
ITI
ECONOMIC PROSPECTS AND POLICIES

HEARINGS
BEFORE THE

JOINT ECONOMIC COMMITTEE
CONGRESS OF THE UNITED STATES

NINETY-SECOND CONGRESS

FIRST SESSION

PART 2
JANUARY 27, 29, AND FEBRUARY 1, 1971

Printed for the use of the Joint Economic Committee

U.S. GOVERNMENT PRINTING OFFICE

WASHINGTON: 197158-512

For sale by the Superintendent of Documents, U.S. Government Printing Office
Washington, D.C. 20402 - Price 70 cents

Stock Number 5270-1079



SI T

JOINT ECONOMIC COMMITTEE

(Created pursuant to sec. 5(a) of Public Law 304, 79th Cong.)

WILLIAM PROXMIRE, Wisconsin, Chairman
WRIGHT PATMAN, Texas, Vice Chairman

SENATE

JOHN SPARKMAN, Alabama
J. W. FULBRIGH1T, Arkansas
ABRAHAM RIBICOFF, Connecticut
HUBERT H. HUMPHREY, Minnesota
LLOYD M. BENTSEN, JR., Texas
JACOB K. JAVITS, New York
JACK MILLER, Iowa
LEN B. JORDAN, Idaho
CHARLES H. PERCY, Illinois

HOUSE OF REPRESENTATIVES

RICHARD BOLLING, Missouri
HALE BOGGS, Louisiana
HENRY S. REUSS, Wisconsin
MARTHA W. GRIFFITHS, Michigan
WILLIAM S. MOORHEAD, Pennsylvania
WILLIAM B. WIDNALL, New Jersey
BARBER B. CONABLE, JL., New York
CLARENCE J. BROWN, Ohio

JOHN R. STARK, ErecUtive Director
JAMES W. KNOWLES, Director of Research

ECONOMISTS

LOUOGLIN F. MCHUGH JOHN R. KARLIK RICHARD F. KAUFMAN
COURTNET M. SLATER

Minority: GEOoGE D. KEnuMsHAA WALTEa B. LAESSIG LESLIE J. BAaE

(II)



CONTENTS

WITNESSES AND STATEMENTS

WEDNESDAY, JANUARY 27, 1971
Proxmire, Hon. William, chairman of the Joint Economic Committee: Page

Opening statement - 251
Danzansky, Joseph B., president, Giant Food, Inc -252
Peterson, Esther, consumer adviser to the president, Giant Food, Inc - - 257
Harrington, Hon. Michael J., a Representative in Congress from the Sixth

Congressional District of the State of Massachusetts 274Linowitz, Sol M., chairman, National Urban Coalition - 280

FRIDAY, JANUARY 29, 1971
Proxmire, Hon. William, chairman of the Joint Economic Committee:

Opening statement -295
Javits, Hon. Jacob K., member of the Joint Economic Committee: Opening

statement - --------------------------------------------- 296
Percy, Hon. Charles H., member of the Joint Economic Committee:

Opening statement - 297
Rockefeller, Hon. Nelson A., Governor of the State of New York -297
Lucey, Hon. Patrick J., Governor of the State of Wisconsin -324
Blough, Roger, chairman, Construction Users Anti-Inflation Roundtable- 337

MONDAY, FEBRUARY 1, 1971
Proxmire, Hon. William, chairman of the Joint Economic Committee:

Opening statement -_- - - -- 385
Heller, Walter W., regents' professor of economics, University of Minne-

sota -- ---------------------------------------------------- 386
Califano, Joseph A., Jr., attorney, Washington, D.C- - 408
Farmer, James, former Assistant Secretary for Administration, Depart-

ment of Health, Education, and Welfare - 424

SUBMISSIONS FOR THE RECORD

WEDNESDAY, JANUARY 27, 1971
Harrington, Hon. Michael J.:

Response to Chairman Proxmire's query regarding Massachusetts
ranking with respect to tax burden on its residents - 278

Peterson, Esther:
Tables:

1. Food at home consumer price index (percent change from 3
months ago) ---------------- 266

2. Percent changes in the consumer price index for food at home
for the United States and Washington, D.C., November
1969 to November 1970 -267

Response to Chairman Proxmire's query regarding published studies
to indicate that the food budget is the first expenditure item to
suffer when family income drops -268

Response to additional written questions posed by Chairman Prox-
mire ------------------------------------------- --- 272

(III)



IV

SUBMISSIONS FOR THE RECORD-Continued

FRIDAY, JANUARY 29, 1971
Blough, Roger: Page

Prepared statement -344
Proxmire, Hon. William:

Article entitled "The Outlook-Appraisal of Current Trends in Busi-
ness and Finance," from the Wall Street Journal, December 21,
1970 -_- 370

Rockefeller, Hon. Nelson A.:
Prepared statement - 303

MONDAY, FEBRUARY 1, 1971
Bolling, Hon. Richard:

Article entitled "Letters to the Editor-Mr. Heller's Position," from
the Wall Street Journal, February 1, 1971- -394

Investment Bankers Association of America:
Letter to Chairman Proxmire, dated February 9, 1971, expressing

support for the emerging consensus that Federal revenue sharing
is needed to alleviate the fiscal crises of State and local governments 433



ECONOMIC PROSPECTS AND POLICIES

WEDNESDAY, JANUARY 27, 1971

CONGRESS OF THE UNITED STATES,
JOINT EcoNomIc COMMITTEE,

Washi'ngton, D.C.
The committee met, pursuant to recess, at 10 a.m., in room G-308,New Senate Office Building, Hon. William Proxmire (chairman of thecommittee) presiding.
Present: Senators Proxmire and Javits.
Also present: John R. Stark, executive director; James W. Knowles,director of research; Courtenay M. Slater, economist; and George D.Krumbhaar, Walter B. Laessig, and Leslie J. Barr, economists for theminority.

OPENING STATEMENT OF CHAIRMAN PROXMIRE

Chairman PROXMIRE. The committee will come to order.This morning we continue our hearings on "Economic Prospects
and Poliies." our witnesses this morning are Representative MichaelJ. Harrington, a Democrat from Massachusetts; Joseph B. Danzan-sky, president of Giant Food, Inc.; Sol M. Linowitz, chairman of the
National Urban Coalition: and Esther Peterson, consumer adviser tothe president of Giant Food, Inc.

In our 3 previous days of hearings, we have heard compelling evi-dence of the costs of our present economic predicament. The inflationand recession experienced in 1970, a combination more severe thanany we have previously experienced in the history of this committee,has wrought havoc on State and local budgets; it has led to labordisputes and strikes; it has caused a sharp decline in profits. Thesecosts are in addition to the enormous direct costs being borne by the5 million now unemployed and the additional 2V2 million who can findonly part-time work.
Today we are going to continue to explore these many costs of in-flation and recession. As consumers, everyone is hit by rising prices.Those consumers who are also experiencing shorter working hours,or unemployment, or who live on small fixed incomes, are, of course,hit particularly hard. We have invited Mr. Joseph Danzansky andMrs. Esther Peterson to discuss the effect of inflation and recession onconsumers, which means, of course, on all of us.
Mr. Danzansky is president of the Giant Food Co. and a member

of the board of directors of the National Association of Food Chains.He is also well known for his participation in civic affairs in Wash-
ington, D.C. For the past 3 years he has served as chairman of theIMlayor's Economic Development Comm11ititee, and he has just recentlybeen elected president of the Metropolitan Washington Board ofTrade. This combination of experience has put him in a position to

(2.51 )
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observe the effects of changing economic conditions from many angles.
We are very pleased that he could participate in our hearing this
morning.

Mr. Danzansky, I see your colleague, Mrs. Peterson, has not arrived
as yet. As soon as she comes in, I will ask her to come up and intro-
duce her.

I want to tell you how pleased we are to have you here, how grateful
we are for your splendid record of participating in Washington affairs
so constructively and sensitively. I think you have been an outstanding
citizen.

STATEMENT OF JOSEPH B. DANZANSKY, PRESIDENT, GIANT
FOOD, INC.

Mr. DANZANSKY. Thank you, sir.
Chairman PROXUIREi. We are happy to hear your testimony as an

eminent lawyer, as an eminently successful businessman, and as an
outstanding citizen.

Go ahead.
Mr. DANZANSKY. You are very kind, Mr. Chairman. I thank you

very much for the opportunity.
When I last had the privilege of appearing before this body in

October of 1969, I observed that "inflation is a fearsome problem
partially because most Americans do not recognize the insidiousness
of its impact." I went on to say that most of us have never lived
through a real or prolonged inflation, and that small doses of inflation
have given many of us a fa]se sense of well-being.

I think we can safely say that most Americans now recognize the
true nature and the very real dangers of inflation. What is more, I
believe that most are not only willing, but anxious that their law-
makers find new and innovative approaches to the solution of this
pressing problem.

I am here today to make a plea for such a policy. I am not an
economist, and therefore do not feel competent to spin out the intra-
cacies of a new economic theory. I will therefore deal only in broad
strokes.

The businessman has not been free from responsibility for the
events contributing to our current economic troubles. He has all too
often been concerned with the well-being of his own company and his
own stockholders, and has sometimes failed to adequately concern
himself with the public interest. As a businessman, I do not ascribe
all our troubles to the wage earner or the union member, who has the
heavy task of providing adequately for his loved ones in very diffi-
cult and troubled times.

This is not the time to point fingers at anyone. Constructive action
is long past due, and I would like to respectfully suggest what may
perhaps be a new approach for your consideration. In this country and
in Europe, last year, the rate of increase for 1969-70 was 6.2 per-
cent, so we now have a worldwide inflation that is matched in Europe
and in this Nation. I am not competent to judge all the consequences
of this in Europe, or all the consequences in all American industries.
I do feel competent, however, to judge the impact upon the Ameri-
can food industry and upon Giant Food in particular. In recent years,
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wage settlements of 15 percent or more are becoming increasingly
frequent in the American food industry. This is vividly true in my
own company where just last year we signed several contracts which
averaged 32 percent increase in wages over a period of 2 years.

Inevitably, in an industry where the norm for net profit is 1
percent of sales, some of this increase must be passed along to the
consumer. For it is also true that concurrent with soaring wage in-
creases has come a sharp decline in relative productivity. It seems
clear that this trend has also become apparent in the food industry
generally. Obviously, most of the difference between productivity
growth and the growth of the cost of labor will ultimately be passed
on to the consumer in the form of higher prices, and that means more
inflation. That in turn provokes demands for still higher wages, and
the endless cycle goes on. In this situation, no one wins and everyone
loses.

The one who loses most is the consumer, and ironically, he is the
one interested party who is not represented at the bargaining table.
I suggest that the Congress move to correct this inequity, and in doing
so, bring about a halt once and for all to this vicious cycle of endless
rounds of price and wage increases we know as inflation.

I do not propose another panacea. We have all seen too much of
those. In my view, the main reason why we have been unable to bring
inflation to heel is that we have sought panaceas which have reflected
the particular political or economic dogmas of those in power. None
of these dogmas, unfortunately, has presented a balanced program or
a balanced view.

I think we must give adequate weight to three essential
considerations.

First, a well-balanced economic program must give adequate weight
to an adequate fiscal and monetary policy. In recent months, this con-
sideration has been given a disproportionate role in the rescue of our
national economy, to the exclusion, in fact, of the other necessary ele-
ments of a balanced program. Fiscal and monetary restraints must be
a tool in our inflation-figlhting arsenal, but if they are viewed as the pat
answer to the problem, as has recently been the case, unacceptably high
unemployment and reduced output are inevitable, and it appears that
this in itself has accelerated the course of price inflation by working
against both production and productivity.

A second part of a balanced program to fight inflation must be in-
creased productivity coupled with increased production. Productivity
is often shunned as a remedy because it sounds so impersonal, but if
increased wages are not offset by increased output, the cost will inevit-
ably be passed on to the consumer in the form of higher prices, and the
spiral will continue to whirl.

I think you will be interested to know that the retail food industry
is now on the threshold of a massive technological breakthrough,
which will result in greatly increased productivity. For example, auto-
mated warehouses are on the way which will increase the productive
time of order pickers from the present 42 percent to 85 percent.

Chairman PROXMTRE. What does that mean?
Mr. DANZANSKY. That means that a gentleman working in a ware-

house today is productive only 42 percent of his working hours, and
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with this automated warehouse, he will be productive 85 percent of
the hours.

Another breakthrough which will be welcomed by the ladies is auto-
mated checkouts at the supermarket, which will all but eliminate those
bothersome lines at peak hours.

It will have other benefits as well. By recording the sale of each item,
it will provide the company with a precise inventory at all times, and
will automatically reorder products when the stock becomes low. This
should virtually eliminate both overstocks and out-of-stocks. The sys-
tem will eliminate the need for costly and time-consuming physical
inventory, and the need for price marking each individual package will
also be eliminated. The consumer will still be able to see the price, how-
ever, which will be marked on the shelf molding. All these improve-
ments will make for greatly increased productivity, which is expected
to have a strong moderating influence on retail prices.

While the systems I have just described may take a few years to per-
fect. I confidently expect it to be in widespread use by the end of the
decade.

These breakthroughs, made possible by the wonders of technology
and automation, can contribute to both better service and price sta-
bility, but not if our current, outmoded wage and price policy is per-
mitted to continue in its present form.

Before we leave the subject of productivity, a word about the aver-
age businessman's fondness for the simplistic view that productivity
in itself can cure inflation, or can play the major role in reaching
that goal. This is as dangerous as relying solely on monetary and fis-
cal policy, and the result is the same: high unemployment. Increased
productivity must be accompanied by increased production. If fewer
and fewer workers produce more and more goods through increased
productivity, there must be more production to create jobs for those
displaced by the productivity increase.

The third element-and this is my main point this morning, Mr.
Chairman-in a well-rounded inflation control policy requires an ade-
quate and realistic incomes policy, and here is where we have a chance
to exercise our creative faculties and develop a new and innovative
approach.

Our present version of collective bargaining was born in pain and
strife in the early decades of this century. It served its purposes well
in those days when ancient and ingrained attitudes of management
had to be drastically changed. What evolved was a state of industrial
belligerency, with two adversaries gearing up periodically for total
war. Labor, on the one hand, had the ultimate weapon of the strike,
which threatened management with a cessation of production and
a loss of profit. Management, on the other hand, had the lockout, and
the ability to deprive the worker and his family of their livelihood.
Frankly, it was a brutal trial by force. It was necessary in those
desperate days, perhaps, but today we live in a very different world.
Management is no longer necessarily a dinosaur, and the American
worker is the envy of his counterparts in every part of the world.

I sincerely believe that we may be moving into an age where wars
of every variety are becoming obsolete, and that includes trials by
force across the bargaining table. The time has come to find a better
way, a way in which no one loses and everyone gains-including the
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forgotten party in labor-management negotiations, the American
consumer.

I observed a few minutes ago that the consumer, who has just as
much to lose or to gain in labor negotiations as management or labor,
is nevertheless the only one with no representation at the bargaining
table. I submit that this is a major reason why the consumer's major
concerns-price stability and continued availability of supply-are
often given such short shrift during the collective-bargaining pro-
ceedings. It is time to remedy this economic injustice by providing the
consumer with such a role.

That means giving an impartial third party, who represents the
public, the decisive voice 'at the bargaining table, with proper safe-
guards written 'into the arrangement for both labor and management.

The present system of collective bargaining is a sham in many ways.
The union invariably submits demands that are far in excess of -the
settlement they expect to get, and management on its part often puts
up a proper show of intransigence until the 11th hour before a strike.
at which time both parties get down to bargaining in earnest. During
this process, the true merits of the situation are rarely made known
to either the members of the union, the stockholders of the company,
or the public at large. The company's actual ability to pay, the ques-
tion of productivity, the degree to which the wage settlement will
prove to be inflationary through increased prices or deflationary for
other reasons-these great and important questions get little atten-
tion at the bargaining table and are rarely explained to consumers,
stockholders, or union members. Thus, the settlement arrived at may
well be different in many ways. And even when such a settlement is
reached, and is presented to members of the union for ratification,
this lack of understanding of the 'issues has foreseeable results. Very
often-and this has been the rule rather 'than the exception lately-
the agreed-upon settlement package, inflationary though it often is.
is voted down by the membership and a much more inflationary settle-
ment is demanded. Or stockholders or investors, with or without
merit, may be dissatisfied, which is not good for the economy in the
long run.

At one time, in the early days of unionism when workers were
economically downtrodden, management held most of the cards. The
union could not afford a costly strike, for its members' families would
suffer great deprivation. Today, the situation is very different, if not
reversed. Workers can, with some belt tightening, ride out a strike.
But, at least in any industry like the food industry, which I know so
well, management sometimes finds the cessation of cash flow and the
halt in production to be catastrophic.

And so, increasingly in our industry, the pattern has been for man-
agement to capitulate at the threat of strike action, or shortly after a
strike is called, no matter how inflationary the settlement might be.
For, after all, management can pass on its increased costs to the con-
sumer, and that is precisely what happens. So, labor has its increase,
management recoups its endangered profits by passing the costs along,
and the consumer bears the burden in the form of increased prices.

To bring this unfortunate scenario more into line with today's eco-
noinic realities and requirements, I propose the adoption of the for-
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mula suggested by former Labor Secretary Shultz, as amended by
another former Labor Secretary, W. Willard Wirtz.

Briefly, the Shultz formula would provide for compulsory arbitra-
tion through an impartial arbitrator who, in effect, would represent
the consumer and the public and who would be agreeable to both labor
and management.

The classic form of arbitration provides for the compromising of
the demands of labor and the proposals of management--in reality, a
sham, since both sides have already formulated their proposals with
this down-the-middle approach in view. The union tends to enter this
proceeding with a pie-in-the-sky approach and mangement tends to
stand pat.

The Shultz formula is designed to encourage both sides to be more
realistic, more reasonable, and more responsible. Instead of dividing
the two proposals down the middle, the arbitrator would not have
that right. He would have to select the one which he deemed to be the
most reasonable and most responsible proposal in its entirety.

The Wirtz amendment proposes that this process be softened some-
what by giving each side an opportunity to reconsider its proposal
after the other side's package has been put on the table, and I endorse
that. It would be sort of a bidding contest before the arbitrator.

But once the arbitrator had made his decision, it would be binding
on both labor and management.

I also favor the establishment of proper safeguards to insure that
management does not take advantage of labor and of the public by
unjustly raising prices during the period following the wage settle-
ment.

This formula is not perfect, and there is not enough time here to go
into the details of specific legislation. I would like to observe, however,
that adequate protection must be built in for the wage earner who is
not now participating fully in the American way of life. Workers who
are earning less than what the Federal Government has designated as
a "moderate" standard of living ought to retain in full their right to
strike until such time as their wages have reached a more satisfactory
level so that they can support their families and live in dignity.

In summary, my plea is brief. It is a plea for the separation of eco-
nomic policy from the political and philosophical dogmas that have
strangled our economic life in the past and are strangling it today.
This is still a great and young country, and if properly harnessed, the
energies of our people can mobilize our resources to provide a decent
life for all without ruinous inflation or stagnation. In my respectful
opinion, we can accomplish this if we develop all three elements which
are necessary to the attainment of sound economic growth: an adequate
fiscal policy, steady growth in productivity always balanced by com-
parable growth in production, and finally, an adequate and realistic
incomes policy which includes a modernization of our archaic method
of resolving labor disputes.

Thank you for giving me the privilege of appearingbefore you
today.

Chairman PROXMIRE. Thank you, Mr. Danzansky, for a very fine
statement.

Mrs. Esther Peterson is presently consumer adviser for the Giant
Food Co. and has worn many hats during a distinguished public serv-
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ice career. She has served as Assistant Secretary of Labor, Director of
the Woman's Bureau, chairman of an interdepartmental committee-on
the status of women; Chairman of the President's Commission on Con-
sumer Interests; and from 1964 to 1967, Special Assistant to the Presi-
dent for Consumer Affairs.

Mrs. Peterson, I believe that during most of the sixties, you were
holding down two or three of these jobs simultaneously. It is difficult
to imagine a background which would better qualify anyone to speak
on how changing economic conditions affect individuals and families,
especially in their role as consumers. We appreciate your meeting with
us this morning.

In deference to our shared belief in the full equality of women, we
think it is proper that Mr. Danzansky went first. We did not want you
to feel you were going first because you were a lady.

STATEMENT OF ESTHER PETERSON, CONSUMER ADVISER TO THE
PRESIDENT, GIANT FOOD, INC.

Mrs. PETERSON. I am all for it. I was afraid he might fire me for
being late.

Chairman PROXMIRE. We didn't do much about that equality be-
tween employer and employee. Mr. Danzansky has a proposal for that.

Mrs. PETERSON. I am honored to appear before you. I am especially
pleased to have a chance to appear before you, Senator Proxmire. You
have given leadership to consumer interests and have contributed
markedly to the consumers' well-being. I am happy to give my ob-
servations and to discuss them with you.

I want to say right off that I am not an economist. The facts and
figures are available and if you want them supplied on those areas of
my interest, I will be glad to get them for you.

Chairman PROXMIRE. May I say, Mrs. Peterson, if you want to
abbreviate the prepared statement, the entire prepared statement will
be printed in the full in the record.

Mvobs. PE'rERSoN. Fiiite, but; I would like to speak froim it. if I may.
I would like to say I speak not only from my experience in govern-

ment, but also from the experience of a consumer who has spent
my whole life in a range of consumer experience-having grown up
on a farm, where we grew everything, we made everything, even the
flour from our wheat to be made into bread. I came from that back-
ground to this day, from the era of the corner grocery store with a
hundred or so items, to a big chain with 8,000 or 9,000 items; from
the time when we prepared everything at home to now, when grand-
ma's pies are made by the thousands. In this span, I have personally
experienced the changes affecting the food industry.

Thus, I know inflation. When I talk about the impact of inflation
on people, I know what this is. It is real, it is a serious thing. It is
agony to the low-income people. It is despair to the elderly and it is
a cause of dissention in young families and very often leads to a lot of
breakups. It is awful misery for the unemployed.

The retail grocer knows long before other people how inflation is
felt. That cash register is a very sensitive instrument. We women shop
at least once a week, and we are aware of the prices that go up. We
register our feelings at the cash register. We are very, very aware.
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The poor have to spend proportionately more of their income
than the more affluent. Higher costs are certainly an inconvenience to
the affluent, but an intolerable burden for the lower income people. A
10-percent hike in food costs can cause a middle-income family to shift
1 percent in spending preferences. The poor, however, must transfer
maybe 4 percent or more, probably, and lower the nutritional quality
of their diet.

The retail level hears of these problems very, very early. I notice the
reactions of the people in Giant who buy-who do the purchasing-are
just the same as the housewives. These men come in and say, "look at
these increases," and they show me the letters from suppliers. Here is
one of them, for example.

"By this time," one supplier writes, "I am sure you have received
numerous letters advising of price increases effective January 1, 1971.
Regretfully, we must add ours to the list."

There are piles of these letters. Interestingly the reaction of our pur-
chasers is the same as I hear in the store aisles from the housewife:
"What do they think they are doing to us, do they think we can absorb
this? Do they think we can pass it on?"

These letters from suppliers are filled with sa'd laments of higher
labor costs, rising transportation charges, increasing packaging costs.

What it does mean is that the people who must ultimately bell the
cat-that is, the retailer who must pass the rising costs to the Amer-
ican consumers-are disturbed. It is clear the leaders of this industry
are not going to be content merely to pass increases along. They are go-
ing to be searching for other ways than merely passing along the costs.
They are going to seek changes in a Government and in a system which
now produces, processes, and moves the food that we eat.

I believe there is some evidence that those who largely make food
policy for the Nation, the Agricultural Committees, the Congress
and the administration, are out of step with the American people.
Americans are concerned over food policy. We measure our health
by its abundance and our sense of brotherhood by its use. To observe
the action of the Congress and the administration last session, one
who was not close to the debate would be led to believe that the two
great food policy issues are that the farmer, who represents fewer
than 5 percent of the American people, isn't getting what he deserves-
and this, for the small farmer, I believe is true-and that some people,
like the poor, are getting more than they deserve-and this I believe
is not true. But these are not the great issues.

Anyone who has spent any time talking with consumers, however,
would know they are more concerned that food prices over the past
4 years are up, and that the typical family believes it needs to spend
at least 26 percent more to maintain the same food preferences as
in 1966.

The problem today is not lack of abundance, but improper use of
that abundance. People are concerned that large segments of our
population are denied access to that abundance for a variety of social,
political, and economic reasons.

They are concerned because much of the nutritive value of the foods
we buy has been removed during manufacture and packaging.

They are concerned because our food supply is being poisoned by
additives which have not been thoroughly tested for safety, by thought-
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less use of pesticides and fertilizers, and by industrial runoff intoour waterways.
They are concerned that the average citizen is given so little informa-tion about these things.
And finally, they are concerned about the impact of inflation onthe quality of their diet, for as the number of available dollars inthe family income decreases, one of the first expenditures to be cutis that for food. Unfortunately, the cuts are usually at the expense

of the more nutritious foods.
Much of our outmoded food -policy is a major factor in increasingfood prices for the consumer. For example, both dairy productsand meat are protected from foreign competition by rigid quotasystems.
The USDA sets prices for fluid milk through a veritable monopolyprocedure which effectively denies any consumer participation. Fruitsand vegetables are now produced under Federal marketing orderswhich in the guise of quality control, limit supply and thus keep priceshigh. Government-sponsored monopolies are more deplorable thanprivate monopolies, since there is -at least some check on the latter.
The real policy intent of these practices is to raise prices, which isunfortunate enough, but even worse, the impact falls most heavily onlow-income families who can bear it least. For example, the meat im-ports which are frequently 'barred are those which 'are processed intomeat products, such as ground beef and lunch meats. These are staplesof poor families, providing nutritious protein at a much lower costthan steaks, chops, and roasts.
Another immediate consequence of our present food policy willbe that the cost of food will continue to go up under pressure of manu-facturing and marketing practices of producers that are not relatedto our food needs.
The packaging of many food products is designed to enhance ap-pearance, not to give you essential facts which a shopper should havein order to make a reasonable 'buying decision. As long as food policym G ent appea cnrned onlY wlit the economic health of

producers, the health of consumers will take a back seat to marketingproblems in the food industry.
Just one of those marketing problems which does little except addto the cost of food is the introduction, promotion, and advertising ofnew products-or what is described as new.
There is very little really new-frozen orange juice, instant mashed

potatos, and now a new milk curd product, are the main really newproducts. But hundreds come out as new -and 80 percent of themnever sell. The cost of all this wheel-spinning, of course, is passed onto the consumer and to the taxpayer.
There is nothing wrong with research or with new products, butagain, we need to readjust our thinking. Why can't we have research'and development aimed at finding ways to use our agricultural

abundance to nutritionally fortify those existing foods? The friedmilk curd was developed by the Agriculture Department to find newmarkets for milk -and dairy products. Something is wrong when wehave to find new markets for -mlk with a substantial part of our
whole population either ill-fed through the consumption of emptycalory foods, or too poor to purchase a balanced diet. Why can't that
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excess milk be processed into the foods people want to eat, 'and why
can't we see to it that the poor have an opportunity to get the milk
they need for their families ?

The health of the citizen and 'the impact of food policy on his
pocketbook also are entwined in the failure of his Government to de-
velop food standards which relate to the nutritional value of the
food we eat, and the failure of the industry to promote such stand-
ards. It is ironic that one can find on the label the nutritional con-
tent of food for one's dogs and cats, but similar information is not
available on food for our children.

Until recently, the American people thought that a hotdog was a
form of meat, a source of protein. Only when proposals were made,
and eventually adopted, to limit the amount of fat to 30 percent, did
the consumer learn that over the years animal fat had been substi-
tuted for meat. The consumer was not only receiving 'less protein
for her food dollar than she believed, but more fat in a diet already
too rich in fat. Without standards, there is too frequently steadily
diminishing quality. Expensive ingredients are lessened, and inexpen-
sive fillers put in their place.

This same problem with processed foods will occur again and again,
with increasing frequency 'as the American family spends 'less time
in the kitchen and more time purchasing fully processed food dishes
and meals. The old definition of food quality, which is simply that
"food must be pleasing to the eye and taste," is hardly adequate 'any
longer to protect the health or the pocketbook of the American citizen.

The recently announced efforts of the Food and Drug Administra-
tion to begin developing nutritional standards for food, and labeling
requirements to go along with them, is a step in the right direction.
However, if these standards are just guidelines, and not required min-
imum levels, the consumer will be no better off than before.

It is, or should be, clear that the food problems which concern
the Nation today are those which involve the processing and distri-
bution of food and not only the production. If the Nation's food
policy continues to emphasize the latter while ignoring the former, the
citizens will continue to be subject to the same abuses they now
suffer.

There must be a better and more equitable way to set food policy.
It is not necessary that we battle one another as adversaries, but it
is necessary that all parties be able to influence policy. Policy formula-
tion must not be one-sided.

This obviously will require a new definition of priorities within
Congress and the administration. It also will require a specific com-
mitment that people will be involved continuously and directly in de-
cisions which are now made without them.

Stability in food prices will be easier to achieve once more en-
lightened and more progressive practices become the accepted frame-
work within which the food industry competes, replacing the gim-
micks, games, and gadgets which did little else than raise the cost
without adding to the nutrition of what we buy.

We have begun these reforms at Giant. Unit pricing, open dating,
and informative labeling will compensate for many of the failures of
the truth-in-packaging bill. And best of all, the consumer won't have
to pay for them, for they help management to run a tighter ship.



261

Some sections of the food industry have begun these reforms, and
now changes in public policy must also begin. In effect, inflation in
food is as deep seated as poverty in our society, and we have done
no better in trying to cope with it.

Food prices, like all prices, reflect the health or sickness of the
total economy. Sound fiscal polices are the underpinning of a healthy
economy, but the impact of inflation on the American diet, both qual-
itatively and quantitatively, will not be solved by juggling interest
rates, income policy, or by using other economic remedies. Those
things obvious y will help, but the real problem lies in the willing-
ness of the Congress and the President to make food policy relevant
to food problems and the concerns being felt by the American people.

Thank you.
Chairman PROXMIRE. Thank you very much, Mrs. Peterson.
I would like to ask you, Mr. Danzansky, your statement came down

very hard on the problem of sharp increases in wage costs in the dis-
tribution phase of the food industry. This is most helpful, because we
have not had testimony in this area. As you and Mrs. Peterson both
pointed out, food, of course, is an enormous item in the consumer's
budget and often a decisive item in the cost of living. You seem to feel
that a large part of the problem was this question of strikes and settle-
ments which do not seem to work out very well for anybody. Yester-
day, we had Leonard Woodcock, the head of UAW; and I- think a wise
and capable union leader. It was brought out in the process of the dis-
cussion then that in the last 2 years, the wages of people in manufac-
turing have declined in real terms, that is allowing for inflation, in-
creased taxes-local taxes especially-real wages have declined about
6 percent, in spite of the fact that there have been strikes. It is hard to
see how the workers themselves have -been able to benefit from the
present system of determining wages.

But you come to a solution here which would be very hard, it seems
to me, for the Congress to accept if I follow your recommendation. You
suggest arbitration along the lines suggested, you sa by two Secre-
tarie of 1 avor. 5.Tol th11-is bc co-mpul-sory, arbitrantion

Mr. DANZANSKY. Yes, sir.
Chairman PROxMIRE. Compulsory, binding arbitration?
Mr. DANZANSKY. Yes, sir; it would be written into every contract.
Chairman PRoxmImE. What happens to the right to strike?
Mr. DANZANs5EY. There wouldn't be a 'right to strike.'
Chairman PROXMmE. When you do this in the food distribution in-

dustry-food is a very vital commodity, but strikes have not kept
people from getting food. What happens at the present time, as you
know far better than I do, is that it is devastating for the firm that
has its employees go out on strike, but there are other food outlets
where people can buy their food.

Mr. DANZANSEY. This is becoming increasingly less true, Mr. Chair-
man, in that industry is now bargaining together. Unions prefer it to-
gether that way, too. So when one is shut down, they are all shut down.

Chairman PROXM3RE. Do you know of any city in the country, any
place where a strike has prevented people from getting food?

Mr. DANTZANT561Y. Oh, yes, sir; not too long ago in Baltimore that
was true.

Chairman PROXMIRE. They did not have any food at all?
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Mr. DANZANSKY. Well, you have your mom and pop stores. No. 1,
they could not possibly take care of the consumer during the work
stoppage and during the closing of the stores.

No. 2, if they did take care of them, it would have to be at a greatly
increased price to the consumer, because their costs are higher, the
mom and pop store costs are higher.

Chairman PROXMIlE. It would seem to me that you could make a
strong case for compulsory arbitration in areas that affect the public
health and safety, like police, firemen, possibly medical technicians,
hospital employees. But if you are going to get into the area of super-
markets, it seems to me that you are just going to abolish what many
,people consider to be a pretty vital and almost a sacred right.

Mr. DANZANSKY. Well, now, this right need not continue beyond
the current inflationary problem. This is a manner in which we can
attack inflation. Because what we do, what our little company does
affects the entire economy. Now, I am not crying wolf-we are not
that small-we do about $450 million worth of business in this region.
But we cannot afford to close our doors. We would lose a $9-million-a-
week cash flow. Now, we pay our bills with this cash flow. If that is
cut off-

Chairman PROXMIEE. What you are saying is that your employees,
your union, can threaten to strike?

Mr. DANZANwsY. That is right.
Chairman PROXMmIE. But you just have to settle because you are

in a position where you have no alternative. You just could not per-
mit a strike?

Mr. DANZANSKY. That is right.
Chairman PROXmRE. So they can hold you up for whatever they

wish?
Mr. DANZANs5Y. That is right. And the union people know this.

What we do in this city-we call this Giant country-the other chains
must do. And what they do in this city, they must do everything in
the Nation, and this thing just grows.

