

If the problem of data supply did not exist, the two monitoring tasks could
be coordinated with the aid of an index-number system that incorporates all
of the variables of interest and that treats these variables uniformly. In some
of my other papers, I have discussed the design of algebraically consistent in-
dex numbers for variables occurring in a common context. If sufficiently
detailed data were available, one could devise, say, homologous Laspeyres in-
dexes for all the multiplicatively-related variables. A “smali” extra constant
term could be added to each so that the product of all the indexes satisfies the
macroidentity that guided formula design. What I have just described is a
generalization to more than two variables of the index-number system attrib-
uted to Stuvel. Other multivariable index-number systems, such as my generali-
zation of Fisher’s “ideal” measure (Journal of the American Statistical Asso-
ciation, December 1945), are logically more satisfactory, but they make still
heavier data demands.

Simply for the sake of concreteness, I give an idea of the content that might
be imparted to the Stuvel-type Laspeyres indexes. A wage monitor might wish
to focus on productivity, unit labor cost, and average hourly earnings. A price
monitor might wish to focus on three analogous concepts referring to all-factor
input. Both, in addition, care about prices—and, perhaps, output. The product
of all eight variables (or reciprocals, as required) is the value of output. Ac-
cordingly, each Laspeyres measure contains eight terms in the numerator and
eight in the denominator. When each index has been adjusted to include the
proper additive term, the product of all of them is the value index. The system
treats all the variables symmetrically, and the adjusted Laspeyres measures
satisfy the proper macroidentity.

Since data problems do exist, is there not some less demanding alternative?
Yes. Monitoring could rest on only one productivity index (as in the Kennedy-
Johnson program) and, hence. on a simpler coordinating macroidentity. The
guidelines for prices and wages (or all incomes) could, for example, be ad-
ministered with the aid of an index-number system that is anchored to the
value of output and distinguishes, say, four (multiplied) variables: prices, pro-
ductivity (labor or all-factor), the reciprocal of average hourly earnings (or
the equivalent for all-factor returns), and payrolls (or all incomes). I shall not
go into various possible refinements—such as the matching of net (or gross)
output with gross (or net) prices in the several index formulas.

The search for simpler measures may fruitfully be pressed further—toward
results that also contain hints for simplifying the monitoring program itself.
Specifically, the guideline rules may be cast in terms of production (output)
rather than productivity. Somewhat less mystery surrounds the measurement
and interpretation of production, and its projection may be contemplated with
fewer gqualms. Furthermore, since properly-weighted production is additive
(from firm to firm and industry to industry), an attractive opportunity for
achievement of (approximate) hierarchical consistency is also presented.
Weighted production estimates are becoming increasingly available for com-
ponents of the gross national product according to industry of origin: and
these estimates for industries can be matched at the company level with much
less inhibition than would be experienced in the case of porductivity measnre-
ment. The work of the Bureau of Economic Analysis of the Department of
Commerce on industry output and on implicit deflators ean provide consider-
able guidance. Perhaps. a program of deliberate measurement assistance to
companies would represent a gnod small public investment for future stabiliza-
tion efforts and other national purposes.

To see how production could replace productivity in the monitoring process,
let us start with the Kennedy-Johnson (and Eisenhower) precept that aver-



231

age hourlr earnings (or all-factor analogue) should rise no faster in the
private economy that labor (or all-factor) productivity. Since the earnings
and productivity have the same input denominator, this criterion is equivalent
(according to verbal algebra, and can also be made equivalent in terms of literal
algebra) to the rule that: Payrolls (or all-factor returns) should rise no faster
than output. This rule, incidentally, also amounts to the standard that: An
output-weighted index of unit labor cost (or of unit all-factor cost) should re-
main at, or fall below, 100. Thus, if unit labor (or all-factor) cost is assumed
to be critical to price determination, and if policy tolerates a rise of 2.5 percent
in such cost and price, then the index limit has to be set at 102.5 instead of 100.

Going a step further, we may envisage a third-generation monitoring system
in which companies are asked, in the first instance, to steer their courses accord-
ing to rules relating to production, factor-payment, and total-cost (or total
value-added) statistics for their own operations. Preferably, the statistics should
represent projections for a target period (e.g., the next year). These are the
rules to be followed by each company :

1. Target factor payments should not exceed target output weighted by base-
period unit factor cost. (In obvious symbols, Zofi=Zaf0.)

2. Target total cost (or value added) should not exceed target output weighted
by base-priced total cost (or value added) per unit. (In obvious symbols,
Zati=Zato.)

The first rule sets a rein on incomes; the second, on total cost or total value
added, expressed in “current” dollars. A third inequality, concerning the differ-
ence between total cost and total factor payments, is implicit in these two. The
rules can be adapted to reflect a tolerated income increase or price increase—by
the simple insertion of the appropriate factor on the righthand side of the
appropriate inequality.

Every company, in short, could be given greater latitude in regulating itself
according to the guideline criteria established for the third-generation surveil-
lance program. Achievement of the national stabilization objective is not jeop-
ardized by decentralized decisionmaking if the standards are actually exceptions—
by deliberate or tolerated deviations from the uniform criteria. When exceptions
are unavoidable, the price monitor and the incomes monitor should (1) make
compatible rulings and (2) look for other instances in which compensatory
constraint might be feasible. The algebra of the problem is much easier for the
administrators to follow in terms of production aggregates than productivity
averages.

Other advantages of shifting the emphasis to produetion could be cited. Much
of the difficulty of measuring productivity really involves production, so explicit
attention to issues involving the latter concept (e.g., the availability of suitable
quantity data and the design of suitable deflators) may be broadly benefical.
Furthermore, stabilization is only one of the confinuing or recurrent challenges
of the domestic scene ; and projected output growth can be related more naturally
than productivity change to the other economic aggregates with which national
policy is concerned, such as the volume of employment and the supply of money
and credit.

v

To conclude this paper, I briefly restate a few of my points without weaving
them into a complete “argument”. I regard a third peacetime monitoring effort
as inevitable. Although I expect it to have some efficacy, it will need support in
the form of, say, fiscal “prudence”. I hope that the program will be nonperma-
nent, and I prefer that the errors be made in the direction of liberal adminis-
tration. In particular, I should welcome the building-in of economic incentives
for self-enforcement—at least for voluntary restraint of wages and salaries.
With respect to statistics. I emphasize needs for focusing on productivity pros-
peets rather than history and for providing frameworks for coordination of
income and price monitoring. Most important, I propose a switch of emphasis
from productivity to production in the design of monitoring rules. This shift, I
believe, offers a key to easier and more consistent guideline administration.
Furthermore, it promises a better route toward strengthening the private data
base. Improved statistics, featuring produection. would allow companies to con-
tribute more effectively to the national stabilization objective and to retain
maximum freedom for economic decisionmaking.
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