Now if, -during this emergency, during this terrible inflationary
period that we are going through, if we were to say, OK, anyone
who is not making $9,000 a year, $8,000 or $10,000-I don't care
what the number is, because everyone should have the right to strike
up to the point where he has a living wage for himself and his family
and is able to educate his children. I do not wish to deny anyone in
substandard industries that kind of a right. But in those industries
where they already are making a living wage-I am not saying do
not give them an increase, but give them the kind of an increase that
an impartial arbitrator says is fair in view of the total economic
picture of the city or the county or the Nation.

Chairman PROXMIRE. Today, in Wisconsin, we have a law which
flatly prohibits a policeman from going out on strike. Well, the Mil-
waukee. policemen are calling in sick. They are not working. The
Governor is considering calling out the National Guard in order to
provide law enforcement protection in Milwaukee.

Now, this is what happens. As you know, they had compulsory
arbitration in Australia. We discussed that with Mr. Woodcock yes-
terday. In the view of many people, that did not work out very satis-
factorily.
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I am just not sure, even if we did pass a law, that we would pre-
vent strikes or the equivalent of strikes-slowdowns, sickdowns, what-
ever you want to call them.

Mr. DANZANsKY. All that is possible. One can't possibly legislate
against anarchy, I guess. You can have it on the books and if people
choose to be anarchists or lawbreakers, that is their choice.

Chairman PROXMIRE. You see, these policemen are asking-I do not
suppose they expect to get that-that patrolmen have an annual salary
of $20,000 a year. That is far from the $8,000 or $10,000 you are talk-
ing about. They already get more than that.

Mr. DANZANSKY. And maybe the $8,000 or $10,000 should be $12,-
000. I am not arguing that point. I think everyone should make a
living wage. But I do not think anyone should have the right to dis-
tress and disturb our total economic picture, as is happening today.
I do not blame the worker. I do not blame him because he is in the
midst of this spiral. All I want to do is to be sure that the consumer
is represented, knows what is going on, that in fact the worker him-
self knows what goes on, that the stockholders of these companies
know what is going on, and that something fair is imposed if the
parties can't get together on it.

Chairman PROXMIRE. I just wonder how important this is going to
be a few years from now. You just told us about a facinating tech-
nological revolution. You told us you expect to have your stores auto-
mated to such an extent that you will have, in effect, fewer workers.
You are even going to have automated checkout counters, a situation
where the number of people working is going to be far less.

Mr. DANZANSKY. Yes.
Chairman PROXMIRE. I take it, No. 1, one of the reasons you are

taking this position is because of the increase in pay. I think this has
been one of the great forces of efficiency in American industry, the
fact that the unions have negotiated big increases and as a result,
there is a clear incentive for management to put in labor-saving equip-
ment. When you do that, you are doing it partly because wages have
gonp. 11n No 1. and No 9 when yoii move,. in tfhe dirpetion vnyo sa
you expect to move in very rapidly-you are all ready to move in with
automated checkout counters-when you move in that direction, you
are going to have a smaller impact from wage increases on prices,
are you not?

Mr. DANZANSEY. Yes.
Chairman PROXMIRE. Since you will have a capital-intensive, far

less labor-intensive operation.
Mr. DANZANSKY. Yes, that is possible per unit, but hopefully, we

will all have more stores and give better service.
Chairman PROXMIRE. I am not saying there is anything wrong with

it. I am saying does that not solve your problem in part, rather than
pass legislation which might be considered to destroy the right to
strike?

Mr. DANZANSKY. It is also destroying the right to lock you out.
Chairman PROXMIRE. You are going in the direction where you

won't need that in a few years, anyway.
Mr. DANZANSEy. It also destroyvn the right to lock out. It is a two-

way street. At that point, management is forced to give the increase
that the arbitrator says is fair in view of all the circumstances. He

58-512-71-pt. 2-2
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is forced to give it, whereas otherwise, he might not give it. So it is
really a two-way street. Labor could be gaining just as much from this
as management.

Too often we are finding today that even after a collective-bargain-
ing agreement has been arrived at in good faith between the elected
leaders of a labor union and the management, the workers have re-
futed what the leader has done. In our town, this was done because
the fellow was up for reelection and the people working against him
were not going to allow any settlement to go through. That quirk of
having that election come up at a time when these contracts expired
I think has had an inflationary effect on food throughout this entire
Nation.

Chairman PROXMIRE. I think you earlier put your finger on the
critical factor. After all, if your union knows you are not going to
fight, if they threaten to strike to get what they want-after all, they
are human, they want more money. Everybody wants more money.
You would do it if you wanted more money.

Mr. DANZANS1KY. I certainly would.
Chairman PROXMIRE. The reason for the slight improvement in the

Consumer Price Index has been very largely because of the slowdown
in the food price index. Other items in the consumer index are rising
as rapidly as ever. Thus the food price outlook has great importance
in what is going to happen in inflation. As one of the top men in the
country in food distribution, what is your view on the food price
outlook?

Mr. DANZANSKY. First, I would like to say, Mr. Chairman, that I
am extremely proud of the food industry, the retail take-home food
industry of this Nation. The information that I have is that immedi-
ately after World War II, 26 percent of the disposable income of the
American consumer went for retail food. Now, that was good in those
days, because that compared with something like 50 percent in Eu-
rope. Today, the retail take-home food industry, which is basically
the chain stores of the Nation, take only 16 percent of the disposable
income of the American consumer. So if there is inflation in the coun-
try, it is not because of the retail food industry and its great system
of distribution.

Now, I have gotten the pitch in. Now, just specifically to answer
your question about the future, yes, I think price rises are inevitable-
inevitable.

Chairman PROXMIRE. What do you mean by-I know price rises are
inevitable. They are going to go up in everything. The question is,
how fast? Do you anticipate they will go up faster in the next year
than they have in the past year or so?

Mr. DANZANSKY. Let me give you an example. In our company, we
went through a quarter-3 months ago-our first loss in history,
in the history of our company. That was a combination of a lot of
circumstances, primarily wage increases and the fact that we went into
a discount program, which is a great competitive thing in this
Nation.

Now, we gradually are pulling out of this dilemma and while we
are not earning as much as we did last year, we are earning dollars
today.



Now wages are roughly 10 percent of our total income. If we are
to give a 30 percent, and we just gave a 32 percent wage increase for a
2-year contract to our employees.

Chairman PROXMIRE. An average of 16 percent per year?
Mr. DANZANSKY. Yes, sir. For our little company, that is $7.5

million a year.
Chairman PROXMIRE. I can see why you were able to hire Esther

Peterson, with wages like that.
Mr. DANZANSKY. At any rate, we are delighted to have her. She is

just great and she has brought a lot of wonderful, new, innovative
ideas to our board. But when we have this increase, when you have the
30 percent increase-just to make the arithmetic easy-on top of 10
percent of your total cost going for labor, that makes 3 percent. You
need a 3 percent price increase in retail prices in order just to take
care of those labor increases.

Chairman PROXXmE. Unless you have what you have just been de-
scribing, an increase in your efficiency.

Mr. DANZANSKY. An increased productivity, which we do not have.
Chairman PROXMIRE. But which you expect to get shortly?
Mr. DANZANSKY. We hope so. But we are going to pay for that, too.

There is going to be a tremendous capital investment.
Chairman PROXMIRE. But overall, allowing for the increased cap-

ital costs, you will have a reduction in your costs and be able to pass
that on to the consumer.

Mr. DANZANSKY. I want to make one point clear: I am not opposed
to labor getting increased wages. I am all for it. I think they must keep
pace and I am not sad about the 30 percent which they got. All I am
saying is that the American consumer must recognize the job that has
been done by the retail food industry and not condemn them for in-
creasing prices on top of these increased wages. Plus the fact that in
order to prevent these freaks-and they occur throughout the Nation,
and whatever happens in Washington will happen in Baltimore or
Philadelphia or New York-if we do write into our contracts during
thso period of emergenyv-and it would onlv be emergoenyv l1eisla-
tion-an absolute compulsory arbitration for all those industries where
the worker is getting more than x dollars a year, which is considered
to be a living wage, I think it would go a long way toward producing
price stabiltiy for the consumer. The consumer would sit at the bar-
gaining table with us. We are not trying to pull the wool over labor's
eyes, we are not trying to get anything that we do not deserve. And
by the very same token, we have to pay more than we otherwise would
pay as a result of this.

Chairman PROXMIRE. As you know, there has been strong opposi-
tion, not only on the part of labor but on the part of management,
to compulsory arbitration. It is good and refreshing to get an in-
dustrial leader who comes before us and makes this kind of pro-
posal. But it does have a rocky road to go.

Mr. DANZANSKY. It does. In talking to Secretary Wirtz about it,
he said "Don't call it compulsory arbitration, call it mediation to
finality, because compulsory arbitration is anathema to legislators."

Chairman PRoxi. I must sav, Mrs. Peterson. your statement
was a remarkable statement for one who is now employed in the food
distribution industry. You stressed the failures honestly and real-
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istically of the food industry with respect to nutrition and of course,
when you were a national public official you did a great job to help
rectify that. You are still working on it. I do not mean that you indi-
cated any derogation of Giant. Evidently they are doing well. But
you indicated there is still a long way to go in this industry.

There is some difference, of course, in the testimony between you
and Mr. Danzansky. You put great emphasis on the very serious effect
of higher food prices on inflation, and Mr. Danzansky pointed out to
us that only 16 percent of the consumer's dollar is going into food.
This is not only the best bargain in the world by far-about half of
what they pay in Europe, about a third of what they pay in Rus-
sia-but it is infinitely better than what it was 10 or 15 years ago.
So food is now much cheaper. And I think that is not just because of
the excellent job and the retailing revolution and distribution, but
the remarkable job the farmers have done and the American farm
program has done.

Mr. DANZANSKY. Amen. You are right.
Chairman PROXMIRE. People have been criticizing this farm pro-

gram and the handout to the farmer. Actually, the big beneficiary
has been the American consumer.

Would you acknowledge, Mrs. Peterson?
Mrs. PETERSON. I have no problem with that general concept. As

I have said, I think that is true. I think we have to look at it also in
terms of the percentage of the disposable income that is being spent
by the consumer. For the person who is in the low-income bracket,
the cost of food is still a lot of money. What I am trying to point out
is that we can pass efficiencies to consumers by seeing we do not have
a lot of wheel spinning, of unnecessary kinds of expenditures, and can
still better improve the conditions in stores for consumers.

I would like to add, and I think this is partly because of the pro-
gressive attitude of a lot of our Washington food retailers, but the
price index for food in Washington has not increased over the last
year to the same extent that it has over the country; in fact, it has
decreased. I would like to insert in the record some statistics on that
when I review the transcript.

(The following statistics were subsequently supplied for the
record:)

TABLE 1.-FOOD AT HOME CONSUMER PRICE INDEX (PERCENT CHANGE FROM 3 MONTHS AGO)

United Washington,
States D.C.

November 1969 -0.2 -1.6
February 1970 ------ 2.9 4.2
May 1970------------------------------------- 3 -1.1I
August 1970 -. 6 -. 7
November 1970 - -1.3 -2.6

Source: U.S. Department of Labor, Bureau of Labor Statistics, Washington, D.C., January 1971.
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Chairman PRoxiammE. To the extent that there has been a rise in
food prices over the country in the past few years, what would you
say is the reason for that? Over the last 2 or 3 years.

Mrs. PETERSON. I think it is part of all the inflationary problem.
Chairman PROxniiRE. Then you go back, so either the farmer is

getting more-the parity ratio we have here indicates he is not-
after all, he only gets about 35 cents of the housewife's dollar-or the
wholesaler is getting more, or you have other costs in distribution in
addition to wages and the food that you buy, which are increasing.
Is this all along the line?

Mrs. PETERSON. The distribution process-
Mr. DANZANSKY. Our industry is delighted with a 1-percent net

profit after taxes. If you take this whole industry and boil it down,
we are operating at less than that today. You take this whole in-
dustry and boil it down and we wind up with less than 1 percent. Even
in the best times, it was never more than 1.3 or 1.4 percent.

Chairman PROXMnin. Let me ask you, Mrs. Peterson, you said
something which I would like to either challenge or have you corro-
borate. What evidence do you have that food is one of the first
items to be cut as income drops? I think this contradicts most views.
People have to eat.

Mrs. PETERSON. I talked about the nutritional quality of the food
that is dropped.

For example, I have been meeting with some of the people here
in the District.

Chairman PROXMIERE. You may well be right.
Mrs. PETRSON. Yes. For example, they will buy the cheaper starch-

ier foods rather than the nutritious protein foods.
Chairman PROXMIRE. W"That kind of studies have been made on

that? I have also heard testimony that the cheap foods that you buy,
the less expensive foods, are often more nutritious.

Mrs. PETERsoN. Some of them are. It is a matter of nutritional
quality.

Chairman PROXRMIRE. Do you find, for example, as people's incomes
drop, they buy less milk, fewer fruits and vegetables?

Mrs. PETERSON. And fewer meats and the protein; yes. This has
been true.

I met last week with some of the home economists working with
the poverty groups-

Chairman PRox}inmE. Is this done on the basis of a careful, objec-
tive, so-called scientific inquiry, or is it a guess?

Mrs. PETERSON. There are some and it would be helpful to look
at them. I know from my own observations and from talking with
people that this is the story.

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

So far as I know, there are no published studies to indicate that the food
budget is the first expenditure item to suffer when family income drops. How-
ever, there are several unpublished studies made in connection with the Federal
food stamp program which demonstrate this fact; and there are other studies
made to test the reason why families do not participate in the food stamp program
which show the same result.

The USDA studies were made to determine what the families in specific
income categories should be expected to pay in order to receive bonus food
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coupons from the Federal government. While each income category spent an
average amount for food, lower income levels spent proportionately more for
food-for example, over 40 percent, on the average, for the very low income
groups; individual families varied greatly as to the percentage being spent
at the time the survey was being made. This indicates that while taste and
skill in menu planning may vary, other forces than the demand for food were
at work. On subsequent interviews, it was found that poor families will vary
the level of food expenditure depending on the demands being felt from other
elements of the 'life style. When rent is due, it has to beipaid. Medical care is
available, but it often has to be paid in advance. Utilities must be paid, or they
will be cut off. Thus, in a week when fixed costs must be met, a family that
cannot quite meet all its bills will go short on the food budget and hope to make
it up next week.

Other studies of food stamp participants, or those eligible to participate, con-
firm the essential character of these observations. Families complain they cannot
afford the stamps because other fixed expenses take too great a part of the avail-
able cash for living expenses at certain times. The only alternative is to drop out
of the program, or not to enter it.

'Chairman PROXMIRE. One of the shocking developments we have
had is the nutritional deterioration of the diet of people with good
incomes. You find that so many young people, especially girls, but girls
and boys both in schools, even though their parents have good incomes,
they 'are just eating very badly.

Mrs. PETERSON. This goes equally for rich and poor.
'Chairman PROXMIRE. It is not a matter of income, it is a matter of

taste and advertising.
Mrs. PETERSON. Exactly, and from not knowing. One of the inter-

esting things now is the development of nutritional snacks and forti-
fied foods, especially the cheaper foods, the macaronies and other grain
and cereal products, to put in more protein. But a lot of nutrition edu-
cation needs to take place at the same time.

Mr. DANZANSKY. I might say, Mr. 'Chairman, the Department of
Agriculture 'and the food industry are cooperating on a nutrition
awareness program and hopefully, this will bear-some good fruit.

Chairman PROXMIRE. Very good.
I want to thank you both, Mr. Danzansky and Mrs. Peterson, forPexce 11 nt~ es_4-:_ ___ -ost-4sefI u.
Mr. DANZANSKY. We thank you, sir, for your courtesy.
Mrs. PETERSON. We appreciate that.
Chairman PROXMIRE. Mrs. Peterson, would you come up here, please?

I saw Mr. Danzansky grasp that briefcase and knowing he is the head
of Giant Food and also active in the Board of Trade, I figured there
must 'be something else he has to rush for.

Mr. DANZANSKY. You are very 'kind, but I have to listen to what
Esther says. That is part of our contract.

Mrs. PETERSON. I must say 'this experience-which I never thought
I would have-of being inside a corporation has been instructive and
rewarding. 'I 'am very honored and pleased to be associated with this
firm. lit has this great feeling of social responsibility, of wanting to
carry out the plans that not only benefit themselves 'and the stock-
holders, 'but also benefit the consumers 'as well. It is a great experience
for me.

Chairman PROXMIRE. May I ask you this, Mrs. Peterson. As the
No. consumer representative in our Government for a number of
years, and as one who fought very, very 'hard to impose some pretty
tough disciplines that were vigorously resisted by industry, the food
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industry particularly, in truth-in-packaging and so forth, is it your
feeling that that legislation that has been passed is fair and practical
and effective?

Mrs. PETERSON. The truth-in-packaging legislation?
Chairman PROXMIRE. Yes.
Mrs. PETERSON. When it finally came out; it was not in the form

we wanted. It was greatly weakened during the legislative process.
Unit cost labeling, standard package sizes, limits on the number of
sizes, all these were cut out by Congress. The act does not go far
enough for the consumer. This, of course, is why I am so interested to
see how the failures of the packaging bill can be overcome voluntarily.
That is what is happening now at Giant, that is what we are finding.

I guess it is fair as far as it goes, but one difficulty is that it was not
given appropriations, it was a stepchild, as far as-

Chairman PROXMIRE. Supposing you tell us just what additional
steps we need and how much additional money we need? This is so
important for the American consumer and it is so important in coping
effectively with inflation. And of course, it affects not only food, it
affects other industries as well.

Mrs. PETERSON. Exactly.
On the money end of it as far as appropriations go, I think certainly

that the FDA or the FTC must be given sufficient funding to carry
out the mandate of Congress.

Chairman PROXMIRE. You say it is not being enforced?
Mrs. PETERSON. They cannot. The agencies have not asked for the

staff to operate the program. They have two people to enforce regula-
tions on the size of type on a label and the requirement that the ad-
dress of the manufacturer be included on the label. It is impossible
for them to do the job.

The lack of appropriations and the lack of staff are the basic rea-
sons. The bill was passed in 1967. We still do not have operating regu-
lations, for example, on "cents off," promotions which have been such
a nuisance to people. We still do not have regulations relative to the
proliferation of package sizes. The Department of Commerce is mak-
ing an effort but the changes have been only in nonfood items. All of
these practices add a good deal to the cost. When you go through the
warehouses and see how they have to keep track of all the different
sizes of different products, then you see how all of this adds to the cost
paid by consumers.

Certainly we need more staff and more appropriations. It is one
thing to pass a law, but it is lip service if we do not give the tools to
enforce it.

Chairman PROXMIRE. How do you envisage now an effective truth-in-
packaging law? You say when you have two people for the entire
country-you obviously should not have, and in my view should not
have a huge bureaucracy checking everything sold by every store every-
day. What do you need to do this effectively within a limited amount,
but to give the housewife some reasonable protection?

Mrs. PETERSON. Each agency has said what they need. But certainly
they need more than a staff of two. I know administering some laws
under my jurisdiction in the Labor Department it takes over 4,000 peo-
ple to handle wage and labor standards. The USDA requires over 8,000
people to inspect only meat and poultry. It is hard to say in specific
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numbers, but I would certainly want to 'begin with at least 10 to 20
people to prepare regulations, procedures ana guidelines, and far more
than that for the actual enforcement.

Chairman PROxMIRE. How about the labeling laws? You spoke in
your testimony about how the so-called enrichment of bread is decep-
tive, that they take out of bread more than they put into it. Did you
say that?

Mrs. PETERSON. Yes, I did.
Chairman PROxMIRE. That has been my understanding. It breaks

my heart when I see my little 9-year-old boy eating white bread. No
matter what they say about it, I can't believe it is going to make him
grow as they show on television.

Mrs. PETERSON. This again is where I think we have to have tighter
labeling regulations. There is authority to ask and to see whether pro-
ducers put the ingredients on. But it has not been pressed. There are
always reasons for not doing it.

Chairman PROXMIRE. IS the reason for not doing it because of lack
of money ?

Mrs. PETERSON. Frankly, it is not wanting-shall I put it bluntly-
not wanting the consumer to really understand what is in a product,
probably for competitive advantage.

Chairman PROXiTRE. This is incredible. There is a lack on the part
of what department? After all, you say a law has been passed, enacted,
Congress has done its job as far as putting the law on the books.

Mrs. PETERSON. Authority for fair packaging and labeling is divided
between the Federal Trade Commission, the Food and Drug Admin-
istration; the Department of Agriculture also has authority over meat
and meat products. The responsibility is broken up in the various
phases in which each agency works. A lot could be done already with
the authority that is there. The Food and Drug Administration is
pressing for nutritional labeling, and I am sure we will be able to get
that done, probably with some voluntary assistance from industry, as
we are trying to do at Giant. Eventually there may be need for stronger
regulations. But this can come later.

Chairman PROXMIRE. I would appreciate it very much if when you
review your remarks for the record, you could put anything into the
record that you would like, indicating what you think should be done
to make this labeling effective, with respect to pulling together into
one agency or providing oversight by one agency or fixing the respon-
sibility on one person or one group.

Mrs. PETERSON. That, of course, is the big job. I will be glad to
look into that. But I think also of the legislation that was before Con-
gress last year. To set up an agency, you see, is extremely important.
That kind of agency could really look and assist in carrying out the
wishes of those laws.

Chairman PROXMIRE. Well, I want to thank you very, very much.
You did very well the first time, you did extremely well the second
time. You are a real doubleheader all by yourself.

Mrs. PETERSON. Thank you.
Chairman PRoxMIRE. Our next witness is Representative Michael

J. Harrington, who represents the Sixth District of Massachusetts.
I see he is not here yet.
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Esther, you are just great, we appreciate it. If you would like to
add something, you have 60 seconds to do so.

Mrs. PETERSON. I will be very glad to put in some supplemental ma-
terial on that very complicated measure of the bill.

Chairman PROXMIRE. Truth-in-packaging and labeling.
Mrs. PETERSON. And labeling. Very definitely authority is needed.

But I think it is also important for Congress to consider the need for
overall consumer representation. The bill that would set up an inde-
pendent agency as a place of authority to look over the shoulder of
the agencies and to intervene in policy and regulatory matters did not
pass. This agency should be responsible to Congress and come to Con-
gress directly for its appropriations. That is the sort of overall au-
thority that I think is badly needed and will not be available from
the Justice Department as was proposed by the administration.

Chairman PROXMIRE. Mr. Harrington is here, but let me ask you
one question before he comes up because this is something I have a
special interest in. We have a health nut on the staff and I am kind of
a health nut myself. Cornell University came out with a wheat-germ
bread. The FDA, I understand, would not let them call it bread on
grounds that it was too good. Do you know whether this is true or
not ?

Mrs. PETERSON. I think that is shocking, frankly. I think we really
have to be honest. That is the whole thing the consumers want today,
honesty. Let's tell what is in it, let's have full disclosure of ingredients;
let's know. Then I think we will compete on the basis of quality, not
compete on what people do not know.

Chairman PROXMIRE. Very good. Thank you very much.
(The following information was subsequently supplied for the

record:)

RESPONSE OF EsTEa PETERSON TO ADDITIONAL WRITTEN QUESTIONS POSED
BY CHAIRMAN PROMISRE

Question 1. You argue in your statement that the basic problem in the food
industry is "that food policy in government appears concerned only with the
economic health of producers." Could you elaborate on what you mean 'by that?
Are you referring to farm policy, or to the regulatory policy of agencies sueh
as the FDA and the FTC, or to the lack of a consumer affairs agency, or to all
of these?

Answer. You ask what I mean when I say that "food policy in government
appears concerned only with the economic health of producers." The answer is
somewhat complex, and may be long, but I will try to be brief.

If we look at what happened in the last session of Congress there is both an
immediate and direct, as well as a less direct, evaluation which can be as-
sessed. Congress enacted a major farm bill which continued the combined direct
payment and price support technique to support farm income. In addition, the
bill revised the milk marketing program for dairy farmers by granting dairy-
men in the immediate area around a metropolitan area (a milkshed, in tech-
nical terms) the right to establish shares of that market which can be sold or
passed on to their children. It creates a property right where none existed. The
marketing order concept was extended to producers of other farm commodities.
both to provide checkoffs for promotion activities and to allow certain types of
products to be legally withheld from the market. While these legal monopolies
provide for farmer representation, other individual consumers affected by these
actions are given no voice in policy. Although the Secretary of Agriculture is
considered under law to represent the public-or consumer-interests, the rec-
ord is barren where he has taken action contrary to the wishes of the producer
committees in the operation of the various marketing orders. While the Con-
gress was enacting all these laws to benefit producers, it was holding back a
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bill extending the food stamp program which, in some versions, would have
established the right to an adequate diet for those who could not otherwise
afford one. However, by the time the Congress had rushed the food stamp legis-
lation through its machinery in a last minute effort, the poor found that the
Congress had placed a forced labor requirement on the access to the food
abundance we so proudly hail.

Thus, in the one instance, Congress created a property right for one class of
Americans, and created a new form of degradation for another class of uitizen.

This is the iimediate and direct evaluation one can make. The less direct and
less obvious evaluation is in -wondering what this implies in priorities. Con-
gress enacted legislation which commits the Federal government to spend at least
$3.5 billion to $4 billion a year to ensure the American people will be able to enjoy
the abundance of food which an urban nation requires for both domestic health
and tranquility. The only issue which arose seriously was whether a limit should
be imposed on farm payments of $55,000 a crop. The limit was imposed, and will
save perhaps $35 or $40 million a year; no serious discussion was given, however,
to the arguments of competent economists that the farm legislation would cost
substantially more-some 'say a half billion dollars a year-than was necessary
to carry out program objectives.

I do not mean to single out the Congress in this evaluation. The actions which
the Congress took were those which the Administration either had requested or
had endorsed prior to final disposition by the Congress.

The sense of the Adninistra~tion priorities in the food area can be more clearly
seen in 'the rather small budget which 'has provided for a number of programs
which are usualiy considered to be consumer oriented. The facts as demonstrated
by agency action do not always support this view, however.

In the current fiscal year, the total Federal expenditure for meat and poultry
inspection, for the food portion of Food and Drug Administration, the expendi-
tures which the Federal Trade Commission makes on food related matters and
the funding for the President's consumer advisor amnount to about $178.5 million.
For fiscal year 1972, the Administration is requesting $197.3 million.

This is the total amount which the Federal Government invests in consumer
protection and regulation affecting a food industry that accounts for an annual
gross volume in excess of $150 billion. Most of this protection and regulation
money-$130 million out of 'the fiscal 71 total-goes for meat and poultry inspec-
tion, an agency function from which the administration this year stripped the
designation of consumer protection. I do not know Whether this was an act of
sudden honesty, or whether some reason yet unannounced was the cause, but it is
obvious that the Federal stamp of approval makes the marketing of millions of
steers and hogs and chickens much easier than if the food industry alone had to
convince the consumer of ItS good intentions.

The point which needs to be made is that everyone-consumers as well as
producers, processors and retailers-have a strong interest in food protection
and regulation. Only recently has FDA and the FTC begun to show an aware-
ness 'of the right of the consumer to be heard in the policy and procedures
they carry out. The USDA, through the Consumer and Marketing Service, has
yet to demonstrate an awareness that the consumer has any rights, let alone
interests. For example, I have been told that the USDA is now exploring with
the State of California the withdrawal of all Federal inspection in meat and
poultry plants in favor of a licensing arrangement with the State. Before such
action should be contemplated, all consumers (and even the Congress) should
have an opportunity to study, discuss and recommend policy.

Question 2. In particular, do you feel that the e.Tistence of a Special Assist-
ant to the President for Consumer Affairs gives the consumer adequate repre-
sentation in government? What changes in this office would you recommend?

Answer. I believe the only way, given the size and complexity of the Fed-
eral-and many State-governments, for the consumer to be adequately pro-
tected is for the consumer to be given an adequate voice before the agencies,
the executive and the Congress. A Special Assistant to the President is just
that, and his or her duties are to inform the President of activities and to
suggest responses; a Department of Consumer Affairs with administrative re-
sponmsihilities would eventually become subject to the same pressures which are
now directed by the various special interests at the regulatory and protection
agencies-and probably would assume much the same character. I believe that
an independent agency, or a 'Cabinet level post, which would assume the yet
undefined role of an American ombudsman with adequate staff and powers,
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including power to intervene, Is the best means of giving the consumer an ade-
quate voice in policy-making and policy execution. Congress has such bills be-
fore it now for consideration in this session. I hope it acts.

Chairman PROXMIE. Now I can introduce you, Congressman Har-
rington. Congressman Harrington represents the Sixth District of
Massachusetts. The 6-percent unemployment rate from which the
country suffers at the present time is, of course, an average of dif-
ferent rates in different areas. The impact of recession is terribly
uneven. We've already heard testimony from Mayor Gibson of Newark
and Mayor Gribbs of Detroit. Both those cities have very high unem-
ployment rates-up around 11 and 12 percent. We've heard from the
Governors of Ohio and Pennsylvania, two industrial States, where the
swings in economic activity are especially sharply felt.

Congressman Harrington, I believe I'm correct that you represent
an area in Massachusetts, Essex County, where unemployment is also
substantially above the national average, and where there are some
real structural problems to be overcome in order to restore full em-
ployment. We are very pleased that you could testify this morning,
and we want to know what the situation is in areas such as the one you
represent and what you think ought to be done about it.

STATEMENT OF HON. MICHAEL J. HARRINGTON, A REPRESENTA-
TIVE IN CONGRESS FROM THE SIXTH CONGRESSIONAL DISTRICT
OF THE STATE OF MASSACHUSETTS

Representative HARRINGTON. Thank you, Mr. Chairman. Not hav-
ing been here earlier, I trust I can be filled in by my staff.

Chairman PROXMIRE. You missed two very good witnesses.
Representative HARRINGTON. It may very well be that we should

have stopped there.
If I could, I would like to read the prepared statement I have and

I will be available for questions.
Chairman PRoxMIRE. Fine. If you would like to abbreviate your

prepared statement in any way, the entire prepared statement will be
printed in the record, of course.

Representative HARRINGTON. Fine. I appreciate this opportunity
to appear before the Joint Economic Committee. The fact that you
are holding these hearings into the economic state of the country so
early in the session is an encouraging sign that the Congress intends
at this point to be responsive to a critical problem.

In years past we have talked about the fiscal plight of our cities,
towns, and States. Today, however, we must often talk in terms of sur-
vival. The specter of the padlock on the city hall door is no longer con-
fined to the distant future. Many mayors are threatened with being
relegated to the position of a trustee in bankruptcy.

The general statistics are well known to this committee. The States
and local governments are caught in a press between increasing de-
mands and limited resources. Since 1950 State debt has increased 579
percent and local debt 363 percent. At the same time due to the growth
factor in the Federal income tax, the debt of the National (G7overn-
ment has increased only 35 percent.

At the present time Washington is collecting from 91 to 93 percent
of all income taxes in the country, while it is estimated that 85 per-
cent of local tax collections come from the property tax.
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Unless there is some change in the fiscal situation, the cities, towns,
and States will face a revenue expenditure gap of from $15 to $17 bil-
lion within the next few years. Governor Rockefeller has recently
estimated that State and local governments face a deficit of $10 billion
this year.

And it is not as if States have shirked their revenue raising obliga-
tions-certainly the Commonwealth of Massachusetts has attempted
to meet pressing needs by increased taxes. On a per capita basis, Mas-
sachusetts ranks sixth in the Nation in the burden of its State and local
taxes.

At the present time my State has not only general and specific prop-
erty taxes, but a sales tax, income taxes, and excise taxes as well.

From these sources Massachusetts in 1971 will raise approximately
$3 billion in State and local taxes. In the same period, however, the
Federal Government will raise in this State $6.2 billion or double
the revenue derived by the State.

Present estimates show that 56 percent of all State and local moneys
are raised in Massachusetts by means of the property tax. And this
reliance on property taxes is characteristic of State revenue raising
efforts.

It is well known that the property tax is a fundamentally stagnant
form of revenue raising. With this form of taxation, increases must
come essentially from the raising of rates. Property values just don't
rise in proportion to government needs.

Along these lines, the recent history of the property tax in Mas-
sachusetts has been a frightening one. In the last 4 years, rates have
increased 67.5 percent throughout the State. The Massachusetts Tax-
payers Association has already predicted another 15 percent hike in
property taxes for 1971.

In some of the older Massachusetts cities the rate of property taxa-
tion has reached the point that property owners pay taxes equal to the
full value of their property every 10 years.

If the property tax in Massachusetts has risen above our heads,
the other forms of taxation are no far behind. We are ncxw malking
heavier use of personal income taxes than any State except Oregon
and your own State of Wisconsin.

Even if we double the present Massachusetts sales tax from 3 to
6 percent, and at the same time broaden its base, we could raise only
$200 to $300 million less than a single year's increase in local expendi-
tures.

The best figures now available project a need of an additional $484
million for the cities and towns of Massachusetts in the coming year.
At the same time the State government is faced with an increased
need of approximately $280 million.

To a great extent the spiraling demands made on State and local
governments are beyond their control. The pressure for better educa-
tion, for adequate welfare, for decent government salaries as well as
for the services needed by a growing population must be met.

As recently as 1965 the net cost in Massachusetts for higher edu-
cation was only $27 million per year. In 1970 it totaled just over $100
million. By 1975 to 1976 the costs could run close to $300 million.

The city of Boston is a good example of the effects of the monetary
strangulation affecting the cities and towns.
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This city depends on the property tax for nearly 70 percent of its
revenue.

In the past 10 years interest costs for the city have risen 84 percent.
The building cost index has gone up 47 percent. Firemen's salaries
have risen 61 percent and teachers' salaries have increased 55 percent.

At the same time, the taxable valuation of Boston has increased
only 9 percent.

The city of Boston now faces an increase in expenses of $51.7 mil-
lion with only $8.7 million in increased revenue anticipated. Unless
these figures are changed, the deficit will amount to nearly $43 million.

The cost of running Boston agencies in 1970 was almost $22 mil-
lion more than the previous year. Conservative estimates show that
in 1971 it will be $18 million 'higher than in 1970. School expense is
projected at $12 million higher in 1971.

Despite a severe austerity program declared by Boston Mayor Kevin
White, current estimates predict an increase in the property tax rate
from $156 to $190 per thousand.

As Mavor White has stated, the present system of taxation in this
country is indeed "a system that leaves us with only impossible
choices."

The time has come to honestly face the fact that the State and local
governments of this country are approaching the end of their revenue
capability.

If the need is self-evident, the solution must be found.
Many alternatives have been suggested as a means of easing or solv-

ing the fiscal difficulties of State and local government. Some people
have suggested an increase in present grant-in-aid programs or a
change to block grants.

To others, the answer lies in the federalization of the welfare system
through plans similar to the President's family assistance legislation.

A few have suggested a tax credit system whereby the Federal Gov-
ernment would encourage State income tax increases by giving a credit
against the Federal income tax. Some have suggested a reorganization
of local tax structures.

In my opinion, the only effective and immediate answer lies in the
division of Federal income proceeds with State and local governments.
Given the nature of the income tax and the extent to which it has been
preempted by the Federal Government, it is clear that a sharing of this
tax is necessary.

At the present time, it is estimated that the Federal Government
takes in twice the tax revenue of all the State and local governments
combined.

While other jurisdictions depend on taxes that lag behind, the Na-
tional Government has, thanks to the income tax, revenues increasing
at a rate 20 to 50 percent faster than the economy.

Federal revenue sharing with the State and local governments must
be enacted by the Congress in 1971.

Under the President's plan, with a level of $5 billion, Massachusetts
would receive only $136 million. As welcome as this assistance is, it
would not touch a projected State and local deficit of from $600 to $800
million.

Therefore, I believe revenue sharing should provide for a minimum
distribution of $10 billion in this fiscal year.
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If this country can afford $100 billion to spend on the hamlets of
South Vietnam and $23 billion on abandoned missile systems of various
kinds, then it can afford $100 billion for the salvation of its own cities,
towns, and States.

Revenue sharing alone, however, will not solve all our fiscal prob-
lems.

I do not discount the value of other methods of assistance.
Present grant-in-aid programs should be expanded, not dismantled.

The pledges this country has made to solve national problems in the
areas of health, housing, race, and poverty must be redeemed.

I firmly believe that the Congress should pass a family assistance
program.

The welfare commissioner of Massachusetts stated this month that
he will ask for an increase of $200 million for the welfare budget for
fiscal 1972. The President's proposal for family assistance would add
approximately $60 million to the $90 million Federal share of this
increase.

In terms of tax reform, the Commonwealth of Massachusetts re-
cently received the first report of a master tax plan that would at-
tempt to reallocate some of the tax burden from the property tax to
sales and income taxes and tighten up the tax systems. I think this
should be done.

Nevertheless, the monetary palsy that is now striking State and local
governments can only be cured by a massive transfusion of Federal
dollars without strings.

Revenue sharing will accomplish this transfusion.
It is my hope that these hearings will lead to a recognition that

Congress must act now to save the basic structure of our Federal
Government.

Chairman PROxmE. Thank you very much, Mr. Harrington, for a
most useful statement. It is good to get this kind of documentation of
the needs of our cities and States.

One of the reasons for this hearing, as you can tell by the witnesses
we have had, is to try to document that so we know just what the
plight of our cities and States are. While I strongly disagree on the
revenue sharing, I think we have to do far more than we have done in
providing funds to the local and State governments.

One of the cases that indicates why I say I disagree: Although you
say Massachusetts would get $136 million from the President's pro-
gram, Wisconsin would get $134 million. Now, Wisconsin is far
smaller in population than Massachusetts. I am sure that Massachu-
setts is a richer State. You must pay almost twice as much in taxes.

Representative HARRINGTON. I think we do.
Chairman PROXMnm. It has been charged that the revenue sharing

program of the President would hurt the urban States. Maybe this
is an example of that.

At any rate, I think it is just extremely hard to develop a revenue
sharing program which would be based on need and not go into the
substantive purposes of the revenue sharing. After all, why are you
sharing the Federal taxpayers' money with them? So they can do a
better job in education, they can provide more law enforcement, they
can provide for the other urgent and desperate needs of the localities.
We have these programs in all these areas. It seems to be more logical
and sensible to provide specific categorical grants.
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Representative HARRINGTON. I do not think that I would quarrel
with the desirability to some extent of. making certain that we have
a method to see that the funds are used in areas that are pressing
and stated as far as their need. I really feel, though, that perhaps
this could be an initiative for what we are already doing in these
areas. I recognize the fact that there may be other emphases to be
placed on various priorities, which are not necessarily ones that
would be in general agreement on the part of all States. This may
give the State officials a chance to do this.

It might also be used as a tool to encourage a degree of reformation
of some antiquated and outdated forms of government structures at
the State and local level which I hope might be part of any measure
passed in revenue sharing.

Chairman PROXMIRE. This is a question of fact that I believe should
be clarified. You say that on a per capita basis, Massachusetts ranks
sixth in the Nation in the burden of the State and local taxes. We have
had our staff compile a table of where the States rank. We do not come
out with that at all. None of our calculations substantiate your
estimate.

According to the Bureau of the Census, Massachusetts ranks 33d in
tax effort when tax revenues collected are calculated relative to the
high-income level in the State. This is the most widely accepted method
of measuring tax effort. Taking this into account, does it not seem to
you that Massachusetts ranks below average in its tax burden on
its residents?

Representative HARRINGTON. I think what we can best do is attempt
to verify the basis of our information. We will be very happy to pro-
vide the committee and your staff with the basis for it. Certainly if
what you say is the case, obviously, our position is not as strong as we
make it to be. The information that has been given to me on the basis
of this is that we are very high in the category of States that impose
a total burden on their citizens.

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

In regard to the variance in the tax effort status for Massachusetts, the state-
ment of Congressman Harrington that Massachusetts ranked 6th in the nation in
per capita state and local taxes was based on information from the U.S. Depart-
ment of Commerce, Bureau of the Census, Governmental Finances 1967-1968,
Table 24. This same source ranks Massachusetts as 22nd in state and local taxes
per $1,000 of personal income.

The information compiled by your staff is based upon more recent data, namely
1970 Bureau of the Census information. According to the staff report, Massachu-
setts now ranks 19th in per capita tax revenue effort instead of 6th.

This rapid change in ranking order at a time when Massachusetts has increased
its property tax from 40.75 dollars per thousand to 49.53 dollars per thousand
shows the rapid rise in other state revenue efforts.

Chairman PROXMIRE. Is this related to your income, or is this just
absolutely without relationship to income?

Representative HARRINGTON. It is absolutely without relationship
to income.

Chairman PRoxmIRE. That is the trouble. You can say the tax effort
of Mississippi, for example, might or might not be greater than Massa-
chusetts, even though. the absolute amount per capita might be far, far
less. It seems to me that is a fairer measure, because you could say that
a man with a low income is making a greater contribution if a higher
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proportion of that income goes for taxes-than a man with higher in-
come, even allowing for progressive considerations.

You spoke in your statement about how, if we can afford $100 billion
to spend in Vietnam and $23 billion on abandoned missile systems,
then we can afford $10 billion for the salvation of our cities. Our next
witness is a very able and distinguished mian who is going to talk to us
on priorities. I think you have come to the guts, the heart, of our prob-
lem here. It is just because we are spending money in those areas that
it is very hard for us to give assistance to the States and localities.
We have to make some very hard choices.

Everybody who has appeared before this committee has espoused a
f ull-emDloyment budget. The President espouses it. The conservative
Republican national chairman espouses it-Bob Dole-Walter Heller,
Hubert Humphry. If everybody agrees to this and they all say we
shouldn't have higher taxes-nobody has come forward and said we
need a big new tax bill-that means we are going to spend about
$230 billion. It seems to me you have to come down just as hard on
saying where we are not going to spend money as saying where we
are going to spend it. Almost all the witnesses have said we need money
for helping education, for helping welfare, these other very impor-
tant areas, but very few of them have said, cut it out in these other
areas and specify how much and indicate any kind of responsible
analysis of how 'you can do that without enfeebling our national de-
fense or without abolishing the space effort, something of that kind.
Can you help us in that respect?

Representative HARRINGTON. I wish frankly. Senator, that I could,
but I feel, frankly, that I would be prepared to have this country
take a much harder look at the concept of the line of defense policy
than it has. Perhaps I can do' that by adding a discordant .note on
our side of the Congress that has been uniformly uncritical of the
assessment of defense military needs. I speak now of the House Armed
Services Committee in particular. But I do think that the same degree
of scrutiny and care and attention that we place on evaluating the
prograrms and effectiveness of education and housing ought to be
what we do in our defense area. I think there are encouraging signs,
particularly in your branch, that this is occurring. I wish I could see
the same signs in my own branch.

Chairman PROXMiRE. I think that is a very encouraging statement.
I might say your Appropriations Committee did a very good job in
cutting the defense budfret in 1969 and 1970. In 1969, they cut it
on the Senate side $6 billion and the House and Senate together in
1970 did it another $2 billion. I think we can do this without en-
feebling our military force. We are the supreme military force in
the world, but I would agree with you that we can'still cut out some
of the fat from our military and still have a full adequate force. I
am talking of taking a realistic look at miliary spending as you in-
dicate we have at these other domestic programs.

Representative HARRINGTON. We are frankly, when it comes to
giving ourselves the tools that I am talking of now, Congress has
failed. I think we handicap ourselves very definitely in this way.
T pea as one of the newer Afembers of thc Congress when it comes
to having accurate information available and the proper staffing
to be effective on the specifics oa what must be done. Whether this is
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deliberate or acknowledged or -an end result of the hardening of
the arteries of a system that needs a change, I think more must be
done to make this an effective branch. I think we do handicap our-
selves in coming to the point where we would like to handle this as
expressed in your view that I certainly share with you.

Chairman PROXMIRE. I want to congratulate you on your smashing
victory when you won your special election up there.

Your little folder was so effective that someone in our State took
it and thought it was the greatest thing he had ever seen, to the ex-
tent that he used it in his campaign. All he changed was the name.
He changed the pictures, but he just changed the name -and left
everything else. It did a good job. He didn't win the election, he lost
it in a recount, but-

Representative HARRINGTON. We -are very familiar with that cam-
paign. We feel we -hold a mortgage or two in your State.

Chairman PROXMIRE. Thank you.
Our final witness this morning is Mr. Sol Linowitz, chairman of

the National Urban Coalition. Mr. Linowitz is well-known as a
businessman? lawyer, *and public servant. Mr. Linowitz, I under-
stand that like so many other distinguished citizens, you got your
start in Government by working for the Office of Price Administra-
tion during World War II. Since then, you've held many other
positions, including that of Ambassador to the Organization of Amer-
ican States. Now, as chairman of the National Urban Coalition, you
are taking on a whole new endeavor, perhaps the most exciting and
worthwhile of -all. I have read your prepared statement, and I find
it a masterful presentation of our problems, of the possible solutions,
and very importantly, of what those solutions are going to cost. So
please proceed. If you wish to abbreviate your prepared statement in
any way, we will have the entire prepared statement printed in full
in the record.

STATEMENT OF SOL M. LINOWITZ, CHAIRMAN, NATIONAL URBAN
COALITION

Mr. LINowiTz. Thank you, Mr. Chairman.
I welcome the opportunity to appear before your committee and to

participate in the committee's continuing efforts to discover more
democratic and rational procedures for making public choices. Your
hearings have helped stimulate a long overdue reexamination of the
ways in which we govern ourselves.

In recent American critical self-analysis, one fact has been emerg-
ing, one dominant theme; that is that we have to have a formulation
of national priorities, as you just said, Mr. Chairman. Increasingly, it
has been recognized that rational government decisionmaking is im-
possible without clearly stated goals and priorities to guide resource
allocation.

From its inception in the riot-torn summer of 1967, the National
Urban Coalition emphasized this need for explicit consideration of
where we wish to go as a nation. The coalition's original statement of
purpose expressed the conviction that reordered national priorities
were a prerequisite to the achievement of the coalition's principal ob-
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jectives: The restoration of America's deteriorating cities and the re-
unification of our divided society.

More than 3 years have elapsed since that declaration. Both the
Johnson and Nixon administrations have endorsed the call for an
open and systematic review of the Nation's priorities. And the great
majority of public interest organizations in this country have reaf-
firmed those endorsements.

But, as we all know, very little has happened. Since the Coalition's
original statement, there has been a lot of talk and this has produced
more talk, and we have been quick to brandish the phrase, "reorder
national priorities." But very little has changed.

The main reason for this is that we have stated national goals in the
abstract rather than in terms of public resources necessary.But choices
must be made and priorities must be established. I know this hearing
is precisely designed to focus on this aspect.

So we are at the point where we all, I think, have come to recognize
that if future talk of new priorities is to serve as more than balm for
social .conscience, we must apply it to our single most important in-
strument for relating goals to scarce resources: the national budget.

To escape a rhetorical dead end, the National U~rban Coalition em-
barked on a project never before attempted by a nongovernmental
organization-the effort to construct a comprehensive alternative Fed-
eral budget matching revenue and expenditures for each of the next
5 years.

Our main purpose was to demonstrate how resources would have to
be reallocated both within the Federal budget and between the private
and public sectors to accomplish our goal of making the cities better
places in which to live. Indeed, to make our society a better place in
which to live.

But that was not our sole purpose for undertaking this ambitious
project. We also wanted to focus attention on two fundamental flaws
in the present budget-making process which interfere with the re-
ordering of national priorities.

The nrst is wdhat might best be called the let's-see-wvhat-w-we-gavc-
them-last-year-and-give-them-a-little-more-this-year approach. As you
know, far better than I, Mr. Chairman, this is encrusted in the frag-
mented committee system of Congress. This approach to marking up
each successive Federal budget makes major resource reallocations by
the legislative branch virtually impossible. Congress today can do
little more than tinker with bits and pieces of the budget handed to
it by the administration.

The second flaw is the lack of public participation in the budget
process.

As we well know, both the executive branch's Federal budget pro-
posal and the Congress' appropriations response are written behind
closed doors. America's most important public decisions are reached
in secret--implying that the public is either not sufficiently competent
or trustworthy to have a say in such critical national choices.

Recent opinion polls published by Louis Harris reveal that the
American public, in fact, does hold views wvhich ought to play a prom-
inent part in setting public priorities.

For example, 61 percent of all Americans would like to see less
Federal money spent for national defense and the space program;
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only 14 percent want more resources devoted to these areas. Yet spend-
ing for both is expected to increase in the President's forthcoming
budget.

Twice as many Americans, according to these polls, oppose cutting
funds fodr antipoverty programs as favor cuts. Yet there are indica-
tions that there may and probably will be sizable cutbacks in the war
on poverty.

Wohy then rt. ould public officials be surprised at the fact that a
growing number of citizens feel alienated from their government?

IIn composing its alternative Federal budget, the Urban Coalition
sought to demonstrate on a microcosmic level how the budget process
could be opened to broad public participation in the formulation of
the budget itself. What we did was prepare a number of drafts and
consult at length with leaders of American life-business, labor, local
government, blacks, Mexican Americans, American Indians, white
ethnic groups, religion, education, youth, women, local urban coali-
tions, and social-welfare organizations. On January 1l, the National
Urban 'Coalition Steering Committee culminated these months of
deliberation by approving a statement of national priorities setting
forth six major goals to pursue between now and 1976. Let me modestly
point out, Mr. Chairman, this was 2 weeks before the President's own
six major goals. Ours were:

To achieve full employment with a high level of economic
growth and reasonable price stability-all of our other policy
goals depend upon it.

To provide all citizens with an equal opportunity to participate
in American society and in the shaping of governmental decisions
affecting their lives.

To guarantee that no American will go without the basic neces-
''sities: food, shelter, health care, a healthy environment, personal
safety, and an adequate income. -- -
' To rectify the imbalance in revenues between the Federal Gov-

ernment and State and local government.
- To assure adequate national security 'against military threats
from abroad.

To meet our obligations to assist in the economic development
'of the world's lesser developed nations.

'Within the next 2 weeks the complete version of this -alternative
budget will be ready for release. I want to say, Mr. Chairman, we will
be pleased to provide a copy to the chairman' at that time for inclusion
in the record if you think it will be helpful.

I want to stress one central fact which has emerged in all we have
been doing about this project. That is that the proposals for solving
the whole national problem are going to be useless in the future as
'they have been in the past unless they are advanced in the context
of the realities of the American economy 'and the Federal budget.

For example, everyone concedes that the financial plight of our
States and cities-about which Congressman Harrington just testi-
'fied and about which other witnesses have testified here-is a critical
national problem; projections of the 1975 gap between State and local
expenditure needs for providing high quality services and expected
revenues range as high as $100 billion. And nearly everyone is pre-
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pared to place the provision of additional revenue to eliminate that
gap high on the list of national priorities.

But unless this commendable wish to rescue our States and cities
is followed by concrete proposals for reallocating public resources,
nothing will be accomplished.

There are a number of possible strategies for filling this revenue
gap expected by 1975. President Nixon suggested the broad outlines
of one approach in his state of the Union message last Friday. He
proposed a 25-percent increase in present Federal aid to States and
localities, with $5 billion of the total $7 billion in the form of no-
strings-attached shared revenue distributed to States primarily on
the basis of population.

Final judgment on the proposal will have to await the announce-
ment of more details. The President's suggestions, properly structured,
I think, could provide an important element in a Federal effort to fill
the present revenue gap. I would like to outline briefly a more compre-
hensive strategy for the next 5 years based on the Coalition's alterna-
tive Federal budget. I am quite sure that in order to deal with the
fiscal problems of the States and cities on more than a piecemeal basis,
a multiyear approach is necessary.

First, we must recognize that economic growth is the first prerequi-
site of our strategy. If the economy returns to a full employment level
by 1973 and stays there, State and local tax revenue under, existing
laws will increase by $6 billion a year as a result of increased corporate
and personal income. As you know, State and local tax revenue regis-
tered no growth in 1970 as a result of the stagnating national economy.

Second, shifting certain present State and local expenditure respon-
sibilities to the Federal level would reduce the gap substantially. State
and local spending for welfare and medicaid will reach approximately
$30 billion by 1975. Our alternative Federal bu'dget proposes a cash
assistance program and a national health insurance program to replace
the present welfare system and medicaid respectively. Both of these
programs would be financed entirely by the Federal Government.

The shifting of responsibilities would cut the revenue gap by $30
billion, we estimate, by 1975.

Third, we believe the Federal Government can and should expand
its grant-in-aid programs to the States and localities. Subtracting cur-
rent Federal expenditures for welfare and medicaid-programs whose
costs would be absorbed in the future by the cash assistance and na-
tional health insurance proposals we are making-Federal grants-in-
aid now total $19 billion.

Our budget calls for increasing that total to $34 billion by 1975, a
proposal which would reduce the projected 197.5 revenue gap another
$15 billion.

Fourth, a public service employment program such as the one re-
cently vetoed by President Nixon represents another important form
of fiscal relief. It would provide States and cities with funds to train
and hire employees needed to staff essential services State and local
budgets cannot now support in areas of real demand such as health,
education, police protection, and pollution control.

We recommend a public service employment program by 1975 of
875,000 jobs at a cost to the Federal Government of $4 billion.
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Implementing all of the above proposals would still leave a sizable

disparity between State and local expenditure needs and revenues

in [975 should the States and localities succeed in substantially in-

creasing the quality of their services. What is happening these days

makes it clearly unrealistic to expect Congress will want to appro-

priate huge sums of tax dollars without being sure that the-i con-

tribute to achieving nationally defined objectives.
Therefore, it is highly probable that restoring fiscal health to State

and local governments will require increased revenue-raising efforts

by these jurisdictions themselves. The Federal Government can help

and encourage. But it cannot and should not do the job alone.
Accordingly, we are recommending two modest revenue-sharing

programs which will contribute to bridging the expenditure-revenue
gap while providing incentives for States and cities to increase the

yields from their own tax base:
The first is a revenue-sharing plan to divide $5 billion in Federal

revenue among those States with graduated State income taxes. States

without such a tax would be ineligible to receive any of these funds.

Pass through provisions to insure the cities a fair share of the funds

also would be mandatory.
The second program is one of general aid to education. It would

provide the States and localities with an adidtional $4 billion by 1975.

Like our general revenue-sharing plan, this education assistance would

be tied to changes in State and local tax practices: under our pro-

posal, States would have to assume at least 55 percent of combined

State and local education costs to be eligible. This would have the

dual effect of reducing the pressure on overburdened local property

taxes while providing public education a tax base with greater growth

potential.
Specifying the forms Federal relief could take, however, is only

half the task. Any responsible proposal for rescuing our States and

cities from their financial duress must include a plan for raising the

additional resources required for this fiscal relief as well as for the

other expenditure increases we recommend in our alternative budget.

To summarize, this additional revenue could be collected from the

following four sources:
First. vigorous national economic growth which would produce ad-

ditional Federal tax revenues according to our estimates of nearly $75

billion between now and 1975.
Second, cuts in existing Federal programs such as our recommen-

dations to reduce the military budget $20 billion by 1975 and the

agricultural subsidy program by $1 billion.
Third, elimination of inequities in the Federal tax system, which

are spelled out in our alternative budget.
And fourth, a Federal 10-percent tax surcharge on personal and

corporate income beginning in 1974 which, given our assumptions

about economic growth and tax reform, would yield about $17 billion

in additional Federal revenues by 1975. Let me stress that imposition

of this surcharge would only make sense after we had returned to a

full-employment economy, and after reform had rendered the Federal

income tax graduated in reality as well as in theory.
Air. Chairman, the content of this strategy is subject to debate and

I hope it will be strongly debated. But the process for devising it is

not.
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Public problems cannot be attacked rationally except in terms of
conflicting needs competing for limited resources. At the national level
this means defining problems in the context of the entire Federal
budget; calculating expenditure decisions both in terms of available
resources and spending alternatives.

Yet, as this committee is well aware, Congress lacks a vantage point
for such a comprehensive view. For at no time is the Federal budget
considered in its entirety on Capitol Hill.

Therefore, it is clear that a necessary condition for reordering na-
tional priorities must be the creation of appropriate structures in Con-
gess for examining the budget as a whole.

Toward this end, the National Urban Coalition will welcome the
opportunity to present our alternative budget in public sessions before
the full Appropriations Committee of each House. If the members of
this committee believe it would be helpful to establish this precedent
we would be pleased to have your assistance.

Thank you, Mr. Chairman.
Chairman P.RoxMIRE. Mr. Linowitz, thank you for a superlative

statement. This is exactly the response we have needed in this area
and precisely what we are trying to get at. I am so grateful to you for
spelling out what has been so lacking; that is, where the money is com-
ing from. How do we do this? I think the whole vision you have of
a national budget to be considered at one time by the Congress, both
the expenditures, which we never consider together, and the expendi-
tures and taxations we never put together, and then of course, economic
impact, which is considered -by 'this committee separately, usually much
less so 'by other committees. I think that this is a masterful presenta-
tion. I would agree that some of the specific suggestions you make are
subject to debate. I disagree with some of them, as I am going to indi-
cate in my questioning. But I think the overall thrust of what you are
presenting is one of the most valuable documents I have seen in a long,
long time.

Mr. LINOWITZ. Thank you very much.
Chairman PROXMIRE. It is going to help us greatly in arriving at a

rational position on this.
As I indicated to Congressman Harrington, I 'think we are going

to be driven to this whether we like it or not in a few years, because
of the acceptance by everybody of the full-employment concept. This
committee pioneered in that respect. Paul Douglas. who was chair-
man of this committee some years ago, proposed this concept about
22 years ago, in 1949.

Air. LINOwITZ. I remember. He was a prophet crying in the wil-
derness.

Chairman PROXMIRE. And the Committee on Economic Develop-
ment has been way out front on this, but now it seems to be accepted
by everybody. What this means is we 'have to recognize that there
is so much a federal government can do without moving into an infla-
tionary position.

Will you work out the budget that you are going to present to the
Congress on a full employment basis, and if so, what level of em-
ployment would you consider full employment-level of uneiapioy-
ment, I should say-4 percent?

'Mr. LiNOWITZ. We are talking about roughly 3.8 or 4 percent.
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Chairiman PROXMIRE. And that was the basis on which you worked
it out?

Mr. LINOWITZ. It is; we of course took into account the need for
a public service program, Mr. Chairman, in order to get us to that
level. We thought it is not going to be easy to do that unless we
institute such a public service program and do it rather soon.

Chairman PROXMIRE. You indicated a gap of about $100 billion
developing between State and -local services if they are going to do
anything like the job they should do and the revenues. This is in direct
conspicuous conflict with the estimate of one of the ablest economists
who has specialized in this area. Richard Musgrave. Let me point out
what he said in a .paper a short time ago:

At the state and local level, whereas.the estimates of a few years ago projected
a rapidly rising level of deficits, more recent approaches give a less alarming pic-
ture. . . . In 1975 state and local expenditures will be at $191 billion after
allowing for increased workload due to rising population and for quality improve-
ment at past rates. Revenue, including federal aid expanding at normal rates,
is estimated at $174 billion, leaving a deficit of $17 billion. Of this, $11 billion
will be covered by normal borrowing, leaving a gap of $6 billion. This is only
slightly above what the Administration's revenue-sharing program would add
annually by 1975. Alternatively, it could be met by a 5 percent increase in tax
rates at the state-local level, an increase which seems well within the reach of
state-local governments, given their past records of rate increases.'

It is my understanding that the demographic experts tell us that
because of a shift in population, with fewer young people in school in
relation to the total population, fewer old people in relation to the
total population, the fantastic burden that the States have had to cope
with and' the local governments have had to cope with in the 1950's
and 1960's will diminish. No longer will they have proportionately
as heavy an educational burden or welfare burden.

Mr. LINOWITZ. Mr. Chairman, let me just say on that point, as will
be made clear on our submission of the full budget: We recognize
that the estimates of this anticipated revenue gap vary across the
board. We get anything from nothing, at all, to a surplus, to a tremend-
ous gap. Even Mr. Robinson of the Office of Management and Budget
indicates a difference in what the gap will be, that it won't be massive
if we continue what we are doing now and project that forward for 5
years as against doing what he calls an "aspiration" kind of job, doing
the things that ought to be done and paying for them. It is the latter
that we have focused on. We think there are many things that ought to
be done that are not being done, that there are many jobs for the State
and local governments which they are not undertaking, and we think
we ought to plan in terms of what this country ought to do.

Chairman PROXMIRE. You are assuming then what the States ought
to do in the area of welfare, education, and so on?

Mr. LINOWrTZ. Yes, sir.
Chairman PROXiTRE. Therefore, an alternative approach would be

one that has been proposed by some of the witnesses, and some of the
people think that is the simplest way to handle it, that the Federal

Government should move in and take over the whole welfare program,
funding the whole welfare program.

' Richard A. Musgrave and A. IM1itchell Polinsky, "Revenue Sharing-A Critical Vipw."
Finaficing State and Local Governments, Monetary Conference, June 1970, the Federal
Reserve Bank of Boston, p. 22.
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Mr. LINowiTz. We are suggesting that.
Chairman PROXMIRE. Then there would still be a gap of $100 billion

in the State and local revenues?
Mr. LINOWITZ. We think that is part of the $100 billion gap. If the

cost of the welfare system is absorbed by the Federal Government, that
would, of course, diminish the gap.

What I am trying to say is that if things remain today without
changes in the structural pattern that is one thing; but anticipating
that more is done in each of the areas than is now being done in the
way that we think ought to be done, then we have a total package of
$90 to $100 billion gap that has to be filled one way or another.

Let me say, Mr. Chairman, we are not trying to kid ourselves or
anybody else; it is reaching for a problem as soon as you say let's
face up to the possibility of a $100 billion, $90 billion, $75 billion
gap. Yet, unless we do this, we are going to try to get by on the bargain
basement approach. We are going to try to do it in bits and pieces
of a billion dollars here, a billion dollars there and not face the fact
that if, as the President said, these State and local governments are
indeed on the brink of financial disaster, we had better look down the
road 5 years and see what they may be encountering and what they
ought to be doing as far as services are concerned.

Chairman PROXMIRE. With regard to where the money is coming
from, your first indication of where the money is coming from is a
mighty rosy outlook. You are suggesting vigorous national economic
growth which would produce additional Federal tax revenue. What
kind of real growth does this assume?

Mr. LINOWITZ. In the next 3 years of about 5 percent and a couple
of years thereafter, about 41/2 percent.

Chairman PROXMIRE. flow do you happen to estimate this, on the
basis of our past experience?

Mr. LINowITZ. It can be done.
Chairman PROXMIRE. Of course, unemployment is high, but by his-

torical standards, it is not.
Mr. LINOWITZ. Let me say we didn't pull these figures out of tuhe

air. In making this budget, we consulted with some 200 experts.
Otto Eckstein for instance, Charles Schultze. What we tried to do is

take into account realistically what we can do in this country, not
precisely in accordance with the programs we now have, but the
programs we want to have.

For example, let me say in other words to achieve this kind of
economic growth with the right kind of restraint on inflation. I
believe we have to do a lot more than has been done. Today we are
not doing enough to be effective.

Chairman PROXMIRE. It is very important that the mechanism be
effective. And if it is going to grow that rapidly, in view of our recent
experience, we are likely to have a very serious inflation unless we
have some pretty dramatic institutional changes.

Mr. LINOWITZ. Right. And as one who served both in OPACS and
OPA a hundred years ago, I know the range of possibilities is very
extensive. I know vou have had testimony before this committee about
the stabilization board and so forth. I don't care at this precise mo-
ment what precise mechanism is used.
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Chairman PROXMURE. You have had experience with this that is
very valuable to us. Would you favor moving into a standby QPA?

Mr. LiNOWITZ. I would not favor compulsory price and wage con-
trols at this point. But I do believe that the country is ready for the
encouragement of voluntary restraints and not enough has been done
to work within the range of voluntary holding back, both in industry
and labor. Even the President's commenting in the state of the Union
message that he hoped that industry and labor together would work
to keep down prices and wages is hortatory rather than indicating that
the Government is directly involved in what is happening.

Chairman PROXMIRE. Would you favor a wage-price review board?
Mr. LINOWITZ. I would. I would like to see a board.
Chairman PROXMIRE. Would they require that before industry in-

crease prices, the industry appear before the board to announce what
the increase is going to be in advance and that the labor unions indi-
cate what their demands are going to be in advance?

Mr. LINOWITZ. I have not clearly worked out the details. I think
the best way would be to work this out in advance, come up and talk
it over and make sure it makes sense, and work within a framework
that is mutually acceptable. Again I wouldn't stick within that frame-
work if there is something else. I would move step by step in that more
moderate approach and then as necessary move further and further
along the line until you have a hold on it.

Chairman PROXMIRE. You have proposed $20 billion cuts in the Fed-
eral defense budget?

Mr. LINOWITZ. Yes, sir.
Chairman PROXMIRE. When you consider the fact that we are likely

to have inflation during this period and you consider the fact that the
President has proposed an increase in the defense budget in the com-
ing year, and the increase would be more if they were not anticipating
a further diminution in expenditures in Vietnam, how realistic is this
proposal? Is it based on a competent analysis by defense experts?

Mr. LINOwITZ. Extraordinarily competent analysis by the defense
experts.

Chairman PROXMIRE. Who?
Mr. LINOWITZ. Adam Yarmolinsky, Paul Warnke, Townsend

Hoopes, et cetera. We had also Robert Anthony, former Defense De-
partment Controller.

Chairman PROXMIRE. It would be very helpful to this Senator and
this committee if we could get that analysis. What is your proposal for
the coming year?

Mr. LINOWITZ. $12 billion cut in defense expenditures.
Chairman PROXMIRE. Below what the President is requesting?
Mr. LINOWITZ. No; below the $70 billion of the present budget.
Chairman PROXMIRE. That would be about $58 billion-
Mr. LiNOWITZ. Exactly.
Chairman PROXMIRE. That is based on analysis by former Defense

Department officials?
Mr. LINOWITZ. Yes, and a number of other experts around the

country and taking into account the President's own estimates of
what he anticipates it should be possible to do in this countrv if
we withdraw from Vietnam, even in accordance with his own
schedule.
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Chairman PROXMIRE. Do you break this down?
Mr. LINOWITZ. We break it down.
Chairman PROXMIRE. How you cut personnel, what you do about

troops in Europe, what you do about the Navy and Air Force?
Mr. LiNOWITZ. I can give you the outlines now, for next year.
The four areas: First, Vietnam. We talk about $12 or $13 billion

being cut by 1975-76, the next 2 or 3 years. Second, having the allies,
both in Asia and Europe, take over most of the responsibility for
ground forces. We are talking about several billions of dollars there.

The elimination of systems duplication, doing away with such
things as the Safeguard and MIRV'ing some of the missiles that
are in prospect.

Fourth, eliminating both obsolescent equipment and inefficiencies
according to the recommendations that the Fitzhugh Commission
made. We think if we put that whole package together, we get an
effective

Chairman PROXMIRE. Would this permit a volunteer army by then?
Mr. LiNOWITZ. It is moving into the'possibility of a volunteer army.
Chairman PROXMIRE. Your economies would be sufficient so that

even though you were increasing pay enough so that you could get a
volunteer army, you would still be maintaining other reductions in
personnel and so forth that would give you the funds to do that?

Mr. LINowITz. We are hoping to.
Chairman PROXMIRE. I would like to get that in any detail you could

get it.
You say elimination of inequities in the Federal tax system.
Mr. LINOWITZ. Yes, sir.
Chairman PROXMIRE. Members of Congress thought they did that,

as you know, last year, or the year before last. Anyway, it was very
recently. And it is unlikely that we'll get a tax bill that will provide
additional funds. I see you do not provide any specific sum for
that.

Mr. LINOWITZ. We do, sir.
Ulaianiall P ROXiuIu . iH.oV 1MUCIh?
Mr. LINOWITZ. Several billion dollars. I can't give you the exact

figure.
What we are talking about, obviously, is what can be done in such

areas, in particular as subsidies, windfalls, and allowances, that now
accrue, places where they can be tightened up. I recognize some of
these proposals sound like fantasies in the real political world in which
we live. But what we are dealing with is not so much what seems
politically feasible at the moment but what this country ought to be
facing up to and ought to do. I would say if we are really serious
about the possibility of a tax increase in 1974, and I know you have
some misgivings about that, we first have to keep faith with the Ameri-
can people about correcting some of the present problems in the tax
structure.

Chairman PROXMIRE. You feel that would be essential if you are
going to impose a 10-percent surtax?

Mr. LINOWITZ. I don't see how we can with good conscience go to the
country and say we wvant to put on, a 10-percent tax increase unless wec
have cleaned house.
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Chairman PROXJrInE. In view of the statement of President Nixon
that people are fed up with government at all levels-meaning that
taxes are too high, and other things, too-what kind of public support
do you think you can get in peacetime-the war is over-for a 10-
percent surtax?

Mr. LiNowrrz. I have a great deal of confidence in the basic good
sense and desire of the American people to do things that ought to be
done.

Chairman PRoxMInE. Why wouldn't they argue that if the Federal
Government has so much money it can share it with the States, why
would they not cut their taxes and

Mr. LINOWITZ. I think the story is the local and State governments
have said they can't raise the taxes and they have come to the Federal
Government. We have come full circle now. Forty-one States now
have a State income tax and the others say it would be political suicide
to try to introduce it.

As I recall, $7 billion is the total amount raised by income taxes
today in all the States in the country, which is about 20 percent of their
total tax revenue.

In short, I do not think it is an answer that they not have the Federal
Government do it, but have the States and local governments do it,
because the State and local governments do not do it, they say they
cannot do it. So we are back to the question will the American people
go for a tax increase?

Before vou can answer it, we have to say in all decency, two things.
One, we have no right to ask unless we have truly reordered our priori-
ties. We have some idea what we would like. this country to be and in
order to do that, we have to have some resources.

Two, we have taken care of the inequities in our present tax structure
so we have these things coming out of the present tax system. Then we
have the right to say, we have to ask you to do it now.

Chairman PROXMIRE. You are absolutely right talking about the
morality and the justification. But I wonder about the realism if we
are going to have a family assistance program which by 1974 or 1975
is at a $3,000 or $4,000 level. And most people agree that would be
the goal, perhaps, that maybe we cannot possibly get it that high,
the realism of expecting to have the great bulk of American peoples
whose incomes aren't much above that agree to a tax increase when
thev can look across the street or across the road or into another sec-
tion of the town and see where their tax money is going, to people
thev feel are getting it without working-although I agree that most
of these people can't work. I am talking about the realism, not, again,
about the morality.

Mr. LINOrrTZ. I know. I have forgotten the name of the French
economist who once defined taxation as the art of plucking a goose
so that you get the greatest amount of feathers with the least amount
of hissing. I think if the art is properly applied to be made effective,
it ought to do the job.

It is not going to be easy. I come back again. I do not mean to
sound unduly idealistic. But it seems to me if the American people
believe the money is going to do a job that is right-for example, if
we were to reinstitute the tax rate we had in this country between
1954 and 1961, we would get $24 billion more than we are getting.
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We are not asking for impossible things. Other countries in Europe
have much higher tax rates and people live comfortably. It is a matter
of how it is presented.

Chairman PROXMIRE. Those other countries in Europe, do they pay
their taxes as conscientiously as we do?

Mr. LINOWITZ. Yes; many do. You know, I used to be in Latin
America a lot. I think it is not quite as bad as it is rumored. I think
they are doing a better job.

Chairman PROXMIRE. I am especially impressed by your point about
the lack of public participation in the budget process. This committee
has long been concerned with that problem. Our hearings, of course,
are all public. We continually find ourselves requesting the Office of
Management and Budget to make their information publicly avail-
able. I think this committee has made a contribution over the years
to a greater understanding of the budget process. However, as you
rightly point out, we obviously do not have adequate public partici-
pation in the formulation of the budget.

Indeed, many of the items, such as the SST fly in the face of pub-
lic opinion. What are your ideas about increasing public partici-
pation?

Mr. LINOWITZ. In the first place, it would be a fine thing if there
could be hearings on the total budget under the aegis of the Congress.
Perhaps this has been proposed-a standing committee on national
priorities ought to be established which would begin to get public
opinion on this. But certainly, there ought to be some mechanism,
whether it is to start with no more than having the full Appropria-
tion's Committee come together and look at the budget in each House
and then form a composite judgment. But, I think somehow the effort
has to be made, both by the administration and the Congress, to inter-
est the people, make them aware that the one single fact that all the talk
about priorities and all the talk about what we ought to do with our
money really gets down to one document that nobody reads, called the
Federal Budget, where the choices are really made.

I have often wondered if it isn't just the word "budget" that turns
them off.

Chairman PROXmIRE. I wish you would make just as explicit and con-
crete as you can how we do this, because many of us have felt this for a
long time, but none of us have arrived at any specific way that we can
focus attention on a good budget debate and budget discussion on the
overall impact of the budget. We just have not done that.

We have had a little bit of that in restricting the amount the Federal
Government would spend. We did it on a tax increase a couple of years
ago, but we didn't discuss the details of the budget.

Mr. LiNOWITZ. Maybe somebody ought to write a book, "Everything
You Have Always Wanted To Know About the Budget But Were
Afraid To Ask."

Chairman PROXMIRE. You have suggested that your budget be sub-
mitted to the Appropriation's Committee. I think that is an excellent
idea.

Several years ago, we began hearing talk about the peace dividend.
Now you are talking about a tax increase even in our peacetime econ-
omy. Whatever happened to that illusory fiscal dividend?
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Mr. LINOWITZ. We have included that. We have assumed that the
dividends, fiscal and peace, would give us a certain amount of money
to include in meeting these needs.

Chairman PROXMIRE. I remember Walter Heller and everybody else
used to talk about all this money we were sure to get with a growing
economy and a fading war. As soon as we get to full employment, we
were going to have it. We got to full employment and then some.
Instead of having a fiscal dividend, we had a $26 billion deficit.

Mr. LINOWITZ. Yes. Well, we have been through some developments
since then, including passing through the "Valley of the Moynihan
Dissent." I think to the extent that we are going to have a dividend,
we have taken it into account.

Chairman PROX3IiRE. Would you consider a desirable feature of
that consideration by the Appropriations Committee of the Federal
budget establishing a ceiling and then working within the ceiling?
As I say, we did that after the budget had come over and while it was
being considered. Then we did not relate it to the specific parts. But
an overall ceiling was established by an amendment proposed by Sen-
ator Williams of Delaware. Do you think that would be a desirable
feature of these hearings? They should focus on something. If you
just have hearings, you are not going to have people attend. If the
purpose should be to establish a specific ceiling and perhaps then con-
sider the possibility of imposing that ceiling on particular subcom-
mittees, then let them work within that ceiling, you might have a
pretty good overall discipline. Would that be your objective, so that
you could get from a generalization of discussion to a point of real
action?

Mr. LINOWITZ. Mr. Chairman, I think you have put your finger on
exactly why we feel this is a useful thing to do.

What people really need is not just an argument about a budget
that is presented, saying that is too high or we cannot have all that
for defense or we ought to be able to do something better than some-
thing else, but an alternative to consider. We think they have never
had that. They have never had side by side two ways of using their
money. If out of this comes the first effort of presenting even in frag-
mentary form an alternative budget, so people can look and say, should
we be putting $75 billion into defense or can we save $15 billion and
put it into something else, then I think we have precipitated a na-
tional discussion and put it in realistic terms. So if you will put it in
terms of a ceiling and see then what is the best way to use the money
that you are going to have

Chairman PROX31IRE. Let me get to this. You mentioned in your
statement a need for a greater tax effort on the part of the States. I
would like to underline that. We did hear earlier from the mayor of
Newark, Mayor Gibson, some of the most heartbreaking statistics-
highest crime rate in the country, highest venereal disease rate in the
country, nearly one-third-over 30 percent of all their people in the
city on welfare, now, this year. Yet it was brought out that at the same
time, New Jersey is one of the richest States in the Nation. I think it
ranks sixth from the top. They have no State income tax and they will
not authorize the city of Newark to impose a commuter tax. The prob-
lem is not really a shortage of Federal aid, it is a maldistribution of
wealth within the State.
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We 'had testimony from Governor Gilligan of Ohio, the same story.
By his own calculation, Ohio ranks 49th out of 50 States in relative
tax effort, even though it is one of the wealthy States.

Bearing this' in mind, I wonder if even a limited revenue-sharing
plan is really the best answer. How do you feel about a tax credit plan
as an alternative?

Mr. LIxNOWITZ. It is worth considering. I noticed that Governor Gil-
ligan had made the proposal.

The problem with it, as I think about it, is twofold. One, if you do
allow the credit, let's say 50 percent of the State tax is allowed on the
Federal 'tax, your total tbake is actually diminished. You get less in the
composite than if you do not have the credit. That means that the
individual has the money and not the State. It goes back to the
individual.

Now, I assume -the States would say, then we are in a better position
to come in with a tax increase to do the job that has to be done. But
it seems to me- we ought to recognize that it is taking two steps-allow-
ing the individual to keep part of the tax that is payable and then
hitting 'him with a higher State tax in order to get the additional
revenue.

Chairman PROXMIRE. Let's consider we have several States that have
no income tax at all. You give them an incentive in that 50 percent of
the State tax that they pay is deductible from their Federal income
tax as a credit.

Mr. LINOWITZ. I like our incentive better, the one we are proposing,
which is tough. It says only States with an income tax are going to be
eligible to get this revenue-sharing fund we propose, $4 or $5 billion,
whatever it is.

Now, this, we think is not being unfair to the States but permits
them to do

'Chairman PRoxiwnIE. Is their revenue sharing related to the severity
of their tax?

Mr. LiNOWITZ. We have proposed this: One, this revenue-sharing
fund be distributed not only on population but also on the basis of
need; two, that only those States which have a State income tax be eli-
gible to receive-

Chairman PnoxmrRE. Suppose they just have a nominal tax of one-
half of 1 percent? If you do not have a corporation income tax or
permanent income tax, or vice versa.

We have a 10-percent tax in Wisconsin, very limited exceptions.
Illinois is much lower, 2 or 3 percent. It varies all over the place. So
unless you relate it to how high the tax is, it seems to me you do not
have the kind of incentive to move to a progressive tax system and
raise funds to where you should be able to raise them.

Mr. LITNOWITZ. I think that is a relevant point. Maybe it was a little
too cavalier to say, as we have here, only a State which has an income
tax. It has to be a credible income tax. Maybe it ought to be refined
more than that. But we, in the first instance, talked about trying to get
those States that do not have an income tax that say they need an in-
come tax but say politically it is suicide, to be able to go to the people
and say, look, we need an income tax in order to be able to get it from
the Federal Government. Much as we dislike it, we are not going to
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be able to share in this revenue-sharing program. That helps them put
an income tax in effect.

Chairman PROXMIRE. In the statement on national priorities which
the Urban Coalition put out recently, you have a statement that eco-
nomic growth alone accounted for over 55 percent of increased State
revenues between 1966 and 1968.

Mr. LINOWITZ. Yes, sir.
Chairman PROX:MIRE. Our committee is very interested in measuring

the response of State and local revenues to economic growth, to in-
flation, and to recession. I do not believe this subject has been studied
nearly as much as it needs to be.

Thank you very much. I think you have made historic testimony.
What you have given us this morning is so important, so vital. You
have not only talked about priorities, you have given us a framework
on which we can build a program. You have even come up with a
budget, which, of course, is the first document you have to have on
priorities. You have indicated where we can cut spending, given us
alternatives. I think this is very, very helpful testimony that goes a
long way toward moving us in the direction of a far more rational
expenditure policy on the part of the Federal Government. It is a fine
job.

The committee will stand in recess until 9:30 Friday morning, when
our first witness will be Governor Rockefeller, of New York, who will
be followed by Governor Lucey, of Wisconsin, and former chairman
of United States Steel, Mr. Roger Blough.

(Whereupon, at 12:20 p.m., the committee adjourned, to reconvene
at 9:30 a.m., Friday, January 29, 1971.)



ECONOMIC PROSPECTS AND POLICIES

FRIDAY, JANUARY 29, 1971

CONGRESS OF THE UNITED STATES,
JOINT EcONOxic COMMITTEE,

Washingtorn, D.C.
The committee met, pursuant to recess, at 9:30 a.m., in room G-308,

New Senate Office Building, Hon. William Proxmire (chairman of
the committee) presiding.

Present: Senators Proxmire, Fulbright, and Percy; and Representa-
tives Reuss and Conable.

Also present: John R. Stark, executive director; Loughlin F. Mc-
Hugh, senior economist; Courtenay M. Slater, economist; and George
D. Krumbhaar, Walter B. Laessig, and Leslie J. Barr, economists for
the minority.

OPENING STATEMENT OF CHAIRMAN PRoxMIRE

Chairman PROX3REn. The committee will come to order.
This morning we resume our special hearings on economic prospects

and policies.
Our witnesses this morning. are Nelson A. Rockefeller, Governor

of the State of New York, Patrick J. Lucey, the Governor of the State
of Wisconsin, and Roger Blough, who is now chairman of the Con-
struction Users Anti-Inflationary Roundtable and former chairman of
the United States Steel Corp.

A 'ready a. these iamrings we have identified mAn 77±y of whU 1
be called the hidden costs of the inflation-recession combination.

Of course, these costs are not hidden from those who are paying. The
worker on part-time hours knows about it. The manufacturing worker
knows that his real earnings have declined significantly, especially in
:he last 2 or 3 years. The State or city budget officer is very conscious
of his financial problems. But to some extent, these costs have been hid-
den from the rest of us; partly because they are not immediately appar-
ent in the aggregate statistics of output, prices, and employment on
which most economic analysis tends to focus.

The budget problem faced by State and local governments has sud-
dently ceased to be hidden. The problem has now become a crisis which
can no longer be ignored. It has suddenly become a central question of
Federal economic policy.

Like many other problems, this one has a variety of possible solu-
tions.

The administration has proposed revenue sharing as a solution to
existing fiscal.imbalances.

(295)-
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I look forward to seeing the details of the administration's pro-
posal, some of which will presumably be revealed in the President's
budget message this noon. However, I hope we will not become so
absorbed in arguing the pros and cons of the administration's pro-
posal that we will neglect other promising alternative ways of aiding
States and localities.

As I have pointed out previously, a major avenue of assistance, and
the one to which we should give highest priority, is the restoration of
full employment and reasonable price stability, and, of course, that
is the function of this committee, to recommend policies to achieve
that.

Inflation and recession together may well have cost our States and
localities $10 billion or more in 1970. This certainly has been a major
cause of their immediate financial problems. Beyond this, there are
additional policies to 'be examined; tax credits, federalization of wel-
fare, more aid to education, expanded urban programs; public service
employment; and others.

Our first witness this morning is Governor Nelson Rockefeller of
New York.

Governor, may I extend my sympathy for your great personal loss
which prevented your appearance here on Monday as originally sched-
uled. We very much appreciate your willingness to appear this morn-
ing. I know you are on a tight schedule. I know, too, that you have
given much study to the fiscal problems of States and cities; that,
indeed, you have continuous daily experience with these problems;
that you have some solutions to propose, and I might say, Governor,
that I think that of all of the men in this country, in view of your
experience over many years as Governor of a great State with a tre-
mendous population, and a great variety of varying problems. and
also your experience in the Federal Government, that you have prob-
ably more expertise and more experience than almost any other man in
the country, so you are very welcome and we are very delighted you
are here.

I am not sure I will agree with your proposals, but I certainly want
to hear you present them and study them and, I might say, Senator
Javits was called away by a heart attack that his brother Ben suffered
and asked to have me convey to you his sorrow at not being here.

Barber Conable, who is one of your very able Congressmen from
New York, la member of this committee, will present his statement.

Governor ROCKEFELTER. Hear, hear.
Representative CONABLE. Thank you, Mr. Chairman, very much.
Senator Javits was most upset that he was not able to be here to

greet you personally this morning, Governor Rockefeller. And he
asked that I read the following statement:

OPENING STATEMENT OF SENATOR JAVITS

I take great pride, on behalf of the State of New York. in introducing to the

Joint Economic Committee, Governor Nelson A. Rockefeller, who has shown a

unique awareness of the critical issues facing our country in respect of our

economic prospects and policies and especially in directing public attention to

the financial plight of local government at the State and city level.
It is well recognized that we face a crisis in the American cities in which

over 70 percent of Americans live. It is becoming clear that if there is to be a

solution which will preserve the Federal system and local responsibility, it will

call for a far more enlightened system in sharing the tax resources which are
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made available to the Federal Government, which has most of the taxing power,
with the States and cities.

Governor Rockefeller has perceived that while we are unlikely to be able
to reform the political boundaries established almost 200 years ago, we can
reform the economic and social boundaries in order to serve the peoples' wel-
fare. He has also perceived that effective performance at the State and local
level must be commensurate with the sharing of the available resources.

In the consideration of revenue sharing and similar programs already brought
forward so prominently by the President, by Governor Rockefeller, and others
on the national scene, I know we shall be helped immeasurably by Governor
Rockefeller's testimony.

It is a matter of great regret that I must be absent from the hearing today
due to illness in my family. But I know the Governor will enjoy every courtesy
from our chairman, Senator Proxmire.

Mr. Chairman, I would like to add at the outset of this meeting,
from his unprecedented fourth term as chief officer of a badly polar-
ized and fragmented State, it is obvious that Governor Rockefeller
has considerably more than his great personal attractiveness to com-
mend himself to the voters of New York. Such a political durability
has to be built on great service, on great dedication, and I would say
the exercise of remarkable judgment in finding out what the people
want, and in finding ways to help them achieve their goals. We in New
York are all very proud of Governor Rockefeller. We think in the'
area of States rights that through his perception of the need for
responsibility on the State level, he has done more to advance wise
decentralism than the demagogs can ever damage.

Thank you, Governor Rockefeller.
Chairman PROXMIRE. I might say, Governor Rockefeller, before you

begin, that Senator Percy also has a statement.

OPENING STATEMENT OF SENATOR PERCY

Senator PERCY. My words are very brief, Governor Rockefeller.
Those of us who in 1967 supported the first revenue-sharing bill and
tried to pioneer in this field-and even before that I came to Wash-
ington to testify on behalf of the Patman plan-are immensely grate-
ful for the leadership you have provided. I van repurt that as of
yesterday morning, having breakfast at the 'White House, I have never
seen the President more determined to bring something about than he
is revenue sharing. His entire staff is electrified about the effect that
this can have in really rejuvenating local and State governments. So
we are grateful for your leadership among all the Governors as the
dean of the Governors, and the story this morning that you have for us
will be most interesting indeed.

Chairman PROXMIRE. Governor, proceed; and if you would like to ab-
breviate or skip over any part of your prepared statement, the entire
prepared statement willl be printed in full in the record.

STATEMENT OF HON. NELSON A. ROCKEFELLER, GOVERNOR OF
THE STATE OF NEW YORK

Governor ROCKEFELLER. Mr. Chairman, thank you very much in-
deed. I am greatly honored by the opportunity to appear before this
committee, one of thre miost distinguished and sophisticated committees
in the Congress, on a subject of unique importance at this moment in the
history of our country. I thank you very much.
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I appreciate your graciousness in allowing me to postpone the ap-
pearance, and I think that you have already made a summary which
really puts the whole subject in perspective.

I have a prepared statement; I would like to read a few passages
from it; but I would first like to outline the problem as I see it, and then
answer whatever questions may be before you.

May I just express my appreciation, first, to Barber Conable, whom
all of us in New York State consider as one of the bright stars of the
political scene, both for our State and lWashington; and to thank my
good friend, Chuck Percy, with whom I have a very close personal
friendship and sort of a family tie.

Mr. Chairman and gentlemen, I know that the basic subjects for con-
sideration by your committee are those problems of inflation, wage-
price squeeze, cost of money, economic slowdown, lower profits, grow-
ing unemployment, and Federal deficits. However, I am not going to
try to get into those problems in detail but rather the indications of
those and the exacerbation which they have as far as the financing and
the conduct of the affairs of State and local governments are concerned.

However, I would like to just say that, in my opinion, serious and
important as these temporary-we hope-problems are in our economy,
a more fundamental and more lasting and more serious problem un-
derlying the strength of this Nation and the strength of the federal
system-is the financial crisis which affects State and local govern-
ment nationwide at the present time; and I would like to discuss
briefly why I think we have this problem, and what can be done to
deal with the problem.

If one looks at the increase in expenditures by the different levels of
government over the past 20 years-that is, from 19150 to 1969-you
will see that Federal domestic expenditures are up a little over 200
percent. Those are expenditures which include Federal aid to State
and local governments, but also all of your other activity-the Post
Office, social security, and so forth.

Local expenditures during this period are up about 350 percent,
and State expenditures are up over 400 percent.

Now, we see a situation here where there is a growing demand at the
local level for services to meet people's needs; a rising price level which
has exacerbated the problem which you mentioned; and the State gov-
ernments increasingly trying to help their local governments meet
those problems to a point where, in our own State, 63 cents of every tax
dollar we collect goes back to local government.

Now in this situation, where we have these sharply increased ex-
penditures at the local level, we have to look at the sources of revenue
to meet them. If you look at the total tax picture, you will see that 65
percent of all taxes are collected by the Federal Government, and 35
percent by State and local government. But then, when one analyzes
what taxes are collected by what level of government, one finds that
the Federal Government collects 91 percent of the income tax, and
State and local government 9 percent; and that most of the State and
local governments revenues come from real property taxes, sales taxes,
and various other nuisance taxes or general taxes.

So we see a situation here where the big growth is in the Federal tax,
and the big growth in problems is at the local level.
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Now, this situation is further complicated by the fact that inflation
or rising costs in the last 10 years for all sectors of the economy are
up about 30 percent, Federal Government expenditures are up about
43 percent, but State and local costs are up about 54 percent.

The reason for this is that Government wages, which are the big
factor in State and local expenditures, had lagged behind the wages
in industry and have been catching up, so we now have an accelerated
cost increase at the State and local level.

If you take the actual figures of increases and expenditures over
the past 20 years:

In 1950, State and local governments together were spending about
$20 billion.

In 1968-69, the last year that we have the actual figures issued by
the Federal Government, it was $97 million.

During that period, State and local expenditures have been rising
at the rate of about 10 to 12 percent a year, but State and local reve-
nue from this existing tax structure have been going up at the rate
of 4 to 6 percent a year, leaving a gap.

This gap has been filled in two ways: Partly by increased State and
local taxes, and partly by increased Federal aid through almost 500
categorical grants of one kind or another by now.

However, this situation is becoming more aggravated by the fact
that State and local expenditures now, instead of increasing at the
rate of 10 to 12 percent. have moved up and are now between 16 and
17 percent a year. So we have a situation in which-this coming fiscal
year-we estimate the increased demand will be between $20 and $22
billion.

We estimate that about $5 billion of that will come from growth in
revenues, and that leaves $15 billion.

It has been the pattern of the past 20 years that about one-third
of the cost increase has been met by growth of normal revenue, one-
third by increase of taxes and one-third by aid from the Federal
Government and borrowing. This pattern will no longer work be-
cause revenue increases are not rapid enough-to keep up wvitll their
one-third, and State and local tax growths are not rapid enough to keep
up with their one-third. We now have a situation where, if we are to
prevent a serious breakdown of services nationwide, particularly in
metropolitan areas, we can only hope for about 25 percent of that in-
crease coming from growth of State and local revenue, about 25 per-
cent coming from increased State and local tax rates, and 50 per-
cent will have to come from the Federal Government.

This leads us to the question of the present structure of grant-in-aid
programs of the Federal Government, which is a categorical grant
structure.

This goes back, of course, to the period of the great depression,
and the Second World War. We could go back further than that and
say that the basic problem we face today, in terms of the imbalance
of where the money goes and where t'he problems are, comes out of
the 16th amendment when the Congress was authorized to collect a
Federal income tax without reference to where the money came from:
in other words, thev did not have to return it on the lbasis of wvhich
they collected it.
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That was under Woodrow Wilson, just before World War I. Fed-
eral income taxes went up very sharply to meet the needs of the
people during the depression and during World War II, and at that
same time this categorical grant system grew greatly, with a distribu-
tion on the basis of an inverse ratio between population and income.

The situation really is different today from what it was then. The
situation of the so-called poor States and wealthy States no longer
really pertains, because we now have in the wealthy States the poor
areas in the metropolitan areas and much of the population from
the poor rural States has moved into the so-called rich States, and
to their urban areas, and now we have a new form of poverty and
deprivation which is very serious.

These categorical grants were stepped up even further-and com-
bined with a fiscal problem during the Johnson administration. When
the major increase in the activities in Vietnam took place, along with
a war on poverty-conceptually a great concept-but without raising
taxes, we ended up in fiscal 1968 with a deficit of about $26 billion
coming on top of an economy which was operating almost at a full
level. This pressure of additional spending, both for the military and
for the poverty programs, caused two things: It caused an economic
or a monetary inflation, plus an inflation of rising expectations which
could not be fulfilled because there wasn't the money to do it.

Now, I would like to make one more comment about the present
system of categorical grants. I think the Federal Government has
in the neighborhood of 100 grants in the field of education. We have
to, as a State, fill out for the Department of Health, Education, and
Welfare 20 State plans on education, which are overlapping, really
duplicating, often unrelated to our problems or the structure of our
educational system, which is a State and local system.

Now you would think that, during all this, and carrying out all of
these efforts, that we would get some money that would go with it.
But of our total cost of public elementary and secondary education
we get 5 percent from the Federal Government. So that here we are
really in many ways spending a great deal of money to carry out paper-
work and filling out programs and setting up or talking about how
we have got these statewide plans, trying to match these categorical
grants, and then we end up only getting 5 percent of the costs from
the Federal Government. The State puts up 49 percent and local
government puts up 46' percent.

'W7hat has happened, and I think this goes to the heart of the present
categorical program that is carried out by the Congress, is that cate-
gorical grants are to encourage States to do new things, to meet new
needs, and to catch up in terms of social progress.

Well, this is a wonderful objective, and during the period of the
depression and the subsequent years, many of these things have had
a most beneficial effect. But we now do not have enough money to
meet the basic services for teachers' salaries, the policemen's salaries,
the sanitation workers' costs. In other words, our problem is in meet-
ing our fundamental responsibilities, and yet this flow of grant-in-aid
programs is continuing, all of which are on a matching basis. all
of which get tremendous publicity when they come out because they
meet new needs; they arouse new hopes and then, as you gentlemen
know, they require matching.
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Sometimes, when the program comes out. as in the case of pure
waters, there is a very important authorization and then, 6 months
later, there is an appropriation which could be 20 percent or 25 percent
but that does not get into the press. Back home, our people are stimu-
lated-Washington is going to make this possible, and the goals are
tremendous, and they are important-and so we then are left with
trying to carry out these programs, which are fine programs, but for
which we do not have the money. And the Federal appropriation has
been cut, but nobody knows this, and so the people look to their local
government and their State government and ask, "Why aren't you
giving us the program which Congress promised us?"

Now-this is a serious situation. It is true in education, it is true
in the pure waters field, in cleaning up our environment, and it is
a very difficult situation.

Now, you can say, "Well, why don't you raise your own taxes? You
can raise taxes and you can deduct them from the Federal tax, whether
it is an income tax or another tax." That is a perfectly valid state-
ment and I have said myself on previous occasions that the Federal
Government has not completely preempted these taxes which some
people like to say. They have not.

However, if you will excuse me for using New York State as an
illustration, we have raised our taxes. In fact, New York State and
its local governments today have the highest taxes per capita in the
country, and I have a very unfortunate message for the people of
New York that will come out next Monday about what is going to be
necessary pending action by Congress; pending action by you to help
us in this financial crisis, we are going to have to raise taxes sub-
stantially again.

But here is the difficulty: We have a 14-percent progressive income
tax. None of our neighbors has any income tax and we live in a large
metropolitan area so there is a very real temptation, which is suc-
cumbed to by some, for an individual to move across the line and live
in one of our neighboring States and avoid our income tax and then
come in and take advantage of all of the services which we pro%'ide.

We have another problem: Business, which is more mobile today
than ever before in our history, can move, and they are constantly
coming up with new products so they have to develop new plants so
they say, "Well, let's look around and see where we can get the best
deal in terms of operations, the most profits," and they may say, "'Well,
we can locate in some other part of the country."

So as we raise our taxes to meet our people's needs, and provide
better services, we have a tendency to cause the loss of the income
producers and the job producers, but as our services improve, we are
attracting those who are less fortunate in other areas of the country
in terms of educational opportunities, training, et cetera, who cannot
find jobs so they come to New York or they come to Chicago, and
there they find that they get certain benefits because of our social
programs, and so we find ourselves in New York State today with a
percentage of our population on welfare double that of the Nation.

We have 10 percent of the State's population on welfare. It is ris-
ing at the rate of about 15,000 a month. The rest of the Nation has
about 5 percent of its population. But again you take the Federal
laws, our rates are higher than anybody's, well, almost anybody else's
benefits.
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But under the Federal law we cannot cut those rates without losing
the matching funds, even though they are higher by 5 or even 10 times
those of some other States.

So I am taking the liberty of going into some of the realities of
the present Federal, State, local relationship as seen from the view
of the State and local governments.

Now, I was frankly very impressed and very pleased when the
President gave his state of the Union message and faced up to some
of the problems in a way, to me, that was extremely encouraging,
and I would just like to read a few paragraphs from the opening
pages of my prepared statement, here, to give you my own impression
of why this position which he has taken is so encouraging to State
and local governments.

The President in his state of the Union speech 1 week ago today,
made historic and imaginative proposals for meaningful Federal
revenue sharing and radical changes in the Federal structure and
financing of essential services.

These two new conceptual approaches, if enacted by the Congress,
will go a long way toward making our federal system more respon-
sive and relevant to today's needs.

I feel, however, that the magnitude of the present fiscal crisis at
State and local levels of government requires an initial $10 billion of
new money through revenue sharing, to take effect on July 1, 1971,
instead of the proposed $5 billion.

Only revolutionary changes in the structure of the federal system
along the lines outlined in the President's message can help us meet
the challenge facing America today-and the President is to be con-
rratulated for his courage in proposing them.

His bold proposals afford the Congress a unique challenge and op-
portunity for statesmanship:

An opportunity to help reverse the centralization of power in

Washington;
To help return to the people the opportunity of achieving respon-

sive and responsible government at State and local levels which has
been the historic strength of America:

-nd to help save our federal system and restore the greatness of
our free society.

I would just like to say. gentlemen, that we are facing growths, and

I will give you the figures here. the estimated total through 1973:
Expenditures, 1968-69, $97 billion.
The next vear. which is the past year, 1969-70, $112 billion for State

and local government.
In 1970-71, $130 billion, a growth of $18 billion.
Next vear. which is the year we are coming to, 1971-72, a growth of

421 billion to a total of $151 billion; 1972-73. a 17-percent growth rate.
$26 billion increase, $178 billion. And 1973-74. another 17 percent
growth, total additional needs of $30 billion coming to $208 billion.
and that is only 4 years away.

Now, and I can say that this is almost equal to the Federal budg-

et this year, and yet you have the fastest growing revenues coming
into Washington. In the past 5 years, you have cut these three times,
and we at the State level in the past 10 years have had over 300 tax
increases, and our neighbors in Connecticut created a tax committee
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to make recommendations on a bipartisan basis and they just came up
with a recommendation 2 days ago that Connecticut should impose a
20-percent surcharge on Federal income tax, which, if imposed in
our State, would produce some $4 billion, so a desperate situation
exists. Of course, from our point of view, if our neighbors start do-
ing something like this, it is going to be very helpful to us and may-
be some of the "lost sheep" will return.

But I think that gives, Mr. Chairman, the picture that State anc
local taxes on real estate and on sales, and on all of the other fees
cannot meet these growths. Income taxes are not impossible on an
equal base throughout the States, and, therefore, we are seeing this
increased distortion, and so I support revenue sharing and a sim-
plification of categorical grants in the block grants by areas, and 1
think the President has made a major contribution.

I know there are other important recommendations in the same
field which, I think, are very valuable contributions, and all I can
say is that if we do not meet this problem we are going to see a
breakdown of services this year in our cities and metropolitan areas
spreading throughout the country which can create an uprising in a
form which would be hard to predict but which can be the most
serious our Nation has ever seen.

So I appreciate your kindness in letting me be with you.
Thank you.
(The prepared statement of Governor Rockefeller follows:)

PREPARED STATEMENT OF HON. NELSON A. ROCKEFELLER

The President in his State of the Union speech one week ago today, made
historic and imaginative proposals for meaningful Federal sharing and radi-
cal changes in the Federal structure and financing of essential services.

These two new conceptual approaches, if enacted by the Congress, will go a long
way toward making our Federal system more responsive and relevant to today's
needs.

I feel, however, that the magnitude of the present fiscal crisis at state and
local levels of government requires an initial $10 billion of new money through
revenue sharing, to take effeet on .nly 1, 1971. instead of the proposed $5 billion.

Only revolutionary changes in the structure of the Federal system along the
lines outlined in the President's message can help us meet the challenge facing
America today and the President is to be congratulated for his courage in
proposing them.

His bold proposals afford the Congress a unique challenge and opportunity
for statesmanship:

An opportunity to help reverse the centralization of power in Washington;
To help return to the people the opportunity of achieving responsive and

responsible government at state and local levels which has been the historic
strength of America;

And to help save our Federal system and restore the greatness of our free
society.

REVENUE SHARING

The President's revenue sharing proposal for $5 billion of new money for
the first year, divided evenly between state and local governments. is un-
doubtedly a major breakthrough in this moment of fiscal crisis at the state
and local levels of government.

I will continue to work with all interested groups in support of the President's
concept-but will also continue to urge an initial $10 billion level.

CONSOLIDATION OF CATEGORICAL GRANTS

President Nixon has also proposed radical changes, consolidating a multi-
plicity of Federal categorical grant-in-aid programs into six blockgrants, tied
into a restructuring of the Federal government itself.



304

Consolidation of categorical grants, together with revenue sharing, both long
supported by tthe National Governors' Conference, would make possible a
renewal of the vitality and effectiveness of state and local governments.

THE FISCAL PLIGHT OF STATE AND LOCAL GOVERNMENTS

Current economic conditions-inflation, the wage-price squeeze, the cost of
money, the economic slow-down, lower profits and rising unemployment-all
exacerbate the present problems of state and local governments. Today, I want
to talk to you about an even more fundamental, long-range problem that effects
all of us and the future of our Country. It is this fiscal crisis facing the state and
local governments in America.

I would like to discuss first, how we got to the point of fiscal crisis, and,
secondly, why $10 billion of new Federal aid from Revenue Sharing is abso-
lutely essential to end the crisis.

Let us begin with some statistical background. In 1950, state and local
governments, nationwide, were spending $20 billion. By 1969, they were spend-
ing $97 billion, almost five times more. At the present accelerated pace, it is
estimated that state and local governments, nationally, will be spending about
$200 billion by 1975.

Now let us look at where the money is coming from to pay for state and
local services to people. Federal domestic spending in the last 20 years has gone
up 219 per cent, local government spending 354 per cent and state government
expenditures by 413 per cent. During this period, state and local expenditures
increased by an average of 10 to 12 per cent annually. But, their revenues from
existing taxes grew by only 4 to 6 per cent a year. Consequently, state and
local governments had to increase taxes constantly to meet new demands on
them and higher costs.

We have now reached a point where state and local expenditures are rising
between 15 and 17 per cent. But their revenue sources are still producing only
an average increase of 4 to 6 per cent under the present tax structure. These
figures give a statistical picture of the financial vise crushing state and local
governments.

Now, let us look at who collects what taxes. The Federal Government col-
lects 65 per cent of all the taxes paid in the United States. Local governments
collect 16 per cent and state governments about 19 per cent.

Not only does the Federal government collect the bulk of all taxes, it also
collects 91 per cent of the fastest growing tax, the income tax. State and local
governments have to depend heavily on the less progressive taxes such as real
property taxes, sales taxes as well as fees and nuisance taxes for most of their
money.

The Federal government has collected the lion's share of the fast-growing
taxes-particularly in the recent period of substantial economic growth, before
the GNP slowed down.

In fact. we have seen three Federal tax cuts in the past 6 years, while state
and local governments across the Country have had to increase taxes almost
300 times.

Here we have a situation where the severest problems are growing at the local
level; but tax revenues are growing fastest at the Federal level.

HISTORICAL ROOTS OF THE PROBLEM

Let's take a brief look at history to see how this situation came about. Our
society was originally agrarian, and the focus of government originally was at
the state and local level. Then came the Wilson Administration. The Sixteenth
Amendment-the income tax-which was enacted in 1913. The critical point
here is that the Federarincome tax did not have to go back to the states in the
proportion in which it was collected. That's an important factor.

Later, under President Roosevelt, there was a period of tremendous in-
crease in Federal power as a result of the Depression, World War II and the
withholding tax system.

These events eventually led to a tremendous increase in Federal tax collec-
tions. The growth in Federal power and revenues was understandable, given the
tragic problems and drastic needs of the times.

As you know, it was during the mid-Thirties, in order to relieve the terrible
consequencies of the Depression, that the concept of categorical grants . was
started. These categorical grants were based on population and were calculated
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in an inverse ratio to income in order to help what were considered the poor
states most-to give them a higher ratio of return.

Today, between 400 and 500 of these Federal categorical grants are available
to the states and local governments.

They were and are intended to spur innovative and new programs at the
state and local levels. This is fine, except that categorical grants do not help
us meet the cost of basic, day-to-day ongoing services. And this is where the
crunch is today in state and local governments.

In fact, through their matching requirements, categorical grants take money
away from basic services and add to state and local taxes to pay the matching
costs of new programs. Consequently, categorical grants can aggravate, rather
than alleviate, state and local, fiscal problems.

More recently, two additional factors have aggravated the plight of state
and local governments further-the expansion of the Vietnam war and the
declaration of the war on poverty during the Johnson years.

These developments required major increases in expenditures at a time when
the Nation's economy was reaching full capacity. Taxes were- not raised to
pay for either war, until at one point the Federal government had a $26 billion
deficit. The result, of course, was the inflation which is still plaguing the Nation.

But, in addition to the inflation of prices, an inflation of hopes and expecta-
tions also grew out of this period. The war on Poverty raised the hopes of the
least fortunate members of our society. But the funding of the poverty programs
never was enough to fulfill their promise. The low appropriations level never
seemed to match the high publicity level. These unfulfilled hopes led to frustra-
tion, bitterness and diminished confidence in government.

Television played a part. too, in inflating expectations. Television helped create
the '-Now" generation, and not just among the young, but among people of all
ages. Television showed many people what they didn't have. And what people
saw, they wanted-now. They want it yesterday, not tomorrow, and they won't
take no for an answer. They do not want to be told it is not possible now, because,
in this great Country of ours, everything seems possible.

All these forces together, the tremendous growth of Federal revenue from
the income tax;

The smaller share of revenues going to state and local governments;
The steeply rising expectations of people for things they expect state and local

governments to provide;
The failure of the Federal government to fully fund programs-after whetting

the public's appetite;
The reluctance of individual states to raise taxes for political reasons, or out

of fear that higher taxes will drive out industry;
Are the historical roots of the financial disaster facing state and local govern-

ments today.
NEW YORK STATE ILLUSTRATES TIHE FISCAL CRISIS

Let me typify the situation confronting state governments using the State of
New York for illustration.

New York traditionally has been a progressive state. Some may think it's too
progressive. But, we have tried to meet our responsibilities to the people, and on
a sound basis.

We have a 14 per cent progressive income tax. None of our neighbors has an
income tax. Our difficulty is that if we increase our taxes too much, we are going
to affect our position relative to other states in the competition for jobs and
industry.

Also, because we are a progressive state, and because there are no national
standards for welfare and medicaid. many needy people have been drawn to New
York from other states. Initially, they came looking for opportunity, but often
they wound up on public dependency. This migration has added problems to New
York which originated elsewhere.

In brief, here are the hard fiscal realities we are up against in New York. As
I pointed out in my recent State of the State message, just for the State to carry
out the programs it is already committed to. will require an overall budget
increase of over $1.5 billion.

This is the increase figure before any new major State programs or any State
increase to local governments to help them meet their needs. New York City, for
example, projects a $1 billion deficit for the coming fiscal year.
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THE PATTERN IS NATIONWIDE

New York's situation is typical. It's part of the pattern of crisis afflicting
State and local governments throughout the Country.

In New Jersey, Governor Cahill said that the financial collapse of New Jersey
cities is "an issue of life and death."

Governor Meskill of Connecticut says his state, with one-sixth the population
of New York State, is "wallowing in debt" and will need $800 million in new
taxes over the next two years-proportionately a worse situation than in New
York.

Florida, with just over a third of New York's population, needs $200,000,000
more to continue programs at present levels.

Michigan, with about 'half of New York's population faces a $344,000,000 gap
between state spending and revenues.

In Oregon, Governor MdCall had to take funds from schools to pay welfare
costs.

And Governor Shapp has told this committee that Pennsylvania will be out of
money and unable to meet its obligations within 30 days, unless new revenues are
forthcoming.

REVENUE SHARING, AND SIMPLIFICATION OF FEDERAL GRANTS-IN-AID ARE THE ANSWERS

When present rates of growth in state and local expenditures are projected
nationwide, it amounts to a need for increased expenditure of over $20 billion
for the coming fiscal year alone.

By themselves, state and local governments can not possibly raise more than
half that sum-$10 billion, $5 billion from revenue growth and perhaps $5 billion
more from increased taxes-without crippling effects on local real property tax-
payers and serious further distortion of the tax structure between all levels of
state and local governments.

We have simply got to get more of this Nation's resources-more of the two-
thirds of all taxes and nine-tenths of all income taxes now paid to Washington-
back to your constituencies where local government services are virtually falling
to pieces.

That is why I support the President's splendid and courageous initiative in
proposing revenue sharing providing $5 billion in new money for the first year.
But, because of the magnitude of the problems we face, that is why I will con-
tinue to urge the enactment of revenue sharing at the $10 billion level to be
effective July 1, of this year. To put this recommendation in better perspective,
let us bear in mind that in talking about revenue sharing of $10 billion we are
talking only about 5 per cent of the Federal budget.

I also strongly support the President's excellent proposals for replacing many
of the rigid, narrow categorical grants with grants for the broad purposes of
urban development, rural development, education, transportation, job training
and law enforcement.

These less restrictive grants will give state and local governments the oppor-
tunity to exercise greater initiative and to put Federal aid where they know their
greatest needs are. As the President himself has said, the idea that a bureau-
cratic elite in Washington knows best what is best for people everywhere and
that you can not trust local government, is really a contention "that you
cannot trust people to govern themselves." And when we are talking about
opposition to revenue sharing, and to more flexible Federal grants, it is a con-
tention that people do not even know how to spend their own money wisely.

The fact is that the 200 million Americans that Congress represents are the
same 200 million Americans that leaders in state and local governments repre-
sent. And here, it seems appropriate to mention that, according to a recent
Gallup Poll, 77 per cent of all Americans support revenue sharing.

CONCLUSION

There has been a profound psychological transformation in the mood of the
Country in the past decade. At the beginning of the 1960's Americans were filled
with hope. They could talk about the opportunities and challenges of the future.
Today, so many of the problems confronting our society seem so huge and
unmanageable, that the public mood tends toward feelings of frustration and
helplessness, if not hopelessness.
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A crisis of confidence in our governmental institutions has developed. Many
of our citizens are beginning to question whether those institutions are, in fact,
capable of coping with some of the urgent problems that confront us. -Indeed,
many doubt whether our governmental systems are, or can be made responsive
to the needs, aspirations and concerns of individual citizens.

Charisma and exhortation alone are no longer enough; A sense of progress
is needed based on demonstrable evidence that we are beginning to pull our-
selves out of the current morass. I believe that the President's proposals can help
restore people's confidence in government by helping to restore government that
really serves people-at every level in the Federal system.

As the President said, in his State of the Union address, this can be an
historic Congress in turning power back to people and reversing the over-
centralization of power in Congress. Revenue sharing on a meaningful scale and
the simplification of categorical grants are the keys.

Given the breakdown in local services, the Federal government must either
provide the needed money or take over these vital services. But the prospect of
the Interior Department cleaning the streets of our cities, for example-is in-
conceivable. Revenue sharing and less rigid Federal grants are the right answers.

What those of us promoting these objectives are calling for is nothing less
than the preservation of the greatest system of government ever devised by
man to serve the needs of mankind.

Lam-confident the Congress will answer that call.

!0cro-a' 1 in all govern rm7t expandiures*
UNITED STATES 1950-1969

PER CENT
0 100% 200% 300% 400%

I I I I
STATE
GOVERNMENTS,
U.S.I

I I I *., ,, I
LOCAL
GOVERNMENTS,
U.S.

FEDERAL GOVT.

- DOMESTIC *

* Excludes defense, intcrnational and space expenditures.

SOURCE: U.S. Bureau of the Census.



308

Tax collections, all governments
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Public school expenditures
NEW YORK STATE

*70 -71
(Estimated)

SOUFRCE: NYS Edmrtion Dcpt

Chairman PROXMmRE. Thank you, Governor Rockefeller. I have
listened to a number of appeals for revenue sharing, and I think you
presented yours as the most convincing I have heard by far.

You answered many of the arguments against it and, of course,
you speak on the basis of great experience and, as you indicate, you
have made an effort yourself just in the last few days, and the paper
this morning reported you are asking for a tremendous tax increase.

Governor ROCKEFELLER. Over a billion dollars.
Chairman PROXMIRE. Over a billion dollars.
Governor ROCKEFELLER. One State, and it just puts us out of line with

everybody else. I have no alternative.
Chairman PROxMiRE. By the same token, New York was already

the 19th in the country and this would move this up unless the other
States would increase their tax rates, and I am sure they will, but
still you are not in the position of other States who testified.

We had the Governor of Ohio, the Governor of Pennsylvania-
Governor ROCKEFELLER. Yes.
Chairman PROXMIRE (continuing). And they agreed that they have

to increase their taxes very greatly. Ohio was 49th in tax effort. Penn-
sylvania is way down in tax effort. New Jersey is, I think, 46th or 47th.

What I am getting at, however, Governor, is that I wonder if this
is the sensible overall way to do it.
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You have a rich State; you have made a very strong case that you
simply cannot ask 'for much more in tax revenues because of the com-
petitive problem. At the same time, supposing we had a law passed
by the Federal Government that would permit States to have a tax
credit in Federal income tax, that would help New York'taxpayers
greatly. It would certainly provide a sharp and immediate incentive
for other States to impose income taxes. It would greatly reduce the
competitive obstacle that you have for increasing taxes, and it would
do the most important of all-it would provide that the agency of

Government responsible for spending the money raises the money,
and has some discipline in connection with its expenditures. What is
wrong with that kind of an approach?

Governor ROCKEFELLER. Well, may I make two comments: First,
about what you said a little earlier, and then come to that?

Chairman PROXMIRE. Yes, sir.
Governor ROCKEFELLER. You said we were 19th in State tax; effort.

That is correct. However, our local governments are way out ahead.

So when you combine State and local taxes in New York we have a
tax, combined tax, per capita of over $500, and we are the highest.

So that you really cannot consider
Chairman PROXAIIRE. You are the highest overall. What I am talk-

ing about is the relationship between your taxes and your income.
Governor ROCKEFELLER. Oh, I see, the tax on the income. That is

correct. But that is not something that, a man or a company thinks
about when they are trying to figure-and one of the serious prob-
lems we have are companies trying to get middle management to come
to New York to work, and they are the future growth in the private
enterprise system, and they have to pick up not only their increased
costs but they may have a problem getting people to come.

Now, Mr. Roger Blough is here, one of the distinguished indus-
trialists of our State, and he can testify to this kind of problem.

The other thing is we are a State with the highest per capita in-
come or right up at the top and 'we do send down here $23,600 million,
and we get back for State and local services $2,500 million. That is
11 cents on the dollar, and my contention is that we cannot meet these
rising costs and demands of teachers, firemen, and policemen. You
have had' the distinguished mayor of New York City here, and I am
sure he gave a closer view of the problem, but we have got in our budget
for next year $950 million of increased aid to local governments and
school districts, and that is all mandated by legislation that was passed
last year,,and the years before. But none of that goes toward helping
the city of New York, meeting additional needs, for instance, where
they estimate their needs up to a billion-dollar gain next year.

Chairman PROXi'IRE. I would agree you definitely need more
revenues.

Governor ROCKEFELLER. What are you suggesting 2
Chairman PROXMIRE. Of course, my question is: Why shouldn't we

create a situation in which you can raise the revenues yourself ?
Governor ROCKEFELLER. All right. If you had a deduction, an in-

come tax deduction, from the Federal tax, which I suppose would be,
whatever we raised we could deduct in total amount from the Federal
funds.
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Chairman PROxmIRE. Perhaps not in total amount. We would like
to provide some incentive; otherwise there would not be the kind of
discipline we are talking about. Maybe you could deduct 50 percent.

Governor ROCKEFELLER. Well, you see what we have got to get at
is something all the States will do because we cannot have a plan which
will further distort the relationship between the States. That is our
biggest problem. I have asked for tax increases and have been success-
ful six times in the past, and this is the seventh time.

Now, the Secretary of the Navy, who is here, John Chafee, tried
this in Rhode Island and he won by 72 percent of the vote at the
time before he vent all out for an income tax, and he was defeated
by a man who said they did not need it. That man still happens to be
Governor and now he finds himself that Rhode Island's deficit is
the size of his entire budget. So that this situation is a very difficult
one.

I have no concern personally as to what method we use to get a
larger share of the total tax revenue back to the States. All Ia want
to be sure is that it is not just New York that uses it, because we
are going to lose our business and our industry and the people who
are paying the taxes and create the employment, and we are going
to get continually more and more people coming from other areas
where these standards are not so high.

Now, as I have gone, and the Governors have gone, because we have
been dealing with this for years, all different routes, and we have
recommended all kinds of things, different methods, including the
one which you proposed.

I remember discussing this at a meeting at which Mel Laird was
present and he had been one of the proposers of this and I said,
"All right, Mel, what would your reaction be if 20 of the largest
industrial States' Governors got together and said, 'Fine, we can
take this credit.' " Now we are going to get together and we will
impose a 10 percent tax or 20. If we did 10, we can pick up about
$15 billion; if we did 20, we will pick up $30 billion. We will face
vou with a revenue loss of $30 billion. I know what Congress will
do; they will immediately do what they did when they passed the
Medicaid program. We studied the law very carefully and figured
we could get $270 million by improving the laws. We improved and
we went to Washington with a basket and got the $270 million.

Your distinguished colleague, Jack Javits called a meeting of our
delegation of Congressmen and said: "What are you doing, you are
taking all the money -we planned for the entire nation." I said, "Look,
Senator, I did not write the law; you felilows wrote the law; this is
what it said. We followed the law and we got it."

So what did they do? They changed the law and cut back, and we had
to take about 1 million people who had become eligible for medical
care off the rolls because you cut back, we had to cut back so we did not
have the money to go it alone.

Now my concern very frankly is if you went this route, and we really
acted, and picked up the money, Congress would be horrified and say,
"Well, we did not have that in mind." So that you change the laws and
we then would lose the money.

Nowv, I am only trying to be pragmatic about this, because we have
tried everything to get a larger share of our own taxpayer's money
back to New York.

58-512-71-pt.2 5
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Chairman PROxRiIRE. My time is up. I will be back.
Governor ROCKEFELLER. Thank you.
Chairman PRox~nfIE. Senator Percy.
Senator PERCY. I would first like to say to the chairman that unlike

other hearings that I have heard announced on this subject we are hav-
ing open hearings here with open minds rather than announcing open
hearings and then having a closed mind on the contents of the
testimony.

I hope that the chairman, who has been somewhat cool to this con-
cept, will be warmed up by it this morning, because he will be one of the
strongest advocates we can have, if he does support it.

I turned around on the SST, and someone who gets religion, I be-
lieve, becomes an even stronger convert. I hope he will be a strong
advocate of this principle when the hearings ale concluded.

Chairman PROXMIRE. May I just interrupt to say there is no stronger
opponent to the SST than Senator Percy. He has done a fine job in
the progress we made against it last year.

Senator PERCY. I hope I can give all this credit back to our ehair-
man for getting revenue sharing through this Congress. [Lauglhter.]

Chairman PROXMIERE. No chance.
Senator PERCY. There is no more tenacious fighter for a cause when

lie believes in it.
I would like to ask, first of all, the question that comes up in many

States-how much States pay in taxes and how much they get back?
How much would New York's proportionate share of the cost of
revenue sharing be and what would it get back if there were a $5
billion bill passed under present formulas?

Governor ROCKEFELLER. We would get about 10 percent or $500 mil-
lion, and if the sharing is as it is planned, 50 percent to local govern-
ment, 50 percent to the State, we would get $250 million. That repre-
sents $250 million as against an increase in State expenditures this
year of $1.5 billion.

And $250 million for local government is against, for instance, New
York City's estimated increased needs of a billion. So that we are,
frankly, I hate to say it, I do not want to seem ungrateful, but it is
pitching pennies against a wall unless we really face the realities of
what is happening in America.

Now, if we did slow this thing down, which maybe just by the fact
that the services are going to break down is what is going to happen,
I think unless we really look at this not in a form of-well, the con-
cept is greatJI do not want to seem unappreciative, but still we have
got to face the realities and you gentlemen are tremendously knowl-
edgeable and sophisticated, and with these programs of growth $5
billion is the best that has been suggested, but I really think that $10
billion is going to 'be required to prevent a real breakdown.

Senator PERCY. The initial administration revenue-sharing bill was
half a billion. We have now come up to $5 billion so it is a tenfold in-
crease. At least we are moving in the right direction so far as you are
concerned.

Governor ROCKEFELLER. That is right. But the problem is not going
to wait. That is the only message I want to try to get out.

Senator PERCY. I won't inquire as to whether you are a long-term
Keynesian or an instant Keynesian but do you support the concept of a
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full employment budget taking into account the state of the economy
today ?

Governor ROCKEFELLER. Yes, I do but I figure that you men are more
sophisticated in this area than I am.

I do support it, and I think it is going to be very helpful, and just
a perfect illustration is our revenues this year dropped $275 million-
a little under $200 million. Excuse me, from the last estimate, $200
million.

Now these are serious swings which come out of the economic re-
tardation. So I am for that.

Senator PERCY. To help meet this fiscal crisis which the States are
going to face and are facing, will the President's welfare reform pro-
gram, family assistance program, help materially if more welfare costs
are taken over by the Federal Government?

Governor ROCKEFELLER. Yes. I think it is an excellent program.
I have supported it fully. The Governors have supported not only
that but the full takeover of welfare, but the President's program does
two things \which I think are essential: One, it creates incentives for
the father to stay with the family. This is fundamentally necessary.
WVT have over a million mothers and children without fathers on
welfare in New York State, and so I think that is Nb. 1.

No. 2 is work incentives, which are excellent. These I think are
very important. And he takes in 11 million people under his plan
who are now not receiving benefits, even up to $1,600 for a family
of four, and gives them assistance. This will slow down the movement
of population from some areas of this country to the big industrial
cities which, I think, can be very helpful, too.

But it does not from a money point of view; it does give about $100
million of help on a $2 billion welfare budget which we and the locali-
ties are handling.

Senator PERCY. Other Governors have testified before us indicating
that revenue sharing will be necessary just to maintain certain current
programs and keel) their heads above water.

XT'., 1A 4thew lm leveln1 enable yowl to have any new mrogramns at
all in New York or would it just be a matter of maintaining current
programs?

Governor ROCKEFELLER. No, it won't even in New York maintain the
current programs.

Senator PERCY. Could you comment on the effect of local property
taxes on landowners? This is where I hear from a great many of our
people.

*We have raised a lot of our revenue in Illinois from property taxes
and we are under a crushing burden. Do you think that revenue sharing
may eventually, if it is generous enough, alleviate the pressure and the
burden on property holders?

Governor ROCKEFELLER. Certainly this is a necessary objective. If
education keeps on growing the way it is in costs, educational costs are
doubling every 6 years, so that education falls-the local share-on the
real property taxpayer, along with the local government.

I do not think that it would be reasonable to assume that at the $5
billon figure there would be any, relief for real property taxpayers.
Even at a $10 billion figure what it would do would be to slow do wn the
increase on the real property taxpayers.
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If you take $20 billion as a conservative estimate of increased State
and local costs, and you take $5 billion as about a fair estimate of
growth in revenue, you have got $15 billion to go, and if you take the
State and local tax base which is real estate as you point out, and
the sales tax and the fees, and 9 percent of the income tax, how do you
raise anywhere nearly enough? All you have to do is look at our tax
package on Monday and you will see how we have got to raise the
money we have got to raise and it is a crushing blow to the taxpayers
and the economy.

Senator PERCY. Governor Rockefeller, thank you very much for the
very compelling argument you have provided to us. It is exceptionally
good.

Chairman PRoxnriRE. Congressman Reuss.
Representative RiEuss. Excellent statement, Governor Rockefeller.

I am a believer in revenue sharing if done right, and you have made
a strong case for it.

Governor ROCKEFELLER. Thank you.
Representative REUSS. You have pointed out two of the great funda-

mental problems in your State of New York when you say, on the
one hand, you have a terrific welfare burden much of which did not
originate as your problem at all, but is really a national problem, and
then, on the other hand, you try to be progressive in your tax sys-
tem, having a progressive income tax but your neighbors do not have
it and so you see your industry going over the hill, which if continued
could be ruinous.

On the welfare point, would it not be sensible, if in addition to
revenue sharing, from which I do not back off at all, the Federal Gov-
ernmient would pick up all or substantially all of the basic cost of
welfare leaving administration to the States and localities? Would
that not be a great additional help to the new federalism?

Governor ROCKEFELLER. It would be tremendous. It would be tre-
mendous, both in terms of social implications, because then there would
be national standards, and financially to our State.

Our concern, although the Governors have announced and endorsed
this concept for a number of years, our concern in New York State
is that Congress is going to be reluctant to help New York to the tune
of $2 billion, because it is New York, and a lot of other States are
spending, very little so they get very little out of it.

And if you use a minimum standard and put people on welfare
who really need the help, of course that does not help the States them-
selves in other parts of the country.

So that, politically speaking. I worry that it could be done. But
were it to be done it should be done to the greatest possible extent.

Representative REUSS. And in combination with revenue sharing--
Governor ROCKEFELLER. Fabulous.
Representative REuss (continuing). You think it would make our

system work better?
Governor ROCKEFELLER. Oh, yes.
Then you really are talking substantive, major substantive changes

in the system which can preserve what our country has always felt
was the Government closest to the people.

Representative REUSS. I agree with you.



315

Now, turning to the other side of your problem, to the fact that youhave an income tax and your neighbors do not, you have in answer tothe Chairman's question shown unease, which I happen to share, aboutthe use of tax credits to induce other States to pass income taxes. Taxcredits, of course, go at least in the first instance to the taxpayer, notto the State, and they also go to wealthy taxpayers more than they goto less wealthy taxpayers. So there is considerable to be said againstthem.
Let me get your idea, your reaction, to an idea designed to getStates to pass progressive income taxes and thus relieve the competi-tive disadvantage under which your State labors. This idea is incor-porated in a revenue sharing bill that Senator Humphrey and I havehave just introduced.
We would give in our allocation to the 50 States, which allocationin almost all revenue proposals is based on population weighted byrevenutie efforts-
Governor ROCKiEFELLER. Right.
Representative REUSS. We would give double weighting to therevenue that a State obtained from its income tax, thus making it veryadvantageous for a State to pass an income tax, and once havingpassed one for the 50 States to attain about the same level of pro-gressiveness. What would be your reaction to incorporating such aweighting proposal in revenue sharing?
Governor ROCKEFELLER. Well, anything that will encourage Statesto even out their tax structures so that we do not develop an artificialclimate within this country between States so that it is more attractiveto go to one place and less to another, and so forth, I think is construc-tive particularly from a tax point of view.
If that incentive would work, it is fine.
Representative REnSS. Do you see any reason why it won't? It seemsto me that it is a real incentive, and that it does not distort the struc-ture, the income tax structure.
f-IOVer11017 ItOCKETLLE VVWell', tlle pi--Oblem.-lis, it is blhe i lltiviT I I (MaCongressman, pardon me, not Congressman, but legislator, who hasto vote for the tax and who has constituents who are opposed to it,and the attractiveness of it would help but if he is under enough pres-sure he just won't vote for it and depends perhaps on a limited groupof constituents who are supporting him.
Representative REUSS. Of course, even in the States like some ofyour neighbors, where they do not have an income tax there are agreat many people, including a great miany Congressmen, who thinkthat their State ought to have an income tax, not to be nice to you,the neighbor that does have one, but because they are not fulfillingtheir function as a State without one.
Governor ROCKEFELLER. Let me put it then very simply, I think itcould have-it could be made to work and it could have-a v ery posi-tive effect.
Representative REUSS. Thank you very much.
Chairman PRoxmIRE. Congressman Conable.
Re.p3esentiative CONABLE. T hank you, !M r. Chairman.
Governor Rockefeller, those of us who support revenue sharingappreciate your appearance here because it is very helpful, and I amsomewhat amused by your statements about the sophistication of the
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congressional group on this issue. We live in an ivory tower compared

to you who are out in the trenches. If sophistication is born of experi-

ence, I think you are the ultimate in sophistication.
Representative RETJSS. W7ill the gentleman yield at that point? I

appreciated the fact that Governor Rockefeller wanted to be flattering

to us when he used the word "sophisticated." However, in Wisconsin,

it is not all that good a word, and I am not sure I want to accept it.

[Laughter.]
Governor ROCKEFELLER. Thank you. I withdraw the use of the word

under those circumstances.
I will talk to you afterward to find out the meaning.

Chairman PROXMIRE. We are smart but unsophisticated.

Representative CONABLE. Governor Rockefeller; is this a political

issue with the Governors as a group? We have had quite a sharp

change in the makeup of the Nation's Governors as the result of the

last election. Have you noticed any change in attitude toward revenue

sharing as a result of this change in personnel?
Governor ROCKEFELLER. Well, I have not had enough contact with

the incoming group of Governors to be able to answer clearly your

question.
I think the situation is so desperate-for instance, the speaker of

the assembly, the newly elected speaker in Pennsylvania, was here last

weekend. I do not know whether he was before your committee, but

the legislative leaders had a meeting in Washington, and our speaker

Was down there talking to him and he said that they were going to run

out of money and would stop a lot of State functions in 33 days and,

of course, what they made a mistake in, I think where they made a

mistake, the legislature in Pennsylvania authorized a budget for three-

quarters of the year because that is all the money they had, and then

they left, so that now the new legislature is back, and they are coming

to that last quarter when there is no money raised to meet it.

So, we hive got major crises, and I think that Governors, regardless

of their philosophy, are going to reach for whatever methods of assist-

ance they can get financially, and this certainly is the simplest and

the clearest..
Representative CONABLE. In the past this issue has crossed party

lines, certainly.
GoNvernor ROCKEFELLER. That is true.
Representative CONABLE. And there is not any reason, in light of

the pressure on our Governors, to assume that there is going to be a

change in that respect, is there?
Governor ROCKEFELLER. No; I talked to the chairman of the Gov-

ernors' conference, Governor Hearnes, and he said that he was sup-

porting revenue sharing wholeheartedly, 100 percent, because it had

been voted by the Governors consistently over a period of the last 5

years, and that he, as a leader, was supporting it. He had been pre-

viously anl opponent philosophically but not from the money point of

view.
Representative CONABLE. I raise this issue with you because I under-

stand there is an effort to get cosponsorship of the President's bill, and

there has been reluctance on the part of the major party here. I wonder

if the Governors' conference itself is going to take an active role for the

purpose of supporting this concept in Congress.
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Governor ROCKEFELLER. The Governors' conference is, the mayors
are, the county officers, the legislative, national legislative leaders as-
sociation, all of the bodies. national bodies, of local governments, are
united for the first time on this subject, and we have set aside differ-
ences in relation to how the money is distributed. We will just take it in
any form.

Representative CONABLE. Now, I understand the point you made
about categorical grants, and I think the very great drain on the deci-
sionmaking powers on the local level is a very serious problem about
categorical grants.

Are there any types of categorical grants that you would rather
not see folded into this special revenue sharing proposed by the Presi-
dent, but because of their nature continued specifically as categorical
grants?

Governor ROCKEFELLER. 'Well, the President's program called for $10
bill ion out of $28 billion.

Representative CONABLE. About 30 percent.
Governor ROCKEFELLER. Yes, about 30 percent. I am sure there must

be some-they do not come to my mind immediately-but I would
assume that that could be worked out without any problem, particu-
larly if there were only 30 percent going to be put into block grants.

Representative CONABLE. Generally speaking, any relaxation in the
matching figure with respect to these categorical grants or any folding
into the block-grant category where previously there has been a com-
parative rigid categorical grant will be an improvement from the
State's point of view, won't it?

Governor ROCKEFELLER. Very definitely. SMore and more, the more
categorical grants you have, and the smaller your revenue base in
relation to the Federal revenue base, and the more categorical grants,
then that come and you have to match, the more difficult it becomes
because you have to take money from other things or you have to let
the grant go by, and that politically locally is very, very difficult
because these are well advertised, and so constituents say, "Why aren't
you getting thlat 'oey from Washington which is just lying there to
be picked up?"

They do not realize you have got to change your program, readjust
your structure, and then find the matching money, and then get local
government funds in matching money, and this is getting to be
impossible.

Representative CONABLE. One last question, sir: It has been alleged
here that the President's program discriminates against the urban
States. As the leader of one of the major urban States, I guess the
major urban State, I wonder if you have any comments about that?
You would like a little of that kind of discrimination, wouldn't you?

Governor ROCKEFELLER. I am not aware of the basis for such a com-
ment. I have studied the program carefully.

Representative CON.ABLE. Are you aware it had been made?
Governor ROCKEFELLER. I was not aware it had been made, but I

can just say categorically this is the best program that has been pre-
sented, anid that I think in the light of the realities, political realities,
that this is excellent. 1 see no basis for accusation of discrimination.

Representative CONABLE. You are aware of the fact that the Presi-
dent's program does include some effort element in determining the
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amount of money that goes to States, and for that reason that the

urban States will have some benefit if they are involved in major tax

efforts themselves.
Governor ROCKEFELLER. Well, I admire the Congress for putting

the effort concept in, and I thought Mr. Reuss' idea of some carrot

that would, along with the stick, encourage them to make more effort,

I think, is essential. But the effort has to be done on a more balanced

basis nationwide or we distort the whole social and economic structure
artificially.

Representative CONABLE. Then you 'have no specific feeling that the

President's proposal discriminates against urban States?
Governor ROCKEFELLER. No; quite the contrary, I think it is very

sensitively worked out to balance out all of the forces and the de-

mands, and so forth. I think it is excellent.
Representative CONABLE. Thank you.
Chairman PROXMIRE. Senator Fulbright?
Senator FFULBRIGHT. Well, Mr. Chairman, I was very pleased to see

the Governor here this morning, but having come in late I am afraid

that I will probably 'be subject to criticism for plowing old ground if

I -ask questions.
There is one point generally I would like to explore that you have

not dealt with, and i would like the Governor's views about the ade-

quacy of the tax payments, by our people for our purposes at all levels,

State and Federal. Have you discussed this?
Governor ROCKEFELLER. No; we have not discussed this, Senator,

and I would just like to repeat 'what I said to Senator Proxmire-how
grateful 'I am for this opportunity to appear before you gentlemen,

and to discuss this subject.
I have felt, and I know the position is not a popular one, I have op-

posed the tax cut a year ago in December, tried to get all 'the 'Governors

to get their Senators to vote against it, and to get the President to veto

it. It is taking $10 billion of growth, as I saw it, out of the future

revenues of the Federal Government which could have amounted to

maybe $100 billion or $125 billion more by 1975 or shortly thereafter.

Now, I hoped we could get an allocation of a percentage of that to

the States.
I supported maintaining the 10-percent surcharge, I supported

maintaining the 5-percent surcharge, and I just feel that this country

has the capacity, if the taxes are raised on an equitable basis nation-

wide, to meet -the needs of our people and our responsibilities at the

same time.
Now, I recognize that today there are certain economic problems

which make certain types of taxes depressing in terms of the restoring

of kinds of employment and economic activity, but I still think that

we have got to meet our problems in the long run, and we have the

capacity to do it.
'Senator FULBRIGHT. Well, then, the answer is that the burden is not

heavy enough. In other words, we ought to pay more taxes at all levels

to meet the public needs of the 'public institutions if -we spend much

more on private consumption relative to public services, transporta-
tion, all the things that are involved here. Would you agree with
'that? I take it you would.
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Governor RocKEFErLER. Senator, you are looking at a man who is
making his seventh tax increase recommendation to the legislature,
and that is about as tough a proposition-

Senator FTtiBRIGHT. I know that. I am just trying to make a record
so that everybody will know it and not only the people of New York.

GoVernor RociEFELLER. I do not like to be cast in this role because
I have to plead guilty, but it is done to meet the needs of the people.

Senator FULBIIGHT. That is right.
Governor ROCKEFELLER. And what worries me is that while the State

and local governments are raising these taxes, that the national level
has been cutting them. This, if you will excuse me, is the thing that
concerns me.

Senator FULBMIGHT. I do not see anything wrong with that.
The one criticism that Congressman Mills had in his speech which-

seemed to appeal to me is, why don't the local governments, why doesn't
the State of Arkansas, raise its taxes for its needs. After all, our in-
come tax in Arkansas is a deductible item when you come to pay the
Federal tax, and why bring it up here and send it back. That rather
appeals to me.

I would hope that our State governments raise their own taxes to
meet their own needs.

Governor ROCKEFELLER. Senator, if you will excuse me for making a
family reference, but I had a brother who used to be a Governor of
your State.

Senator FULBRIGHT. I know it very -well.
Governor ROcKEFELLER. He made a mistake of getting on the wrong

side.
Senator FULBRIGHT. That does not mean he was wrong as far as the

merits are concerned.
Governor RocKEFELLER. No. But on taxes he did ask for $90 million

of new taxes.
Senator FULBRIGHT. That is correct.
Governor ROCKEFELLER. He got $6 million from the legislature. He

called them back in a special session and got nothing more. Now,
this is the problem we face. So many other Governors have done this.
They have given the leadership.

Senator FULBRIGHT. We have to educate our constituents. We all
run into that kind of problem. We have run into that problem on the
war for a long time.

Governor ROCKEFELLER. But if I can ask you, sir, how does Congress
educate the constituents to accept the taxes?

Senator FULBRIGHT. You are doing it this morning. This is why we
have you here. Your opinion that the tax burden should be increased
to pay for the services is part of the education. It would mean some
sacrifice in the private sector.

I think you are correct in it. I agree with you. I would help shoulder
the burden.

One other question: Is it not a fact that compared to other indus-
tialized nations with somewhat comparable standards of living,
adcording to the indices that we use, that the tax burden on the people
of the United States is less than, for example, Sweden?

Governor ROCKEFELLER. That is right.
Senator FULBRIGHT. That is not known. 'Most Americans think we

pay more taxes than anybody; isn't that true?
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Governor ROCKEFELLER. You are correct.
Senator FULBRIGIHT. This is what I am talking about-education.

They simply do not know- this. I think if you asked the average man
he will say, "Oh, yes, Americans pay more taxes. We are the onlY
honest people and we pay our taxes, and we pay more than anybody."

But it just happens not to be true.
If this is so, there is a great opportunity for education.
Governor ROCKEFELLER. Now, Senator, I share completely your

point of view. I have only got one problem here. We can sit here and
discuss, philosophically, this question, and you can deplore the fact
that your legislature in Arkansas did not vote the taxes, and then
we leave it and we' drop it. But industry from my State is going to
Arkansas because they do not have the taxes, and that loses revenue

-for us.
Senator FUrLBRICTuT. There is another reason-a better climate.

[Laughter.]
Governor ROCKEFELLER. The only point I would like to make is if

we cannot get legislators 'and Governors. but primarily legislators
or constituents, to raise the money, then I do not think w-e can just
say, "Well, we can't get them to do it so it is too bad."

I think we have then got to-say there has to be money raised na-
tionally on a basis that is level and even for all. and returned to
the States.

Senator FULBRIGIIT. My time is up, but I must say I am impressed
with the argument that those who are going to spend it ought to have
to raise it. It is the psychological problem that bothers me very much.

Governor ROCKEFELLER. But whlen you-I do not want to sepak too
much-but if we can be realistic, the people who raise the tax that
you, the Congress, is getting, those who voted for the 16thi aniendment,
and you have not had to do too much since then after World War II
when President Roosevelt and the Congress at that time raised the
taxes-as a matter of fact, since then most of the actions in Wash-
ington have been to cut taxes. And that is very popular, and I am
taking the unpopular end of this argument which. although you and
I are together on the basic argument, in actually doing this at the
local level, we are reaching a point where we cannot do it any more
and, therefore, if it is not done the services are going to break down.

There is going to be a disillusionment of the people or greater
disillusionment than they have now because of the conditions under
which they live, the filth in the streets, the crime in the homes and
on the streets, the lack of housing, and you see what happened in our
welfare cases in New York City, one of them even being in the
Waldorf. That is because wve are losing 50,000 apartments a year
because there is no incentive for the owners to keen them un because
they lose money on them, and there are only 16,000 being built this
year.

So that we are going to a situation where we are seeing a deteriora-
tion of the life of our metropolitan areas. and while we can be
philosophical about it and say this ought to be done or that. ouglt,
to be done, this is going on, and it can be the destruction of the
federal system in America, and we are -Oing to end up like so many
countries in the Old World where the Federal Government runs it. and
it vill be Federal police, and the Department of Interior will be
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picking up the garbage, and that is OK with me, but I do not think
that is America.

Senator FULBRIGHT. Thank you.
Chairman PROX-IIRE. Governor, you have been very, very respon-

sive and helpful to us. I would like to ask one or two more questions.
Governor Lucey has arrived, he is waiting to appear. He is the No. 1
citizen of my State, so I am anxious to have him come up. too.

But let me ask you this, Governor: You werse allied with Senator
Fulbright. Both of you are very courageous men, and you deserve your
great eminence, both of you. But I must say I do not think it is simply
a matter of raising taxes being the right way now.

Furthermore, I do not think it is realistic to expect Congress to do
that this year and under present circumstances.

Furthermore, we have, as Congressmen Reuss has indicated, a
$230 billion ceiling on the amount the Federal Government canl spend

within the full employment budget, and I do not know any liberal
economist who advocates that we go higher than that. So we have a
$230 billion level. No taxes are going to come in, we are not going
to go into any further deficit spending.

My question is, Where is the money coming from? You have ad-
vocated an additional $5 billion for revenue sharing. You accepted
with great enthusiasm Congressman Reuss' proposal that the Federal
Government take over all welfare costs, that will be an additional $7
or $8 billion.

Now, if you are going to have this $13 billion of additional expendi-
tures by the Federal Government, you have to cut somewhere. My
target is the Department of Defense expenditures, and I think we can
do it.

You are one of the most knowledgeable men in this area. You always
harve been a strong advocate of a strong military force, strong security.
I would like to ask you if we can cut from the defense budget and, if
so, how much?

Governor ROCKEFELLER. Well. I wouild like to give you an opinion,
but I just do not. feel T have enough information to speak with the
kind of authority, in this sensitive area. that would be required. And,
I suppose, it depends importantly on how rapidly the war in Vietnam
is terminated and the fighting men come home, which we are all pray-
ing will be very rapidly.

I would like to suggest that there are other methods that Congress
could use to finance some of the capital expenditures. For instance, in
the pure waters field, cleaning up our environment, where major
authorizations of money have been enacted by Congress, and where
very small appropriations of money have been made, and where we are
financing Congress, we are advancing the money in order not to hold
up our projects, and to get the job done, so we have been getting about
7 percent of what has been authorized by the Congress in appropria-
tions.

Would it not be possible for Congress to consider creating sonme
authorities, as we have done at the State level and as Congress and the
President used to do during the Roosevelt administration, create
authelrities amnd 1iithl ori ze those authorities to sell bonds and to guaran-
tee local bonds?
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Chairman PROXMIRE. What you are advocating, Governor, is we
provide institutions to enable the State and local governments then to
go into debt, but on the basis of revenue bonds, and so forth, instead
of providing-going into debt further.

Governor ROCKEFELLER. We do not provide for going into debt.
But, for instance, we have a rule in the Federal interstate highway
program which prevents us from putting any toll on any road that
is aided by the Federal Government. Now, I think, we are reaching a
point where we cannot keep providing so many services without some
user fees.

Chairman PROXMIRE. You see what I would like for you to come
back with here, Governor, because you are an able man, you have an
excellent staff, is if you could give us your opinion of where the Fed-
eral Government can get this money. You have suggested that possibly
more funds could be raised by an authority to permit more borrowing
but we have a tough priority problem down here

Governor ROCKEFELLER. Sure.
Chairman PROXMIRE (continuing). As you know. We want to pro-

vide more funds for the cities one way or another, and for the States,
but we have to cut defense or space or cut out the SST, we have to
cut down in some of these areas, and it seems to me it is just as im-
portant to concentrate in those areas where we have to make reduc-
tions as to make a strong plea, which you have made this morning,
for providing our resources in other areas.

It is a priority problem, and here is where, I think, you can make
a most useful contribution for us.

Governor ROCKEFELLER. I appreciate it, and we will take a look
at this, although I would -be presumptive to take the total Federal
picture and, as a Governor, to try and presume as to how this should
be handled.

Chairman PROXMIRE. Well, we are nothing if not presumptuous
down here. We have to move into these areas. None of us are military
experts, of course, and they remind us of that all the time, but we
have to do this because we have to bite the bullet, we have to make
the decision on where the money will have to be spent. You are at
least as expert as we are, and if you would give us your recommenda-
tion it would be most helpful to us.

Governor ROCKEFELLER. May I make one recommendation. You
said there was a limit of $230 billion of expenditures. Where did that
limit come from ?

Chairman PROXMIRE. That limit comes from the assumption we
are calculating our expenditures on a basis of where the budget would
come into balance if we had full employment at that level of 4 percent
unemployment. If we 'had more people employed, more corporate
taxes, the yield would be up. The tax yield would be $230 billion.

Economists say if you spend much more than that, then you are
really getting into an inflationary situation, and that would undermine
confidence.

Senator FULBRIGHT. It is really a fancy way of saying deficit spend-
ing.

Chairman PROXMIRE. Deficit spending, but it is something widely
accepted now. President Nixon accepted it, his party seems to accept
it warmly. This committee has advocated it for 23 years. Senator
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Douglas, who was chairman of the committee, proposed this in 1949;the Council of Economic Development, a business group, proposed
it for at least 10 years.

I know you are familiar with it.
Governor ROCKEFELLER. I would like to support the concept and

say we have been spending for self-liquidating projects money in the~
State through authorities oln bonds which, I think, have been impor-
tantly responsible for keeping our unemployment rate from dropping
as low as the national average during this last year because we did
have these expenditures which we could use to keep this economy from
going down.

I sympathize very much with what you are saying, sir, and I shall
be glad to give further thought to this. I am not sure I will presume
to try to tell you even my own thoughts on the subject.

Chairman PROXMIIRE. Governor, let me ask you one other thing. I
have asked other Governors, and I would like to ask you, as well asthe mayors of our principal cities, to take a hard look at this budget
and to tell us, not only in correcting your remarks but over the next
2 or 3 weeks, if you can, what effect the details by the President, asspelled out in his budget, will have on our major programs, what effect
will it have on housing and welfare, and so forth.,

If we can have that kind of information, it would be most useful tous, so we understand what the revenue-sharing impact really is proand con.
Governor ROCKEFELLER. You are talking about revenue sharing and

the revision of categorical grants?
Chairman PROXMIRE. Yes.
Governor ROCKEFELLER. Has the President announced which grants

would be included in the six categories?
Chairman PROXMIIRE. Well, the budget-I have not read the detailed

budget-I have read the document called the budget, and it is spelled
out to some extent, and I believe it is spelled out.

Governor ROCKEFELLER. We will need that in order to be intelli-gent
Chairman PROXMIRE. I understand.
Governor ROCKEFELLER (continuing). And do an appropriate job,and I would be delighted to do it and get it to you as rapidly as wecan.
Chairman PROXMIRE. Fine.
Governor ROCKEFELLER. I appreciate tremendously, Mr. Chairman

and gentlemen, this opportunity. I thank you for what you are doing
for all of us.

Chairman PROXMIRE. Thank you for an excellent statement andyour most responsive answers.
Our next witness is going to be Governor Lucey, of Wisconsin.
Pat, it is good to have you here this morning, and it is good to haveyou as Governor of Wisconsin. In my judgmient, Pat Lucey is oneof the ablest men in State government or Federal Government, forthat matter. He served as chairman of our party, and I have often said

1s ubsequently. all the Governors and a representative sample of mayors were asked torespond to a committee questionnaire concerning the need for additional Federal aid andthe impact of the administrations' proposals. The results of this survey are being publishedin a separate volume.
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he was the best State chairman in the country, and while people may

be skeptical or cynical about political capacity, I think it is the most

important single element in the effectiveness of a Governor, and Pat

Lucey has that as well as a great degree of integrity and understanding

of State problems.
Fiuthermore, it is good to be hearing testimony from the Gov-

ernor of a State that ranks well in terms of its own tax effort. We heard

testimony earlier in these hearings about States such as Ohio, Pennsyl-

vallia, and New Jersey, which don't yet have State income taxes.

We've just heard about New York which, of course, does have a

progressive tax system, but it's also a very rich State. Wisconsin ranks

slightly below the national average in terms of per capita income,

but above the national average in terms of relative tax burden. So I

think even someone more objective than I on the subject of Wisconsin

might feel more sympathetic to Wisconsin's fiscal plight than to that

of some other States.
So we are very happy to have you here. As I say, I am sure you will

contribute greatly to our understanding, and I want to call on Con-

gressmnan Reuss, also from Wisconsin.
Representative REuss. Thank you, Mr. Chairman.
I want to join with the chairman in the deservedly good things he

said about you, Governor Lucey, and I am intensely interested in what

you are going to say. I am not going to intrude upon your time.

Chairman PROX1%fiRE. Thank you.
Incidentally, if you want to abbreviate any part of your prepared

statement, your full prepared statement will be included in full in

the record.

STATEMENT OF HON. PATRICK J. LUCEY, GOVERNOR OF THE

STATE OF WISCONSIN

Governor LUCEY. Thank you, Mr. Chairman and distinguished

members of the committee.
I ami certainly grateful for the opportunity to appear before this

meeting of the Joint Economic Committee.
I address vou today both as a newly elected Governor and as a con-

cerned citizen of the State of Wisconsin. I deeply sense the urgency

for my State's fiscal well-being, and this is what has brought me here

todav.
I think the time is rapidly approaching when no State in this Union

will be able to avoid economic disaster without drastic alterations in

our Federal system of revenue disbursements.
I think that our national priorities are badly misplaced, and that

the result is fiscal chaos. In light of this, I feel compelled to lay before

you the bleak economic prospects of my State government and my per-

ceptions of the numerous Federal stumbling blocks which now bar the

road to recovery.
In Wisconsin alone, State agency budget requests for the 1971-73

biennium total $2.2 billion-a figure which exceeds the yield from

our present tax structure by some $500 million. Even if we were to

disapprove all proposed new programs, and simply allow for the cost

of continuing existing programs, we would fall short some $292 mil-

lion during the next 2 years.
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Sources of revenue in the State of Wisconsin have been tapped to
near capacity. We have, according to the latest census, some 4,300,000
citizens. They are paying the highest individual income tax in the
Nation per $1,000 of income, the ninth highest corporate income.

Furthermore, Wisconsin's 4-percent general sales tax takes an addi-
tional bite. Overall, Wisconsin ranks seventh among the States in totalper capita taxes collected.

The city of Milwaukee, our largest city, has the highest per capita
tax of any of the top 25 large cities in the country.

By way of example, a family of four living in Milwaukee, with an
income of $10,000 in 1970 paid $385 of State income taxes, $1,070 in
real estate taxes, and $131 in sales taxes. Thus, the State and local tax
payments of that family came to $1,586. This sum, when coupled with
the $1,100 in Federal taxes, resulted in over one-quarter of the family's
income being devoted to taxes.

Whiat should be of particular concern to this congressional coin-
mittee, it seems to me, is the fact that this serious tax dilemma isoccurring in a State which is an active and contributing partner of
local governments, and which maintains a very elaborate system of
shared taxes and aids to our counties and our villages and oitr towens
and our school districts to the extent that 66 cents out of eve] y dollar
collected for general revenue purposes in Wisconsin is actu ally dis-
tributed to the local communities for expenditure.

In spite of these tax-sharing relationships, Wisconsin is still forced
to rely very heavily upon the property tax. As a matter of fact, in the
last 10 years the property tax has more than doubled. Today, property
taxes in Wisconsin amount to over $1 billion a year. This is in spite
of the fact that the property tax, as we know, is the least flexible tax
base; it severely limits the capacity of the State to finance services in
a period when the costs of the services are escalating rapidly.

Property tax valuations lag far behind the economy. This means
that municipalities relying on the property tax are not able to share
in the prosperity of an economic boom without a costly timelaa.

WVhen all of these various taxes are added together, the burden
placed on the citizens of Wisconsin is awesome, and I think that we
are very near the breakingpoint.

The one time people have a chance to vote on a tax is when we
have a referendum on a school bond issue. In 1970, we had 29 school
bond issues approved and 44 rejected.

Now, from World War II on, it was almost axiomatic in Wis-
consin that any school bond issue would be approved. But to givre
you an idea of how progressively worse it is becoming, in the last
3 months of last year, October, November, and December, only one
school bond issue was approved, while 24 failed.

Senator FULBRIGIIT. What was that period?
Governor LucEY. Just October, November, and December of last

year we had 24 rejected, one approved for the construction of schools,
for elementary and secondary education.

Down in Beloit, we have a Wisconsin property owners league whichis now advocating the withholding of property taxes because thev
feel that the tax is being used excessively. In short, Wisconsin anlher sister States are approaching an economic climate that may even-
tually force municipalities to refuse to make expenditures which
are vital to its self-interest.
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My testimony today before your committee is tempered by my
belief that the real antagonist in this tax dilemma is the Federal Gov-
ernment. It is the Federal Government which has preempted the
major sources of tax revenues available to States. It is the Federal
Government which has utilized economic policies that have had a
negative impact on State Governments, and which has left the States
the victims of the vagaries of economic business cycles.

The income tax is the most responsive source of revenue, and the
one best able to finance a government in the face of an inflationary
economy. And yet, the Federal income tax is so burdensome that the
States have only limited access to revenue generated by a State income
tax.

Wisconsin citizens last year paid $5,300 million in. total taxes;
$3,300 million or 63 percent went to the Federal Government. This
left $2 billion to operate all of the services of both our State and
local government.

The States are further crippled in their attempt to tap effective
and equitable tax sources by the interstate competition for tax dol-
lars and for taxpayers, something certainly that Governor Rocke-
feller elaborated on here this morning. The competition between the
States and localities to attract corporations and citizens to their
boundaries has made it impossible for most taxing authorities to
develop fair and rational systems.

Wisconsin is the highest taxed State of the six northern Mid-
western States. Milwaukee, as I pointed out, is the highest taxed
large city of the top 25 cities in the country.

There is an exodus from Milwaukee, there is an exodus from
Wisconsin, and the more mobile and higher income citizens who
leave, the more intensive our problem becomes.

The national economic policies which have failed to check
inflation or avoid recession, have had a disastrous fiscal impact
on the States. The increase in the cost of services has not been
matched by an increase in State revenues. For example, payments
on the State's debt obligation will increase from $63 million at
present to $138 million during the next 2 years. That is a 120-
percent increase, and you might say, "WiTell, you are going into
debt at a very rapid rate."

The fact is, because of the tight money market in the last year,
it has been necessary to shorten the term of our bonds; it has also
been necessary to increase the principal payments on the bonds and, as
a result, the cost of debt service for the new biennium will be $138
million.

Under the Full Employment Act of, 1946, the power to regulate
the national economy is appropriately vested in the Federal Govern-
ment. The ability to rely on deficit financing has made it possible
for our Nation to survive periods of economic recession. But, State
and local governments cannot rely on deficit financing. The only
thing we can go into debt for is for capital expenditures.

At the same time, State and local governments, with their inade-
quate fiscal tools, are asked to be responsible for most of today's
pressing problems. Public safety, education, health and welfare, the
environment-all high-priority problems with rapidly increasing
price tags-are all traditionally judged to be primarily in the baili-
wick of State and local governments.
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In order to better cope with these problems, local and State gov-
ernments must be given access to funds now traditionally retained
in the federal system. After reviewing some of the testimony pre-
sented to this committee, I realize it would be difficult to propose any
new solutions for the transfer of these funds. However, it is impera-
tive that the Federal Government start to implement proposals for
increased access to tax dollars at the local level.

I support the concept of tax sharing, but I recognize that it is no
panacea. Congress should also consider implementing a system of Fed-
eral tax credits for taxes paid at the State and local level. This
would promote uniformity and help eliminate the existing and counter-
productive interstate competition for tax base.

Congress should continue grants-in-aid, but on a more rational basis.
At the present time-Mr. Don Hall 'here with me from State gov-

ernment, whose concern is to make sure that we get our share on the
various categorical aids, tells me that there are a little less than 1,000
categorical aids about which he has to be informed in order to be sure
that we are not shortchanged.

Also, all too often expensive programs have been instituted by the
Federal Government 'which require State and local participation and
then there has been a cutback, and we are left committed to these
programs, and have to fund them entirely out of our own resources.

If we are to encourage responsive and effective govermnent, revenue
should be made available to jurisdictions whose boundaries match the
scope of each problem. Only then will there be sufficient political ac-
countability to cause an effective response.

When a problem is a legitimate State concern, Congress should use
the revenue-sharing procedures to assure that sufficient moneys are
available to cope with them. When it is a regional matter, such as trans-
portation or pollution, funds should be granted to a regional
commission.

When problems are national in scope, welfare and education, for ex-
ample, then I think the grant-in-aid program with which we are all
tamiliar is the proper tooL.

I strongly support revenue sharing in addition to-rather than in-
stead of-a modified system of Federal categorical aids. Any system of
revenue sharing should incorporate a procedure which enables the
States to make use of the Federal Government's deficit financing capa-
bilitis. If a revenue-sharing trust fund is adopted, the funds should
be distributed in a countercyclical manner. Whatever the delivery sys-
tem eventually adopted, the fiscavl case for increased Federal assistanct
to States is too compelling to ignore.

A plan for revenue sharing, which also incorporates incentives for
the States to standardize their taxing procedures, and which enables
the States to avail themselves of deficit financing, must be pursued.

The Federal tax structure, except for modest changes in the 1960's,
is the same system which was in existence near the end of World War
II. It is hard to believe that new Federal priorities have not yet been
realized. Our present tax system was built to provide Federal revenues
first to combat a depression, and then to fight a war. After cessation
of hostilities, however, the wartime taxes were never significantly
reduced.

58-5,12-71-pt. 2 6
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The money thus collected has been used to support cold-war arms
races. the Korea conflict, and most recently the Indochina war and
elaborate defense systems. The taxes originally raised to meet real
crises have now been used two decades later to combat what seems
to me contrived crises.

Consider the financial burden placed on individual State economies
by America s inflated defense budget. In Wisconsin at the present time,
taxpayers are obligated to support a biennial Federal military budget
with approximately $3 billion in tax moneys, an amount that exceeds
our entire executive budget by $1 billion.

Now, I think if the people of the State of Wisconsin were given their
choice they would not elect to provide Mel Laird with $3 billion of
their tax money during the same period that they allot to me $2 billion
to meet all of the services of the State government.

Considering the financial situation, I call upon Congress to reorder
not only the procedures for disbursing funds, but also the ways in
which these funds are used. Until the national administration faces
up to one of the very real sources of the current revenue shortage-the
irrational expenditures being made for the machinery to make war-
proposals for revenue sharing will have little meaning.

As long as this Nation spends over $75 billion a year for defense,
there will never be enough money to cope with local and State
problems.

As the United States enters the decade of the 1970's, it is clear that
our federal system is not working. In the main, State and local gov-
erimmen~ts must still look after our great domestic needs, but they have
not been given the revenues necessary to do so competently. City dwell-
ers demand more police protection and facilities for the elderly.
Suburbanites want cleani air and waters, and more efficient transporta-
tion. Residents of small towns see their schools deteriorating, even as
the taxes on their homes increase, and they, too, beg for help from
someone, somewhere.

Gentlemen. as Governor of a State which is proud of the efforts it
has made for the social and environmental betterment of its citizens,
I am not here today pleading for a share of some Federal pot of gold,
nor am I apologizing for the forthright fiscal effort we have made or
will continue to make in Wisconsin.

Rather, I am asking you this question: How well have we achieved
the solution of national problems using the vast, complicated, bureau-
cratic. redtape system of categorical grants now being employed? If
your response is negative, I suggest with urgency that other routes
are available to us.

The States and our local governmients stand ready to take an aggres-
sive role in the accomplishment of nationally determined goals, but
presently we do not have the fiscal capacity to do so.

Thee time has come for the Federal Government to realize fully
its obligation to its State and local units of government. It must sup-
port taxpayers by providing new and adequate financing for urgent
domestic needs. Such a reordering of economic priorities is essential
for the preservation of our entire system of government.

I thank you.
Chairman PROXNEIRE. Governor Lucey, thank you for a very hard-

hitting and most effective statement. It is certainly in character. It
is the kind of fighting statement that I would expect from you.
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The main purpose of these hearings is to dramatize the impact of
the recession and inflation we have suffered in the last year or so on
State governments, State and local governments, and we are interested,
of course, in long-term improvements and changes.

But it seems to us that if we can adopt policies that will move the
economy ahead, hold down prices at the same time that we can make
a very substantial contribution to Wisconsin's plight, especially as
WTisconsin s tax revenues are, more sensitive than most to the busi-
ness cycle.

I am sure that tax revenues would increase disproportionately
in Wisconsin as compared with other States if we had economic
recovery, for example.

Wouldn't you agree that one of the most significant contributions
the Federal Government can make is to start the economy moving
again in an effective way, and also adopt policies that would help hold
down inflation?

Governor LUCEY. There is no question about it.
A few years ago we could anticipate a 10 to 12 percent increase in

the yield of our present tax structure each year. At the present time
the growth of revenue from our existing tax structure is below 6
percent.

Chairman PROXMIRE. Now, because we have a, progressive tax sys-
tem, and because we have relied so heavily in Wisconsin on the income
tax, and some other States do. New York does to a certain extent, you
would agree with Governor Rockefeller and others that this ought to
be encouraged?

Governor LUCEY. I cannot think of anything that would encourage
it more than to provide a tax credit. No. 1, it would help Wisconsin's
citizens immediately because the income taxes that they pay to Wiscon-
sin could be deducted from the Federal income taxes.

No. 2, it would provide a sharp incentive for Illinois and other
other States to increase their income taxes, so the competitive factor
would be lessened, and I would think that that particular kind of ap-
proach might be mnost useful, especially in vie-v of the Pact, that it
would then put Wisconsin in a position where it could consider the
possibility of raising the taxes itself without pricing itself out of the
industrial market.

I think the tax-sharing, or the tax credit, is a desirable device, and
in my statement I have proposed a three-pronged approach, really.

I think that certainly tax sharing would do the things you suggest;
that is, tax credits. It would encourage other States to adopt a more
progressive system. It would encourage States that do not presently
have an income tax to adopt one. It would encourage States that have
a flat income tax to go to a more progressive income tax. It would do
all those things.

But it would have a regressive factor in it, in that it would not
equalize the relationship between the wealthy and the less wealthy
States. It would reward the wealthier States more handsomely.

But I think the tax sharing would tend to crank in, particularly
to the extent that it was on a per capita basis, would tend to crank in
an equalization factor.

I think the third prong of the approach has to be categorical aids;
but I would suggest that certainly some rationality could be brought
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into the whole program of categorical aids, so that we would not have
to keep ourselves informed on a thousand different categorical aids
that are available to us.

Chairman PROXMIRE. One of the things I admire most about your
statement-it is a very fine statement-is your detailing of priorities
and your hitting hard at the fact that the Federal Government, in your
view, is expending money unwisely with respect to some areas where
you think expenditures can be cut.

So it is a practical kind of an approach, more practical than some of
the testimony we have had where they want money but they won't
tell us where we are going to get the money, which is a serious problem
for us.

How about your own priorities? I do not think we will be able to give
everything. I do not think we are going to be able to provide a
generous, more generous revenue-sharing program, plus sharing of
welfare, plus public service employment keyed to job training that
President Nixon vetoed, and so forth. Which would you prefer, how
would you rate these priorities: federalization of welfare, where would
that come, or revenue-sharing, where would that come, or Federal
employment, where would it comee?

Governor Luc-EY. I would rate federalization of welfare very high.
I think in actual dollars it would not help us as much as it might.
I think it would amount to something like $11 million a year. But it has
other things to recommend it. The fact that it would put even an in-
adequate floor, but at least a floor, under welfare payments across the
country, the fact that it would do away with this sort of apologetic
attitude the Government takes, both at the State and National level, in
terms of subsidization of the working poor.

I think that a welfare program that encourages families to break
apart is not a desirable public policy, and I think the administration's
program does provide subsidization for the working poor, which I
think is important.

I think after the welfare family assistance program, that I would
rate a per capita tax-sharing program-revenue sharing.

Chairman PROXITIRE. My time is up.
Senator Percy.
Senator PERCY. Governor. I am happy to welcome the Governor of

our sister State, and also the home of my own sister who lives in
Appleton, Wis.

I will be very brief because we are running late this morning. You
have suggested a system of credits for Federal taxes; that is, credits
for State and local taxes against the Federal tax.

Do you contemplate a 100-percent credit or 50 percent? We have
had various formulas proposed. Do you have anything in mind?

Governor LuCEY. I have not devised a formula, and I suppose it
would have to be something less than 100 percent.

Senator PERCY. You mentioned that we cannot really support and
sustain a $75 billion defense budget. Do you have any specific sug-
gestions for areas where we, can cut the Defense budget? Do you sup-
port what the Federal Government is trying to do in consolidating
military bases, cutting some of them out of the States? We have had
some cut out of Illinois. Would you support that even if it did cut
the bases in Wisconsin that were duplicated?
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Governor LuCEY. I certainly would not maintain any military basebecause it is good for local business. If a military base is not justi-
fied in military terms it ought not to be allowed to exist, and Ithink, I really think, that our present attitude in terms of Indochina
is a despicable attitude. I think it is less defensible than the attitude
we had a couple of years ago.

It seems to me we have reached a point where, as long as we have
sort of salved the sensitivities of Americans by cutting back on our
own casualties, that we apparently are embarking upon a 'policy that
would permit us to finance indefinitely the economies that continue
there, and even extend it from one small nation to another, and as
long as we hold down our own casualties. apparently the American
people are willing to do this, and I think it is outrageous.

Senator PERCY. Do you support the concept that there should be
a reward for those States that tax heavily? Should they get greater
revenue sharing to compensate them for the extra load they are carry-
ing at the State and local level?

Governor LtrcEr. Yes; I think if it is accurately measured, youknow if the tax effort is accurately measured, then I think that it
should.

Senator PERCY. You say in your testimony that revenue should be
made available to jurisdictions whose boundaries match the scope ofeach problem. Do you feel that we should take into account much
more the larger areas because of declining income in the cities, in-,
creasing income in the suburbs, and to work toward a program where
we take, say, the complete standard metropolitan statistical areas asunits for taxation?

Governor LuCEY. What I am talking about, when I talk about re-
gional approaches, I was even going beyond that. I was suggesting
that in some areas the Federal Government ought to contribute on a
regional basis involving several States. I suppose examples of the re-
gional approach would be the Appalachia program or the program
for the Upper Great Lakes.

But also if we are concerning ourselves about the program of pol-lution, air and water pollution, in the Lake Michigan area, a regional
approach would be appropriate, and I think the same regional concept
could very well apply to problems intrastate.

Senator PERCY. Thank you, by the way, for the preciseness of yourcomments and the crispness of them.
I have only one more question. This would involve the assumption

by the Federal Government of all welfare costs. Many witnesses haveproposed this to us. What is your position on that?
Governor LuCEY. I think eventually we are going to have to come

to that because otherwise you have forced migration of people from
one area of the country to the other. You have, as Governor Rockefeller
pointed out, the city of New York becoming a mecca for people simply
because they have a more humane program or can afford a more hu-
mane program than some other section of the country.

I think it is a national problem and eventually it is going to haveto be nationally financed.
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Senator PERcy. May I ask the corollary to that, then? You say

eventually, why not now? Is there any reason to put it off or should

we be biting the bullet on it now?
Governor LIuCEY. I think the sooner the better. In our State, in-

creased welfare costs are just unbelievable because of the difficulty in

meeting these demands. Our last legislature confessed they were only

providing 83 percent of absolute need and, very frankly, in my budget

which I will be submitting to the legislature next month, I think to

get back to 100 percent of need 'I will have to do it on a staged basis.

I cannot do it in the first year of the biennium.
Senator PERCY. Thank you.
Chairman PROXMIRE. Congressman Reuss.
Representative REuss. Thank you, Mr. Chairman.
Many of us who support revenue-sharing perceive in simplistic reve-

nue-sharing a danger. If you give absolutely without strings and with-

out question to a State large sums of money, aren't you going to

encourage that State to perpetuate its noncorfcern for the problems of

localities which, in many States, has been too true?
If we are going to get the States to fulfill what really has to be their

function of modernizing State and local government, of making it

more efficient and effective, of reordering its tax systems, of encour-

aging greater democratization at the local level, some say we should
give in revenue sharing an incentive to States that want to do that.

Senator Humphrey and I have introduced legislation with which, I

think, you are familiar, which would condition eligibility to a State

for revenue sharing on the State Governor's preparing a plan, perhaps

a 10- or a 20-year plan, for reforming, modernizing both the State

Government and, particularly, its relationship to its localities.
There would be no strings once this plan had been filed by the

Governor. Nobody would be in a position to say that this plan was
not good enough, and it means you would not get the money, nor

would anyone be in a position to say you are not conforming to tde

plan and you would not get the money. But there would be in our

bill a requirement that the reform process start in the States.
Would you have a judgment as to the need for and the desirability

of such an initial requirement and whether, if it were imposed upon

you in the State of Wisconsin, you would be prepared to go ahead with

such legislation?
Governor LucEY. I think it is a very desirable adjunct to a revesue-

sharing program, and I can say categorically that Wisconsin would

be prepared to go ahead with such a plan. And, I think, perhaps, may-

be not in the initial enactment, but some place down the road you

would want to establish some sort of criteria, and once some sort of

criteria were established to require a degree of compliance as you
progress.

I think just adopting a 20-year plan and then putting it in moth-

balls would not achieve the purpose that you seek, and I realize it

would be hard to establish criteria that would be applicable to different

situations because we are certainly not starting off from the same

absolute point, but I would think some way of measuring progress
ought to be determined and that, at least, part of the aid ought to be

conditioned upon meeting these standards.
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Representative REUSS. On this question of States like Wisconsinwhich have a progressive income tax and feel some jeopardy at losingindustries to States that do not, you mentioned the tax credits. How-ever, I thought, you gave rather a trenchant critique of some of thedifficulties of an income tax credit as an equalizer.
You pointed out quite correctly that an income tax credit wouldinduce States that do not have an income tax to pass such a tax, sincei__- Jfleir taxpayers are going to be exempted from it anyway, it really

is noti very much of a burden on them.
H6 wever, you also pointed out quite accurately, I think, tax creditsdo nothing-
Governor LuCEY. To poor States.
Representative REUSS (continuing). To equalize the situation inw-eilthfem-and less wealthy States. For example, tax credits would notJhelp the State of Arkansas very much because the State of Arkansas

- is a State of relatively lower per capita income.
Would not, therefore, in light of this view of yours, which I share,wouldn't a better way of getting at this be to do what I described toGovernor Rockefeller that has been done by the Humphrey-Reussbill; namely, don't fool around with income tax credit but in therevenue-sharing legislation provide for additional weighting, perhapsdouble weighting, for States that do have an income tax, so that theState with a progressive income tax would get more than a Statewhich did not have one.

A-- How does that idea appeal to you on increasing utilization?
Governor LUCEY. I think that would be a step in the right direction.My own position would be that we ought to have both, we oughtto have a tax credit program as well as a revenue-sharing program.But I do think that in the revenue-sharing program vou could cer-tainly have it weighted in favor of those States that make the taxeffort and make a progressive tax effort.
Representative REuss. Just one final short question. It is some-times argued against revenue sharing that that unit of governmentwhich spends the money ought to raise the taxes. In fact, as you havetestified, in Wisconsin, and the same is true of other States, the Stategovernment raises, I think you said, 66 percent goes to the localities.Governaor LucEY. Moves to the localities; yes, that is rigfht.Representative Rmuss. And you have not found the skTies falling inon 0#iscomshii because the State raises the revenues and the localitiesspend them.
Governor LTJcEY. No; because you ta.ke in the case of education,about 38 percent of the cost of elementary and secondary educationis raised at the State level, 4 percent comes from the Federal Gov-ernment; with all of the to-do we have had about Federal aid to edu-cation, that is the extent of Federal aid to education.
The balance, which is almost 60 percent, is raised locally. I thinkin terms of frugality there is still plenty of incentive for the localschool board to hold down its budget.
Representative R.EUS§. Thank you, Mr. Chairman.
Chairman PRoxrIRE. Senator Fulbright.
Senator FULBRIGHTT. Well, Mr. Chairman, I want to join you andCongressman Reuss in complimenting this witness for his very en-lightened attitude. I am particularly impressed about what he said
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incidentally about the war in Indochina. I think that is the culprit

which has contributed more than any other single thing to the distress-

ful conditions we have all over the country.
We have spent, I would say today-because the last estimate I had

from the Library of Congress was over a year ago-nearly $1,500 bil-

lion on military activities in the last 25 years. It is so big that no one

can comprehend it. But the taking out of our resources of this kind

of money leaves a pretty serious gap in the capacity to service the

needs of the people, it seems to me, and until we stop it, I thigh wed

are going to largely spin our wheels about these plans. I knoll you

cannot stop it, although your representatives in Congress have cer-

tainly done a good job helping us. I may say your three-pronged ap-

proach here is, very impressive to me. I approve of the tax credit

approach. It seems to me that is good. -.

But what you are saying is, don't rely on that altogether. That is,

part of the picture, and you also want the tax-sharing.
About the tax-sharing, you do not wish it to be categorical. You wish

it to be just a block grant, so to speak.
Governor LUCEY. Well, I think, the categorical aids 'we already

have ought to be cleaned up a bit. I cannot believe really there are a

thousand different national priorities that ought to require the Con-

gress to enact 1,000 different categorical aids.
Senator FULBRIGHT. Yes.
Governor LucEY. So I think that there are some things that are

of such national importance that the Congress appropriately should

express its concern through a categorical aid program. I think if we

could bring some rationality into that whole area that it would be

helpful.
It would certainly simplify the problems of the States in wading

through it.
Senator FULBRIGHT. Yes.
Governor LUCEY. But I think, in addition to that, that the block

grant, on a per capita basis, is desirable. It certainly would provide

the kind of flexibility that I need as the chief executive of a State in

getting through the budget and figuring out how we can match our

expenditures to available revenue.
Senator FuIBRIGHT. For example, I was very impresed by what you

said about school bonds. I have not seen the figures, but my impres-

sion is that the entire country is having the same experience'nowv~of

voting down school bonds.
11That is going to happen to us if we have this tremendous neglect

of educational facilities for another 5 years? This war can go on an-

other 5 years. They have refused to make any estimate of how long

it will go on, as you well know. It could keep going on munless there is

some kind of a rising up of the people of this country. So you had in

mind that we are faced with a pretty difficult situation in education.

You would like to use this money for education?

Governor LuCEY. That is right. We still rely on the local communi-

ties to provide the capital expenditures. That is where the bond issues

come in. But the State ought to increase its contribution to the op-

erating expenses of elementary and secondary education, and pres-

ently we are just unable to do it.
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Senator FULBRIGHT. YlTell, I think, of course, that welfare, drug
addictdn6, crime, and so on have increased-much of it attributable
to-th war.

Just a few days ago, there was a dramatic NBC program. There
were two deaths a month last summer from overdoses of heroin in
the Army, and now there are about two deaths a day, according to
NBC. So these rapidly growing problems are going to come back to
you in Wisconsin and every other State, are they not?

Governor LTCF.Y. That is true; there is no question about it. I wish,
somehow, somebody could really itemize the true social cost of our
involvement in Southeast Asia and, perhaps,, then people would take
another look at it.

Senator FULBRIGHT. I wish we could, too. I do not know quite how
to go about it. We can get these sums of what it costs overall-the
amounts spent on military expenditures. But you would be amazed
on how difficult it is to get information of this kind out of the Defense
Department, for instance. They are very reluctant to be forthcoming.

Governor LUCEY. Of course, there are costs they do not even tally
in the Defense Department.

Senator FULBRIGHT. Right.
Governor LUCEY. I thought once the war became bad for business

it would end, but it did not work that way.
Senator FULBRIGHT. I did, too. I used to think that it would gradu-

ally be impressed upon the business community. But, of course, in the
famous words of one of the former Governors, a very courageous man,
Mr. Romney, I think the American people have been brainwashed
about the war. They believe it, and they have been told that it is on
the way toward being liquidated and that they can forget about it.
But it is not being liquidated, but is rather being made more tolerable.

Well, I saw in the last few 'days we are dropping more bombs on
Laos and Cambodia than at any time in the war in volume. We are
completely devastating large areas there in an effort to try to prevent
the buildup of their forces.

Well, I think you have made a great contribution, and it is a very
good thing for Governors who have plenty to do at home to come down
here and help us educate the public and our colleagues in Washington.

Governor LuCEY. Thank you, Senator.
Senator FULBRIGHT. Thank you very much.
Chairman PROXMIRE. Governor Lucey, before you depart, I just

want to say you are the last of the series of Governors and mayors we
have had before us.

The reason why I decided that we should have Governors and mayors
as witnesses in this series of preliminary hearings before the Economic
Report comes out is because we sensed on this committee that your
financial plight was extraordinary, far worse than could normally be
expected because of the slowdown in the economy and the inflation,
and I think that you and your fellow Governors have dramatized this
most eloquently.

We do not agree on solutions, of course. We agree we have to have
a far more intelligent and thoughtful and effective provision of assist-
ance by the Federal Government.

Governor LucFY. .I-hope at least we can stress the urgency of find-
ing a solution now.
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Chairman PROXMIRE. That is the first step in any problem, to under-
stand what the problem is, and I think you have played a very help-
ful part in dramatizing that. Thank you. Thank you very much.

Governor LUCEY. Thank you, Air. Chairman.
Chairman PrOxMrRE. Our final witness this morning is Mir. Roger

Blough. Mr. Blough is well known as a true business statesman. He
became, of course, famous as the chairman of the United States Steel
Corp. and, AIr. Blough, our minds are so full of steel price increases
just now we may have trouble remembering we invited you to come here
and to discuss primarily another troublesome subject.

For over a year now you have served as chairman and prime mover
in an organization called the Construction Users Anti-Inflationary
iRoundtable. Construction cost increases are one of the most difficult
economic problems we face at the present time. In a sense, it is com-
forting to know that businessmen as well as home buyers and other
individual consumers are affected by and concerned about construction
costs. We are all in the same boat on this one. I understand you have
some slides to show us; is that correct ?

Mr. BLOuGH. That is right.
Chairman PROXMIRE. Before I yield to Senator Percy, who has a

statement, I want to say I appreciate the fact that you prepared a
very fine and detailed and comprehensive prepared statement which,
I understand you will place in the record.

Mr. BLOTTGH. Yes, please.
Chairman PROX1kftRE. I want to yield to Senator Percy.
Senator PERCY. Mr. Chairman, I would like to only comment on

one aspect of Roger Blough's life. I think he typifies the fact that
many businessmen in America serve in many different capacities.
They serve in business and industry in order to directly run the opera-
tion for which they are responsible, but Roger Blough has also con-
tributed his thoughts to the insurance industry, the commercial bank-
ing field-he was a director with me of the Chase Manhattan Bank-
and has al so served on the Advertising Council.

He has been chairman of the National Industrial Conference Board,
a little known public activity, but one that is very important within
the business community in time of crisis. He was chairman of the
Business Council. I have served in that group for almost two decades
with my friend, Roger Blough, and his perception of a problem, his
tact in working it out, and his courage in facing up to it has preserved
for the U.S. Government the most influential and powerful and
dedicated group of businessmen serving their Government.

Democratic and Republican administrations have called upon the
Business Council for help, counsel, advice, for service and for man-
power. It is available to the Federal Government at any time at no
cost, and I have never seen a group of men serve more selflessly, and
very seldom have I ever heard anyone say "No" when he was asked-
by the President to serve.

Just typical of the kind of service Roger Blough has performed
is as general adviser on arms control in the Disarmament Agency to
find a way to stop the arms race and to do it on a mutual basis by
mutually deescalating our expenditures for needless defense if we can
get both sides to recognize this makes good, sound sense.
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So I am proud indeed to have a dear friend, but also a man for whom
I have developed a profound admiration through the years, here this
morning.

His subject is highly controversial. Never has Roger Blough feared
to bite the bullet and face up to the problem. We do not have to agree
with everything he says, but it is going to be very interesting.

Thank you.
Chairman PROX1MIR. Mr. Blough, go ahead.

STATEMENT OF ROGER BLOUGA, CHAIRMAN, CONSTRUCTION
USERS ANTI-INFLATION ROUNDTABLE

Mr. BLO-UGH. Thank you very much.
I appreciate the opportunity of being here today. It is a very

important subject about which eve converse.
I would like to say at the beginning that inflation has had in the

past many causes and combinations of causes. These include over-
spending by Government for war or peace reasons, errors or miscal-
culations in monetary and fiscal policies, and disruptive wage and
price movements sometimes occasioned by unusual demands in the
economy.

My purpose today is to concentrate on inflation 1971 style and
attempt to single out the most blameworthy cause of today's serious
inflation breakthrough. This cause I believe to be overly large
wage increases.

My further purpose is to discuss the wage patterns in the con-
struction industry including its worsening productivity problems.
After a quick review of some background material I will have some
suggestions of a remedial nature, legislative and otherwise.

Accelerating employment costs in construction 'are of mounting
concern to unions, mianagemnent, and Government, as well as consumers.
Although wages and other benefits have recently been rising rapidly
in the economy generally. the inflationary impact of skyrocketing
settlements in the construction industry has been almost unbelievable
in magnitude.

The magnetlike upward influence of construction increases on other
industry negotiations is daily becoming more serious. This effect on
other wages involves many more economic consequences for the Na-
tion and many more dollars for the construction user than the in-
creased direct cost in construction itself.

Chairman PROXINVRE. Could I just interrupt for a minute, Mr.
Blough? I was given to understand you were going to

Mr. BLo0UGcI. I am going to give you just a few of the charts. and
then I am going to complete.

Chairman PROX31LRE. I was going to say proceed any way you want.
I wanted to be sure we understood each other.

Mr. BLoum-. Yes; we do.
Mr. PROXMIRE. Very fine. Your entire prepared statement will be

placed in the record.
Mr. BLOUGH. VJery fine.
Homeowners are feeling the cost pressures of building trades in-

creases. Taxpayers are reacting to the impact of spiraling construction
costs in schools, hospitals, and public building generally. It is high
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time for action by construction users who pay the bills, by contractors.
by construction unions, and by Government which in addition to
being the largest construction user also has an entire economy at stake.

First, some background.
In order to conserve time, I have selected just a few charts 1 which we

will show at this time, and I believe you will find them quite
Chairman PROXMIRM. Mr. Blough, I do not know whether to turn my

back on you or turn my back on the charts.
Mr. BLOUGH. I would rather have you turn your back on me.
Chairman PROXMrRE. All right, sir.
Mr. BLOUGTH. First, as to the size of the industry, very hurriedly I

want to state it is the largest industry, larger than steel and auto-
mobiles put together, and equal to almost 10 percent of the Nation's
gross national product.

Next chart, please. You can see from the number of employees that
are involved, there is not any industry that approaches it. You can
also see the number of employers that are involved.

The next chart, please-and there are a great many of those em-
ployers. Who does the construction of this country?

The next chart, please. You can see, first of all, the importance of
government in this whole picture, and I call that to your attention par-
ticularly. About a third is government, about a third is residential, and
the balance, you might say, is industrial.

Now, the next chart, please, and this is the one that I call to your
attention particularly. You can see by quick observation that there was
a fairly constant relationship between wage increases in the construc-
tion industry and wage increases in other industries for a long period
prior to 1965. Then you can see that in 1969 the median increase for all
industries was 22.1 cents per hour, but for construction it soared to 70.2
cents per hour; and in the first 9 months of this year, this trend has begen
accelerated.

Now, anyone who is involved in industrial relations or in the welfare
of the country or in the economic future of the country must be dis-
mayed when he looks at that chart.

The next chart, please. Here you see what has happened to the
increases for other industries, other segments of the economy, and for
construction.

The next chart, please. Now, this chart, I think, requires just a
moment of observation. First of all, you see the craft, you see the loca-
tion, you see the current rate, you see the increase, and you will notice
that the contract term of many of them, most of them, is 3 years, and
you see the final rates.

Now 'those, ladies and gentlemen, are not rates per day. These are
rates per hour, and you multiply that by eight,' and you get an idea of
a day's wages, unless you have 2 hours' overtime, for which you usually
pay 12 hours of pay, and you can readily understand what is happening
to construction wages.

One of the things you might do is just. to compare that with the
wage rates that are being paid in areas of which you have personal
knowledge.

The final column, however, indicates the percent increases. I know
many of you recall the days when we had great struggles over whether

1 The charts referred to may be found in the prepared statement.
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we were going to increase employment costs by 4 percent or 5 percent
a year. Look at those, 26, 25, 15, 25, 18, 20 percent. Multiply that bythree and you get a little idea of what is happening in the construc-
tioll field.

The next chart, please.
I am going to-the next chart, please. I am going to run through

these charts pretty fast.
This simply shows you how a bad settlement in one area travels

to other areas in the same city and to other cities.
The next chart, please. I call your attention to the BLS wage data

for the third quarter of 1970, 22.1 percent. Nowthat is the first year
on an annual basis.

I call your attention also to the fact that if you multiply that by
three you have a very, very difficult period ahead, not only for theconstruction industry but for the country because of the effect that
construction wages have on the balance of the country.

The next chart, please. This shows you the trend in construction.
I would like to just read one thing. Many electricians in New York
City are paid, according to some contractors, more than $35,000 a
year.

William J. Hunkin, who is a contractor in Cleveland, says, "Lastyear, I paid one operating engineer $34,928. I paid one common
laborer $27,844, and another one $23,983."

Now, in addition-the next chart, please-to the enormous wageincreases, I would have to tell you that we have special problems in
productivity. I am going to pass this chart.

The next one, please. Many people say, "Well, productivity will beso much improved that that will offset any increase in wages." Iwould like to point out that while it is difficult to arrive at a propermeasure of productivity in the constrnzwLon industry, this chartwill give you a faint idea of what is happening in 'c>n71jction.
*Prodnctivity moving in a downward trend; compensation per madam
hour going through the roof.

The next, chart, please. The cost of living is no justification. Badas it is, it is no justification for what is happening in construction.
The next chart, please. Some people say what about corporate

profits? If you follow the profit as a percent of gross national product,
which is what you should, I think, look at, you can see that since
1966 there has been a trend in reduction of profits.

Chairman PRoxmmEnR. Could I just iask at this point, Mr. Blough,
your emphasis on wages has been consistently in the construction in-
dustry. Now, you are shifting to corporate profits overall.

Why don't you give us the increase in profits or drop in profits, rateof increase, in the construction industry?Mr. BLOUGH. I have no adequate data for profits in the construction
A'industry. Many of the firms are privately owned and the data is not

published.
Chairman PROXmIRE. Thank you.
Mr. BLOtGIH. -I have a short space of allotted time and 'as you suggest,

I am going to include the balance of the material in the record, until
we come to part II of my prepared statement. This part I would like
to go over with some care. I commend the earlier part of the entire
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prepared statement. I think you will find it very inlteresting if you are

as concerned 'about the economy as I am and 'i am sure you are.

Now, may we 'have the lights, please.
I have reviewed much too hurriedly the extent of wage inflation in

construction and pointed to the deplorable productivity situation.

Nowv, where do we stand as a Nation -with respect to inflation? To

this observer it appears this way.
During the past 12 or more months the economic policy pursued was

based on the gamble that fiscal and monetary restraints would slow

not only demand-pull inflation but wage-push inflation as well. So far

as w7age-push inflation is concerned, this has been a losing gamble in

the leadership wage sections of the economy-especially construction.

The economic ipolicy pursued also 'assumed that the domestic econ-

ony had more to gain than Ito lose by underemphasizing the impact of

wage-push inflation. This has been an equally unrewarding gamble.

Reliance during the past 12 months upon expected improvements in

productivity to bail out the economy was simply not a feasible solu-

tion. AAWhatever improvement now exists is a fraction onlv of the em-

ployment cost increases, and ithe rate of improvement in productivity

where it exists is not sustainable because, in the main, it represents

the temporary effects of reductions in the working forces and in

overtime.
For these reasons it appears to this observer that unless we wish to

contend with the effects of mounting inflation, our national remedies

require a complete overhauling; specfically:
Serious wage inflation will not go away of its own accord. The im-

ions and union leadership are themeselves, to a large extent unwill-
ingly, caught in an upward ratcheting race. They are forced by internal
political pressures to chase after enormous increases in construction
and a number of other settarments. iRlism does not support the think-

inr that 1-oy'merAi cincreases are being dampened whenb argaining /.

2ennAents in manufacturing for the third quzA-;va1 1'910- tfhetvl#X

data available when this is being prepared-provided for first-year in-

creases of 9 percent or more and when construction settlements reached

22.1 percent.
Now, recall that for the economy as a whole total costs consist of

75 percent to 80 percent wage costs. With the trend to 3-year contracts,

as a nation we face wage increases in manufacturing of 30 percent or

more in 3 years-3 0 percent or more in 3 years-and at least 50 percent

to 60 percent in construction in the same period. As an example of the

problem, only a few weeks ago a Presidential board recommended an

increase for certain railroad employees of 37 percent over 3 years.

Recall also that, at its most optimistic long-range best, improve-

mnent in productivity or output per man-hour will rise at no more

than 3 to 4 percent.
Thus, one can observe the widening gap between the wage-puslh:1

inflation and improvement in productivity. It spells out in unmistak-

able terms one economic phenomenonI-galloping inflation.
Now, the longer adequate action is deferred, the more difficult any

remedy for the wage-push type of inflation -will become.
Certainly the cure administered by a colossal economic bust is

the least desirable of all possible solutions but not necessarily a remote

one if current inflationary conditions continue to worsen.
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There are available some measures whlich, if courageously tried,have promise. If a program of wage restraint can be devised andsuccessfully carried out, these measures will provide greater freedom
of action to stimulate the economy and relieve unemployment byrelaxing stringent monetary restraints.

AVAILABLE MEASURES

First, among these measures let us set aside general wage and pricecontrols as unmanageable land undesirable under current conditions
where the Nation is rapidly moving to a peacetime economy. Regard-less of the current atmosphere in wage increases, there is little reasonto encompass in a national incomes policy the unmanageable reactionsof millions of service employees-now numbering more than allother employees-the thousands of small, medium-sized, and largebusinesses, plus untold complexities, by any venture into peacetimewage and price controls.

Second, if the main source of the wage flood can be checked, the sub-sidiary floods will, hopefully, gradually subside without oveit controls.
Third, the source of wage-push inflation lies primarily, althoughnot entirely, in the field of construction. Being much the largest in-dustry with about 3.4 million employees and being so widespread overthe country with many employee skills much the same as those inother industries, construction is a most telling influence. Because of theinherent weaknesses in the bargaining structure of the industry, since1966, in the face of increased demands, out-of-line wage increases andpoor productivity have burgeoned. The third quarter construction

settlements of 22.1 percent a year are ample evidence of the fountain-head of the wage problem.
Earlier I have portrayed some measures construction users and con-tractors might take-and that is part of the prepared statement thatis filed-such as increasing the supply of trained workmen with spe-cial emphasis on minorities, doing more maintenance construction

work with internal forces, exploring the pros and cons of the growingquantities of merit and open shop construction, using contractual re-lations to increase apprentices, reducing scheduled overtime, backing
up contractors in local negotiations, and developing manpower re-source pools using government or privately operated manpower banks.

Contractors in turn can improve negotiating techniques, developmeasures for terminating jurisdictional disputes, do more in the train-ing of work forces, and find means of restoring at least some meas-
ure of on-the-job management now largely lost.

But I am aware this Joint Economic Committee is primarily in-terested in what Government can and should do. A word about that.

THE ROLE OF THE FEDERAL GOVERNMENT

The need for more training for more people, especially minorities,is constantly reiterated., The executive branch has taken a number ofsteps in this area but much more effective action is needed.
Training is one thing but the admission to union membership aftertraining or during training is quite another. Ironclad barriers have

been interposed to prevent trainees and skilled workmen from gettingwork as union members. These barriers should be removed. With the
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massive amounts of construction ahead in this decade, the construc-

tion industry will need all the skilled employees it can get.

A second measure is this. More and more knowledgeable people in

and out of industry and government, as well as among contractors,

have concluded that the absence of the right on the part of the con-

tractor to manage work on a project is one of the most important and

devastating developments in the construction field. To restore at least

some improvement in productivity it will be necessary to restore the

right to engage qualified people, including minorities, to permit ade-

quate management on the job, and to achieve some flexibility in work

assignments.
The source of this difficulty appears to be the institution of the union-

controlled hiring hall. As an institution, the hiring hall provides the

contractor access to a particular labor pool but it likewise provides the

union with the. means of controlling the size of the labor pool and

the jobs of its members.
The use of the U.S. Employmeht Service or some other type of man-

power pool outside of union control is needed. This would remove much

of the power local unions have to make or break contractors by grant-

ing or denying the contractor's request for competent employees. A

change in the hiring practice would insure the employment in construc-

tion of more niembers of minorities.
With control of the manpower supply, the local uniion agent has the

last word on the very existence of the contractor or of new contractors

who wish to enter the competitive field. It is an unhealthy condition for

unions and union members, as well as for contractors.
The Government, as the largest construction user, has the right to

contract for work on a basis that will loosen up sources of manpower.

This would not interfere with membership in unions or the union

shop. This action will be opposed as antiunion. Quite the contrary, it is

not antiunion. It is only anti-unhealthy manpower control.
Also, as the largest consumer of construction, the Federal Govern-

ment can adopt and, on federally supported projects, induce the adop-

tion by States of improved contracting measures. Among these are

the:
1. Requirement of full complements of apprentices.
2. Scheduling of construction during off-seasons of demand wher-

ever possible.
3. Requiring bids on a 40-hour-a-week basis in contrast to a sched-

uled overtime basis.
4. In areas of excessive wage rates, the Government can stipulate

what it will and will not contract for in wage costs and in escalation.

This, of course, involves the Davis-Bacon Act and the so-called pre-

vailing wage concept.
5. The Federal Government can also deal with the Davis-Bacon

Act problem to which Mr. Arthur Burns referred in his Pepperdine

College talk of December 7,1970.
Enacted in the deep depression period of the early 1930's, the Davis-

Bacon Act has long since outlived whatever usefulness it might have

had and in recent years has acted as an engine of inflation. It ties the

hands of Government in securing competitive bids. It assures unions

and contractors that however high the wage rate they negotiate may

be, the Government will pay those rates because it is required by law
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to do so. By its example, it forces higher rates on nongovernment work.
It spreads high city rates to rural communities.

Naturally construction unions will oppose the repeal or suspen-
Sion of this act. Fortunately, the act provides:

In the event of a national emergency the President is authorized to suspend
the provisions of the Act.

If there has ever been an economic national emergency surely one
of an inflationary nature exists today, especially in construction.

Suspension of the act by the President or its repeal by Congress
would have the salutary effect of signaling to everyone that the Gov-
ernment means business in its campaign to restore stability to our
economy.

If the question is raised as to why single out construction, there are
adequate reasons. It is the source of much of what is wrong. If the
trend of wage inflation in construction cannot be changed, the game
is up for changing the trend in all wages. Even if only partially suc-
cessful in changing the trend in construction, it would still be a big
help.

In golf. a particularly difficult shot to be made under stress is fre-
quently referred to as a character-building opportunity. Action such
as is proposed here against opposition of the politically strong craft
unions is likewise very likely to be a character-building experience.

PUBLIC AWARENESS

Members of Congress and the administration can do another thing
to stem the tidal wave of wage-push inflation now engulfing the coun-
try.

A. Move from the public position that monetary and fiscal meas-
ures are sufficient to stem inflation-especially vage-push inflation
constantly rising in a noncompetitive union world.

B. Publicly note that savings and pensions are being eroded; that
the cost of housing is going sky high and -will go higher in spite of
reduced interest rates; that recent wage increases provide an endless
treadmill leading to an inflationary period of harmful stagnation, one
especially harmful to workers; that inflation itself accelerates more
inflation: that inflations in the past have ended in reduced investments
in new plant and equipment, reduced production, and reduced jobs;
that if continued long enough, the saving habits of a nation will be
adversely affected, which in turn will affect the entire economy; that
the national interest demands an end to an expectation of more and
more inflation.

C. Publicly it can be noted that our international position is worsen-
ing competitively and that this signifies action is needed on the domes-
tic front to halt round after round of wage and price increases; that
jobs in America are very much at stake: that economic stability may
be an old problem and a continuous one but, in terms of the current
situation, wage-push inflation must be dealt with now, and forceably.

It is said that the American people have lived through depressions
and fear them mightily, but that -they do not fear inflation because,
unlike the people of Germany and some other countries, they have
never had to contend with it. Personally, I fear -both conditions. My
views have much in common with the recent OECD report which

58-512-71-pt. 2-7
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contained a dire prediction of the social and political consequences
of continued inflation.

Because resentment against inflation is incoherent and diffused through the
community, it provides favorable terrain for extremists at both ends of the
political spectrum. It gives ammunition to those who favor more authoritarian
forms of government relying on extensive wage, price, and production controls.
and to those who hark back to earlier times before governments had accepted
their present responsibilities for growth, high employment, and social justice.

Unelllploylellnt is undeniably of current serious import, but the im-
miediate problem is to recognize that the road to fuller employment lies
in finding a path to a more stable economy, to confidence in the value
of the dollar, and to recognize that serious inflation is a job-destroyinig
virus of first magnitude. Employment is the natural beneficiary of
stable wages and prices.

The big problem today is to grasp the nettle: to be willing to fight
inflation at the definite risk of temporarily losing favor with certain
elements of unionism.

In substance, and in effect, it is a political decision. It weill, neces-
sarily, be made one way or the other-for, unhappily, it cannot be
avoided.

Thank you.
(The prepared statement of Air. Blough follows:)

PREPARED STATEMENT OF ROGER BLOUGH

Inflation has had in the past many causes and combinations of causes. These
include over-spending by government for war or peace reasons. errors or mis-
calculations in monetary and fiscal policies, and disruptive wage and price move-
ments sometimes occasioned by unusual demands in the economy. Mly purpose
today is to concentrate on inflation 1971 style and attempt to single out the most
blameworthy cause of today's serious inflation breakthrough. This cause I believe
to be overly large wage increases.

Mly further purpose is to discuss the wage patterns in the construction indus-
try including its worsening productivity problems. After a quick review of some
background material I will have some suggestions of a remedial nature, legis-
lative and otherwise.

PART I

Accelerating employment costs in construction are of mounting concern to
unions, management, and government, as well as consumers. Although wages
and other benefits have recently been rising rapidly in the economy generaly,
the inflationary impact of skyrocketing settlements in the construction industry
has been almost unbelievable in magnitude. The magnet-like upward influence
of construction increases on other industry negotiations is daily becoming more
serious. This effect on other wages involves many more economic consequences
for the nation and many more dollars for the construction user than the in-
creased direct cost in construction itself.

Homeowners are feeling the cost pressures of building trades increases. Tax-
payers are reacting to the impact of spiraling construction costs in schools. hos-
pitals. and public building generally.

It is *high time for action by construction users who pay the bills, by con-
trnetnrs, by construction unions, and by government which in addition to being
the largest construction user also has an entire economy at stake.

First some background.
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Industry size -1969 ...

Billion Dollars Annually
Industry

Billions
$ 125 -

100-

75 -

50 -

25-

0

$91.6

Uonstruction *

$46.8

Autos **

$20.3

F 7 - -
Steel ***

Among Industries, Construction is the largest
7 equal to almost 10% of GNP
- more than autos and steel combined

Sources:
* Commerce Department

* * Consolidated revenues - four automobile companies
* * * American Iron and Steel Institute

F
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71/ihc Largest Industry

Construction is a large industry-much the largest-and covers every seg-

ment of the economy, government and private alike. New construction is equal

to almost 10% of the nation's gross national product. If maintenance construc-

tion is included, the total is close to 13%.
For comparison purposes, two other large industries are automobile manufac-

ture and steel production. But construction is more than autos and steel put

together.

Employees ...

1969

Total industry

Local unions

Building trade
councils

National unions

Number

3,400,000*

10,000

535

17

* Source - Bureau of Labor Statistics
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Employees
About 3.4 million people work in construction. Most of these employees arerepresented by 17 national unions, such as the Carpenters, Bricklayers, and thePlumbers.
There are *535 employee building trade councils, and over 10,000 local unionsand local labor agreements.
Growth in union membership has not kept pace with construction needs. Localunion structures are rigid with endless inter-union jurisdictional claims andpolitical rivalries. Apprentice regulations are outmoded. The periods for trainingare overly long. Ratios of apprentices to journeymen are dictated by union

politics rather than industry needs.

Employers...

Number
Contractors 870,000*

- Total

Contractors 1,200*
- 100 or more

employees

Local contractor 1,000's*
associations

National con- 12
tractor associa-
tions

* Estimated
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Employers
On the employer side, there are about 870,000 construction contractors through-

out the nation, most of whom are quite small. There are 12 national contractor

associations and literally thousands of local contractor associations.
Only about one-tenth of 10% of contractors employ one hundred or more people.

No one contractor does even 1%o of the total industry volume. Undercapitalization

and inability to withstand the economic pressure of the large trade unions is

common in the industry. Moreover, many contractors become beholden to unions

through the hiring hall and through arrangements under which unions virtually

police contractor work jurisdiction.

Total construction - 1969. . .
Farm & Charitable 6%

Source: Commerce Department
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Total Construction--1969
About one-third of all construction is authorized and financed by federal, state,and local governments. This involves construction of highways, schools, postoffices, military installations, government buildings, dams, harbors, housing andthe like.
Two-thirds of construction is private. This includes manufacturing plants.railroads, stores, office buildings, public utilities, dw-ellings, and thousands ofother types of construction.

Median wage increase in
cents per hour ...

80

60

40

20

'60 '62 '64 '66 '68 1970

Source: - Bureau of National Affairs

0O1
1958
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The Widening Gap

There was a fairly constant relationship between wage increases in the con-

struction industry and wage increases for other industries for a long period prior

to 1965. Since 1965 the differential has widened dramatically. By 19(59 when

the median wage increase for all industries was 22.1¢ per hour, the median wage

increase for construction had soared to 70.2¢ per hour.
In the first nine months of 1970, this trend has continued with construction

settlements escalating sharply moving first year increases to 90.4¢ per hour. This

compares with the all-industry median excluding construction in the first nine

months of 1970 of 24.3¢ per hour.
A comparison of these rates with wage increases in other industries imparts a

feeling of dismay. The widening space between the curves is creating a vacuum

which is certain to suck up all wages. The effect construction has had on other

settlements such as trucking and automotive is notable.

Median increase first 9 months of
1970 ...

2,146 Contracts Covering 50 or More Employees

Cents per Hours

0 20 40 60 80 100
I I I I I I

Construction 90.4

Printing and g iEi i '''5'-i.llliit' 3 8
Publishing and 3 Included are 471

Construction Contracts

Utilities .X: 30.7

Trucking and .3.

Warehousing

Wholesale 29'6
and Retail . 29.6

Transportation .** I 29.5

Chemicals 25.0

Source: Bureau of National Affairs

Construction vs. Other Industries

In this chart you see some comparisons with other industries. While the median

construction increase during the first nine months of 1970 weas 90.4¢ per hour,

first year median increases in other industries in the same period wvere 30.S¢ in

printing and publication, 80.7T in utilities, 30.80 in trucking and warehousing,

29.6 in wholesale and retail, 29.50 in transportation, and 2-5.0¢ in chemicals. The

outsize settlement in trucking came in July so the full effect is not shown in these

nine months' comparisons.

......... .............
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1970 wage settlements . . .

Current Contract Annual %
Craft Location Rate Increase Term Final Rate Increase

Electricians Phoenix $6.75 $2.77 2 years 9.52 20.5

Sheet Metal Los Angeles 7.06 5.00 3 years 12.06 23.7
Workers

Ironworkers No. & Central 7.295 2.06 1 year
(Reinforcing) California

Electricians Hartford, Conn. 6.75 5.75 3 years

Plumbers New Britain 6.31 4.06 2 years

Laborers Connecticut 4.60 4.275 3 years
(Building)

Pipefitters Miami 6.76 3.50 27 months

Carpenters Vero Beach 4.50 3.70 27 months

Operating Chicago 6.55 4.50 41 months
Engineers

Sheet Metal Evansville, Ino. 5.50 3.10 3 years
Workers

9.355 28.2

12.50

10.37

8.875

28.2

32.1

30.9

10.26 22.8

8.20 36.4

11.05 28.8

8.60 24.2

Plasterers Council Bluffs,
Iowa

Carpenters Joliet, Ill.

Laborers Topeka, Kansas

Operating Wichita
Engineers

6.15 1.80 1 year

7.05 3.15 2 years

4.575 3.425 3 years

5.40 5.10 3 years

7.95 29.2

10.20 22.3

8.00 24.9

10.50 31.4

1970 wage settlements . . .

Craft Location
Carpenters Baltimore

Plumbers Baltimore

Plumbers Detroit

Sheet Metal Albany

Workers

Plumbers Buffalo

Bricklayers Cincinnati

Plasterers Cincinnati

Laborers Rhode Island

Cement Memphis.

Masons

Current Contract Annual %
Rate Increase Term Final Rate Increase
5.43 4.25 3 years 9.68 26.1

5.68 4.38 3 years 10.06 25.7

8.095 2.50 2 years 10.595. 15.5

5.85 4.43 3 years 10.28 25.3

7.07 3.90 3 years 10.97 18.3

6.66 2.775 2 years 9.435 20.8

6.235 3.01 2 years 9.245 24.1

4.60 3.55 3 years 8.15 25.7

4.63 2.38 2 years 7.01 25.7

Plumbers Washington-Outstate 6.90 2.00 18 months 8.90

Ironworkers Madison, Wisconsin 5.95 3.50 3 years 9.45

19.3

19.5
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1970 Sett7cnmets
Here are examples of the higher 1970 construction wage settlements. Unques-

ionably these settlements were influenced by high settlements in 1969 and in
turn will influence others later.

The magnitude of these settlements is shown by the pipefitters in Baltimore
who will receive an annual increase of $8,760 over the next three years based on
a 2,000-hour year at straight time. The electricians in Waterbury, Connecticut,
still receive an annual $12,000 increase over the same period.

The Kansas City settlement.

September 1969
* $5.30 per hour over 3 years . . .

* Average employment cost per hour in the 3rd year
- Operating engineers 10.05

- Teamsters 9.39
- Cement finishers 10.101/2

- Laborers $ 9.18

Beginning August 1, 1971 a laborer, at straight
time, would receive 19,094.40 for a full year

The Kansas City Settlement
In September 1969, the Heavy and Highway Industry in Kansas City an-

nounced a three-craft settlement of approximately $5.30 per hour. Agreements
were for a three-year term, but all of the wage increases were effective after
the first two years.

The percentage increase for Operating Engineers was approximately 110%,
for the Cement Finishers 109%, and 137% for the Laborers. In addition to these
wage and fringe benefits, the Operating Engineers' agreement calls for upgrading
wage job classifications involving additional costs.

Following the lead established by the Heavy and Highway settlement in
Kansas City, the Building Laborers, who are engaged primarily in private
construction, went on strike on April 1, 1970, demanding an immediate wage
increase of $4.00 per hour with an additional $1.00 each year for the succeeding
two years. After a five-month strike, settlement was reached giving the Laborers
a wage increase of $4.15 over four years. Although about half their demand,
this will more than double their hourly rate in four years.
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Pattern of Kansas City wage rates ...
(Including Fringe Benefits)

$10

8

6

4

2

'67 '68 '69 '70 '71 '72 , '73 1974

One High Settlement Creates Another
The precedent setting effect of one craft on another is shown by this chart.In 1966, the Pipefitters, a craft which is engaged principally in industrial work

and which has been in short supply in most cities, received a substantial wage
increase which put pressure on the other crafts to catch up and maintain his-torical differentials. This pattern has been evident in many other cities-settle-
ments in one craft triggering a number of strikes and inflationary wage increases
by other crafts in an attempt to maintain historical wage differentials withinthe building trades.

The Heavy and Highway settlement of $5.30 per hour has been effectively
underwritten by the out-moded Davis-Bacon Act. This law establishes wagerates on government work at the so-called "prevailing rate" and has the effectof placing a tremendous burden on construction in the private sector as well ason the government.

B.L.S. wage data . .

Annual Rate Increase - First Year of Contract

1969 (year)
Employees

404,000
Median
14 %

Mean
13.1%

1970 (nine months) 504,000 15.7% 17.5%

1970 (3rd quarter)

0 L 1
1965 '66

22.1%
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B.L.S. Data
Bureau of Labor Statistics data for 1969 show a mean wage increase of 13.1%

covering 404,000 construction employees.
B. L. S. data for the first nine months of 1970 indicate a mean wage increase

of 17.5% for 504,000 construction employees. The third quarter 1970 figure is
22.1%.

The agreements analyzed by the Bureau of Labor Statistics are those cover-
ing 1,000 or more employees, the exception rather than the rule in construction.

1969 & 1970 trends ...

80-

60 -

40-

20 -

0 _

69.5
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1969 and 1970 Trends

A better illustration of what has been happening is an analysis by the Bureau
of National Affairs of 412 construction labor agreements negotiated in 1969. This
shows a median increase of 69.5¢ per hour in the first half, advancing to 71.0¢
per hour in the second half. The trend continues in the first half of 1970 with an
increase of 87.5¢ per hour. In the third quarter of 1970 the increase was 94.9¢
per hour.

In addition to these wage increases added costs of fringe benefits and work
restrictions are adding materially to construction costs.

In an editorial on July 1, 1969, The New York Times complained that construc-
tion costs were already so high that unsubsidized apartments could be built only
for the rich, but that present costs would appear modest when the public had to
start paying for the new agreements in the construction industry. Characteriz-
ing the settlements of 36% to 40% over three-year term as "extortionate", the
Times concluded that the war against inflation has been ". . . put in the deep

Increase in Cents
per Hour
100-
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freeze and the dollar suffers another blow." True as this is, the facts indicate a
three-year increase of upwards of 50%, a sad but forceful commentary on cur-
rent cost-push inflation.

Effect of construction
wage increases on
industrial and other union
negotiations ...

- Industrial and other unions
must compete with construction
settlements

- Special premiums for
industrial crafts

- Fragmentation of
industrial unions

- Early retirement

- High turnover

Construction Scttlernents Affect Other Industries
The direct and obvious effect of recent construction wage raises upon in-plant

crafts and upon wages generally in industrial and other areas can readily be
demonstrated. It is common for industrial bricklayers to receive hourly rates
approximately one-half of the hourly rates called for in some of the new con-
struction agreements. Industrial craftsmen in the rubber, oil, and auto indus-
tries have already demanded and received special premiums over and above
the percentage increases given to their associated employees in the same plants,
primarily to offset differences between their rates and those of similar skills
outside.

The reference in 1970 trucking, printing, and other industrial negotiations to
the construction settlements is further evidence, if any is needed, of the beacon
effect of construction settlements.

Members of industrial unions are widely aware of the magnitude of construc-
tion settlements. When a State Building Trades President recently said, "There
is no reason why a union man should not be earning $30,000 a year," his pub-
licized words carry weight with unions and other workmen everywhere. When
many electricians in New York City are paid, according to some contractors,
more than $35.000 a year, it must be clear the effect will be felt on wages generally.

William J. Hunkin II, President of Hunkin-Conkey Construction Co., Cleve-
land, said (July 30, 1970 E N R 9), "Last year, I paid one operating engineer
$34,928. I paid one common laborer $27,844 and another one $23,983. Seven of my
other common laborers earned $19,500 to $22,500."

In a recent conversation the head of a key civil service New York City union
complained to a building trades union leader that construction pay scales had
been pushed so high his civil service members were unconcerned by the city's
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financial plight. "Do you think I like making these screwball demands?" the

building unionist asked. "The trouble is you ask for the moon and you wind
up getting it."

Productivity Trouble
But wages are only part of this burgeoning problem. It becomes increasingly

apparent that in the construction industry, productivity has declined. The Na-

tional Constructors Association in a recent presentation to the Building Trades

Executive Council cited an alarming increase in jurisdictional work stoppages,
severe skilled labor shortages, and decreases in labor productivity of as much

as 34%. In other words, the construction user gets much less per dollar than

he did.
Among the major causes of this decreasing productivity is the introduction,

over many years, of notorious work preservation and featherbedding practices. It

would be easy to recite examples like the plumbers who cut off threads and

rethread the pipe on the job; the carpenters who will not install pre-hung doors

or sash; the painters who limit the size of the brush or roller or will not permit
the use of spray; the bricklayers who will lay only 400 bricks a day compared
with a normal 800 bricks a day on open shop work; or the electricians who re-

quire a skilled craftsman to install a new light bulb. All these exist on a wide-

spread scale. They contribute to inflationary building costs. That they exist is

indisputable. Why they exist and what can be done about them is a matter

of national concern. But first some attempt at measurement.

Output per manhour estimates -

contract construction . . .

go , I I I I I I I I I I

1957 '59 '61 '63 '65 '67 1969

Source: Output - U.S. Dept. of Commerce (OBE)
Man hours - U.S. Dept. of Labor (BLS)
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Output Per Man-hour Estimates in Contract Construction
Contractors are constantly referring to deterioration in performance on the

job. This experience seems to be so universal that the complaint of loss in man-hour production appears to have validity. Nevertheless, demonstrating this
deterioration in performance is not easy since no official estimates of change
in construction output per man-hour are published by the government.
. The Department of Commerce publishes output estimates in terms of dol-
lars. The Department of Labor publishes input estimates in terms of man-hours.
But both involve recognized data deficiencies.

In this chart an effort is made to portray in Curve A industry gross product
deflated by industry prices, and this result is divided by the number of con-
struction worker man-hours. In Curve B the output is the same as in A, butit is divided by all man-hours of construction employees including the growing
number of salaried workers. In C the compensation per man-hour is divided bythe industry price deflater with the result shown.

There is an alternative approach in which the gross product is deflated by theover-all national rate of inflation instead of specific price indices for the con-
struction industry. This produces a small positive rather than a negative trend,
but since it is common experience that construction prices are rising faster thangeneral inflation, the result obtained this way has doubtful validity.

The general downward trend of these estimates is in spite of the fact that
some segments of construction such as highway work, where there has been large
expenditures for new labor-saving types of equipment, should be able to show
some output per man-hour improvement.

It is also recognized that to date there is no unqualified measure of output per
man-hour in construction, and that the curves have deficiencies. Nevertheless,
they tend to confirm 'the experience of many contractors. Moreover, if thoseresults are compared with the compensation per man-hour increase, also shown
on the chart, the wide divergence of movement is evident.

The chart demonstrates the sources of the problem in construction-littie
or negative growth in output per man-hour and an enormous rise in wage rates.
Artificial Labor Shortages

Limiting membership in the crafts is a practice long in the forefront of
the methods by which construction unions create artificial labor shortages. Among
the results has been a large-scale exclusion from membership of qualified
craftsmen and apprentices.

Limiting membership also fortifies the refusal by business agents and crafts-
men to man .a job that does not schedule overtime on a regular basis. Studies
have demonstrated the unproductivity of overtime on construction types ofwork. Refusing to man work not using scheduled overtime is most often purely
a device to raise wages under the guise of manpower shortages.

Little wonder Secretary of Labor Hodgson referred to current wage gainsand other conditions in construction as "Bad news for the economy and for
construction."

Cost of Living No Justification
There has been a marked rise in the cost of living in 1969 and 1970. This rise,

however, does not justify the wage increases the construction industry hasexperienced.
During 1969 the Consumer Price Index rose 6.1%. This compares with medianfirst year construction cost settlements of 14%, with many settlements much

higher.
In the first nine months of 1970 the annualized cost of living increase was

5.4% compared with means first year wage increases of at least 17.5.%
Seasonality No Justification

Wages, including benefits such as pensions and insurance, in the construc-
tion industry have been traditionally higher than industrial wages for work
generally involving comparable skills. Part of the justification for this wasrelated to what was thought to be the seasonal nature of construction work or itsphysical working conditions. But today building goes on in winter as well as insummer and north as well as south with relatively few interruptions and work-ing conditions are no more onerous than in many non-construction activities.
The crutch of seasonality and working conditions cannot justifiably support these
higher and rapidly advancing rates.
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Cost of living no justification . . .

6.1% Increase in CPI in 1969

14.0% Median for construction
settlements in 1969

5.4% Increase in CPI annual rate
first 9 months, 1970

15.7% Median increase in construction
settlements, first nine months
1970

17.5% Mean increase in construction
settlements, first nine months
1970

Declining corporate profits ...
Percent

Business Expenditures for ......

Plant and Equipment -

Profits Percent of Gross National Product

6

4 _-v ? _-

Source - Department of Commerce

Billions
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Corporate Profits No Justification
Unions occasionally try to justify higher wages by reference to corporate

profits. This chart shows, on a quarterly basis, what has happened to business
expenditures for plant and equipment and to corporate net profits since 1966.
Note that profits, after a dip in 1967 and a rise into 1969, have in recent months
been at lower levels. In 1970 the first, second, and third quarter profits were
lower than the declining fourth quarter of 1969. Note, also, the declining per-
cent of profits to Gross National Product. That wxas also lower in 1970. There
is nothing in these profit data to warrant 'higher and higher wage increases.

It may be observed, moreover, that currently there are a number of bank-
ruptcies among construction contractors and a number of contractors reporting
substantial losses on construction operations.

In the construction industry
the UNION not the
Employer ...

- Decides who gets which job

- Supplies foreman as well as
craftsmen

- Has decisive voice in manage-
ment of

Pensions,
Insurance,
Vacations
and
Fringe benefits

- Largely controls manpower and production
TUnequal Bargaining Strength and the Hiring Hall

Building trades unions have been traditionally strong. Contrary to this. cOn-
tractors have been in a notoriously weak bargaining position. Recent settlements
have reflected the disparity in bargaining strength.

Many of the contractors are small and of less than average financial stability.
Moreover, because of the nature of the industry, very few contractors, except the
large ones, have adequate industrial relations bargaining personnel.

It must also be recognized that the employer-employee relationship, such as
it is, in the construction industry is quite unusual and this also affects bargain-
ing results. While the skilled worker appears on the payroll of a given contractor
for the duration of a construction project, when the job is finished he generally
moves to the payroll of another contractor. The union actually arranges this.
That is, the union finds the work, determines who shall be hired. and is in com-
plete control of job security. This control or operation of the construction labor
pool is commonly referred to as the "hiring hall".

58-512-71-pt. 2 8
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Moreover, unions have in most instances a controlling influence over pension
and welfare plans. Frequently even the discipline of the erring employee is left
up to the union.

Under these circumstances, the union -acts in a role much like an employer with
the union-employer so-called "negotiation" being in effect one employer contract-
ing with another. But in construction this contracting is on a most unequal bar-
gaining basis.

In the past few years of construction boom contractors have almost always
been able to pass along higher than normal cost increases to their customers-
that is. to the construction users. This has also probably been a contributing
factor leading to larger-than-normal wage increases.

Some remedies -

for construction users

- Avoid unrealistic completion dates
- Scheduled overtime only for genuine

emergencies
- Organize and support local negotiations
- Guarded use of national agreement option

to work while local contractors are on
strike

- Increase manpower by internal training
- Do more of own construction work

especially maintenance.

- Use contract provisions to better
advantage

Some Remedies for Construction Users
When it comes to remedies, it is doubtful if there is a single one which alone

can effect !the changes necessary. But it is clear that a combination of changes
can be of some help in easing the situation.

Those who are authorizing construction can help, recognizing that each solu-
tion involves fortitude, 'and frequently self-sacrifice on the part of the construc-
tion user. The following suggestions are not listed in the order of their import-
ance. They are all important and their priority varies in a given area or
negotiation.

First, consider the construction user's normal pressure for early completion by
resorting to overtime. Scheduled overtime has more than one detrimental effect.
It increases -the overtime costs on the job itself. In turn. it frequently creates an
area overtime problem. When a contractor goes to scheduled overtime, he natu-
rally draws employees from other jobs and the pressure is soon on in the entire
area to go to an overtime basis. In theory, each construction job could end up
with the same number of employees but on an overtime basis.

The point might be made, however, that more hours are being worked and,
therefore, more construction accomplished. To the contrary, there is much evi-
dence to indicate that frequently a 10-hour day accomplishes little, if any, more
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actual work than an 8-hour day. Likewise, a 6- or 7-day week frequently reaches
the point of diminishing returns from a productivity point of view.

Absenteeism during a 6-day week even at overtime rates is often as much as
20%, severely restricting the results which the extra day was supposed to achieve.

As a measure of the cost of overtime a recent case study is of interest. During
the wveek of June 9. 1969, a public utility in the midwest authorized a 45-hour
week in order to obtain skilled men to complete a new installation costing about$500 million. This single step is estimated to have cost the utility and later the
public $18 million. If a 50-hour week had been authorized. $40 -million of cost
increase would have been added.

Regardless, therefore, of competitive situations and regardless of it'being "just
a little baby" of a building which must 'be rushed to completion, unrealistic com-
pletion dates, scheduled overtime, and undue pressure on completion are a direct
cause of aggravated industrial employment costs. So one thing -the construction
user can do is 'to be realistic in making his agreement with the contractor and,
second. to avoid scheduled overtime in carrying it out.

Third, construction users have at their command the power to increase pres-
sure on local negotiations 'when they choose to require their contractor 'to exer-
cise rights under a so-called "national agreement" to keep on working during a
local strike. This often subsidims the union by providing local employment for
strikers. 'thus undercutting the negotiating -position of the local contractors.

Very simply, a national agreement is an arrangement between a contractor andan international craft union which provides, among other things, that in the
event of a strike in a local area where that contractor is working. the contractorhas the option to continue or not to continue to work dturing the strike. This means
that local contractors who have taken a strike to try to hold wage rates or resistrestrictive work practices, may find that their striking employees are actually
at work on another 'national agreement's job. Under such circumstanees the localcontractor has only two choices: he can either give in to the union demands or hecan sit by until lie is economically exhausted.

Construction users, therefore, can support local negotiations, and strengthen
the bargaining contractors by publicly stating well before local negotiations
commnence that they will refuse, difficult as it may be at times, to employ this
partienlar'benefit of "national agreements."

Fourth, the supply of trained workimen has repeatedly been pointed out as amost vital part of any remedy. 'Construction users can hel) increase the supply
by more intensive internal training of craftsmen: This internally created supplyof skilled workmen will supplement the external supply making more skills andmole people available inside and outside to (1o the needed work. The main ob-
stacle to success in the past has been the inability to insure admission to union
membership at the end of the training. It is 'here that government measures can
be of help.

Fifth, construction users can do more of their own construction work, especially
maintenance. Doing this will relieve the strain on the supply of workmen. It will'
probably be accomplished more economically and with less ripple effect on inter-
nal wage rates from higher outside wages.

Sixth, construction users can increasingly give open shop operators a fairer
chamice to contract new projects.' Open shop operators claim more ability to man-
age. more flexibility in work assignments, no jurisdictional strikes or stoppages
which are the bane of effective construction work, as wvell as 'more continuity
of employment and an ability to bid lower prices. Competitively, open shop con-
tractors claim they provide about the same pay and benefits as those afforded byunion shop operators. At the same time they seem to offer lower contract prices1i1 many instances.

Seventh, construction users can use their contractual ability to insure outsidecontractors will use sufficient apprentices, especially from minority groups.
Eighth, construction users can use contract provisions which will strengthen

the contractor's labor relations with the local union. One way of doing this is torequire contractually more adequate and consistent development of a local well-
trained labor pool as well as its utilization.
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Roundtable organization ...

m _

Task Forces

The Construction Users Anti-Inflation Roundtable
This organization is precisely what the name suggests-an informal group of

construction users trying to combat excessive and inflationary construction costs
and the permeating effects of those costs on other negotiations. It is not a union-
busting effort. Many intelligent union leaders are equally concerned.

Affiliation with Roundtable efforts at the national level or at the local level
does not impair the freedom of action of any company. Each company is able
at all times to make its own decisions, to decide its own construction policies
and tactics and to make its own contractual arrangements. The Roundtable does
not exist for the purpose of substituting its decisions for the individual deci-
sions of its members. As a construction user, however, it is in every company's
own best interest to coordinate with others in the battle against inflationary
construction settlements.

To keep the internal operations of the Roundtable at a manageable level, a
few of those who participated in the early discussions are members of a Policy
Committee. They, in turn, seek advice from some of the leading executives in
the construction industry who form a Constractors' Advisory Committee.

Eighteen of the principal members of the Roundtable have assigned com-
petent men of stature in their organization to a Roundtable Coordinating Com-



363

mittee. This working committee is supervising various smaller task forces who
direct their attention to appropriate individual problems.

Some of the things these task forces are involved with are:
(1) The available skilled labor supply, of course, is critical. There are simply

not enough craftsmen to go around, partly due to current demand but largely
due to union policies relating to apprentices, training and admission of new
members. The key to unlock the restrictions on entry into the building trades
must be found. Currently a strong ally in this vital matter is growing public
as well as legal support for the hiring of minorities. "Manpower Supply in the
Construction Industry" is the subject of one report.

(2) Restrictive work practices have long been a thorn in the side of the con-
struction industry. The recent Supreme Court ruling which permits secondary
boycotts directed at work preservation has aggravated the situation. Now unions
demand either total abstinence from the use of labor-saving products or pre-
mium rates for their installation. This is another problem crying for solution.
"Restrictive Work Practices in the Construction Industry" is the subject of
another report.

(3) Overtime practices and economic results of scheduled overtime is another
subject of a task force study. Briefly, this study demonstrates the uneconomic
results and virtual futility of most scheduled overtime. The report is entitled
"Effect of Scheduled Overtime on Construction Projects".

(4) The claim of seasonality of employment as a justification for higher-
than-industry wage scales is still another field for fruitful inquiry in wage
negotiations.

(5) "Restoration of the Management Role in the Construction Industry" is
the subject of another report.

As the need arises, and as the availability of time and personnel permit, other
projects will be initiated.

Areas with local construction-user activities . . .

1. Albuquerque 10. East St. Louis

2. Baton Rouge 11. Erie

3. Birmingham 12. Evansville

4. Chicago 13. Houston

5. Cincinnati-Dayton 14. Kansas City

6. Cleveland 15. Lake Charles

7. Corpus Christi 16. Los Angeles

8. Dallas-Fort Worth 17. Mobile

18. Marietta-Parkersburg9. Detroit
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Areas with local construction-user activities . . .

19. Milwaukee

20. Minneapolis/St. Paul

21. New Orleans

22. New Jersey (North)

23. New Jersey (South) -

Philadelphia - Wilmington

24. Outstate Michigan

25. Phoenix

26. Pittsburgh

27. Quad Cities (Eastern
Iowa & Western Illinois)

Formation of other groups
now underway.

28. Rochester

29. Richmond

30. Sabine Area

31. Saint Louis

32. San Francisco - Oakland
(Bay Area)

33. Shreveport (Northern
Louisiana & Southern
Arkansas)

34. Tampa

35. Tulsa

36. Wheeling

throughout Upstate New York is

Activity is currently underway toward
establishing groups in . . .

Baltimore

Denver

Hartford, Connecticut

Oklahoma City

Portland, Oregon

Salt Lake City

Seattle
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TI'oyrI of Co'nstruction Roundtablc and Local Construction User Groups
One of the first tasks of the Construction Roundtable was to try to acquaint

top executives of major companies especially concerned with construction ex-
penditures with the alarming situation in the construction industry. One ob-
jective of the Roundtable is to obtain the understanding and support of major
construction users.

A second step is to assist in organizing construction user groups in local
areas and perhaps within regions. Discovering workable arrangements in order
to assist the formation and evolution of such groups is part of the work of the
Roundtable.

Currently there is local user group activity in approximately thirty-six
locations throughout the country with a possible ten more underway.

Government involvement

- Overtime practices

- Training of disadvantaged pesons

- Adequate number of apprentices

- Legislative reform

- Responsible user practices

- Reason with responsible union leadership
Government Involvement

The part to be played by government in moderating the highly inflationary
wage demands in construction is necessarily an important one.

The government, itself, is the largest construction user. It has a vital
interest in removing roadblocks from new housing. It has an important stake
in overtime practices, the training of disadvantaged persons, legislative reform,
and responsible user practices. It is also in the best position to reason effectively
with responsible union leadership.

It is clear that the present Administration is concerned about the inflationary
impact of the construction industry. In the Fall of 1969 President Nixon ordered
a very substantial cut-back in new government construction. On 'March 17.
1970, he restored a substantial part of the cut-back and the balance July 1.The restoration, with other measures, wvas made in view of changes in the
economy and in construction, especially housing. The President. in the same
directive, also took steps to increase training and manpower in construction.

A Cabinet Committee on Construction has been formed and is constantly
working on the construction industry and seeking to recomnmend solutions
for its problems. A tripartite Construction Industry Collective Bargaining
Commission was also created by Presidential order in September 1969.
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Supporting Roundtable efforts helps
everyone - including construction
users

1. Use overtime in emergencies only.
2. Support local negotiations at your construc-

tion projects
3. Weigh labor supply & demand when schedul-

ing construction
4. Promote craft membership expansion including

jobs for minorities
5. Help remove work restrictions and other

impediments to productivity increases
6. Facilitate stronger contractor bargaining

groups
7. Explore legislative needs
8. Supply key people for special projects
9. Give construction your personal attention

Programn for Action
To top executives and to all who recognize the vital nature of construction

problems, the Roundtable recommends the following:
1. Use overtime only in the course of genuine emergencies. Avoid con-

tractually scheduled overtime.
2. If local contractors are jointly engaged in a negotiation strike, authorize

work on a project in the same area only if consonant with the local negotiations.
3. Schedule significant construction with a view toward the labor demand

and supply in a given area.
4. Support efforts to expand the available supply of workers in skilled crafts,

including minorities.
.5. Assist in removing work restrictions and impediments to increased

productivity-short-term and long-term.
G. Cooperate with like-minded construction users and contractors in organiz-

ing and supporting stronger contractor negotiating groups in specific areas
or geographical regions.

7. Foster efforts directed at exploring legislative needs in construction.
S. Make key people available for special projects often involving significant

time demands.
9. As a top executive, give this matter high priority and provide direct access

for decision mnilking.
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PART II

I have reviewed much too hurriedly the extent of wage inflation in construc-
tion and pointed to the deplorable productivity situation.

Now where do we stand as a nation with respect to inflation? To this observer
it appears this way.

During the past twelve or more months the economic policy pursued was based
on the gamble that fiscal and monetary restraints would slow not only demand-
pull inflation but wage-push inflation as well. So far as wage-push inflation is
concerned, this has been a losing gamble in the leadership wage sections of the
economy-especially construction.

The economic policy pursued also assumed that the domestic economy had
more to gain than to lose by underemphasizing the impact of wage-push inflation.
This has been an equally unrewarding gamble.

Reliance during the past twelve months upon expected improvements in
productivity to bail out the economy was simply not a feasible solution. What-
ever improvement now exists is a fraction only of the employment cost increases,
and the rate of improvement in productivity where it exists is not sustainable be-
cause, in the main, it represents the temporary effects of reductions in the work-
ing forces and in overtime.

For these reasons it appears to this observer that unless we wish to contend
with the effects of mounting inflation, our national remedies require a complete
overhauling. Specifically:

Serious wage inflatiofnwill not go aw-ay of its own accord. The-nnsmnd
union leadership are themselves, to a large extent unwillingly, caught in an up-
ward ratcheting race. They are forced by internal political pressures to chase
after enormous increases in construction and a number of other settlements.
Realism does not support the thinking that employment increases are being
dampened when bargaining agreements in manufacturing for the third quarter
of 1970 (the latest data available when this is being prepared) provided for
first year increases of 9% or more and when construction settlements reached
22.1%.

Now recall that for 'tie economy as a whole total costs consist of 75% to 80%
wage costs. With the trend to three-year contracts, as a nation we face wage in-
creases in manufacturing of 30% or more in three years and at least 50% to
60% in construction in the same period. As an example of the problem, only a
few weeks ago a Presidential Board recommended an increase for certain
railroad employees of 37% over three years.

Recall also that, at its most optimistic long range best, improvement in pro-
ductivity or output per man hour will rise at no more than 3% to 4%.

Thus one can observe the widening gap between the wage-push inflation and
improvement in productivity. It spells out in unmistakable terms one economic
phenomenon-galloping inflation.

Now the longer adequate action is deferred, the more difficult any remedy
for the wage-push type of inflation will become.

Certainly the cure administered by a colossal economic bust is the least
desirable of all possible solutions but not necessarily a remote one if current
inflationary conditions continue to worsen.

There are available some measures which if courageously tried have prom-
ise. If a program of wage restraint can be devised and successfully carried
out, these measures will provide greater freedom of action to stimulate the
economy and relieve unemployment by relaxing stringent monetary restraints.
Available Measures

First, among these measures let us set aside general wage and price con-
trols as unmanageable and undesirable under current conditions where the
nation is rapidly moving to a peace-time economy. Regardless of the current
atmosphere in wage increases, there is little reason to encompass in a na-
tional incomes policy the unmanageable reactions of millions of service em-
ployees-now numbering more than all other employees-the thousands of
small, medium sized, and large businesses, plus untold complexities, by any
venture into peace-time wage and price controls.

Second, if the main source of the wage flood can be checked. the subsidiary
floods will, hopefully, gradually subside without overt controls.

Third, the source of wage-push inflation lies primarily, although not en-
tirely, in the field of construction. Being much the largest industry with about
3.4 million employees and being so widespread over the country with many
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employee skills much the same as those in other industries, construction is a
most telling influence. Because of the inherent weaknesses in the bargaining
structure of the industry, since 1966, in the face of increased demands, out-
of-line wage increases and poor productivity have burgeoned. The third quarter
construction settlement of 22.1% a year are ample evidence of the fountain-
head of the wage problem.

Earlier I have portrayed some measures construction users and contractors
might take. such as increasing the supply of trained workmen with special em-
phasis on minorities, doing more maintenance construction work with internal
forces exploring the pros and cons of the growing quantities of merit and open
shop construction, using contractual relations to increase apprentices, reducing
scheduled overtime, backing up contractors in local negotiations, and developing
manpower resource pools using government or privately operated manpower
banks.

Contractors in turn can improve negotiating techniques, develop measures for
terminating jurisdictional disputes, do more in the training of work forces. and
find means of restoring at least some measure of on-the-job management now
largely lost.

But I am aware this Joint Economic Committee is primarily interested in
what government can and should do. A word about that.

The Role of the Federal Government
The need for more training for more people, especially minorities, is constantly

reiterated. The Executive branch has taken a number of steps in this area but
much more effective action is needed.

Training is one thing but the admission to union membership after training
or during training is quite another. Ironclad barriers have been interposed to
prevent trainees and skilled workmen from getting work as union members. These
barriers should be removed. With the massive amounts of construction ahead in
this decade, the construction industry wvill need all the skilled employees it can
get.

A second measure is this. More and more knowledgeable people in and out of
industry and government as well as among contractors have concluded that the
absence of the right on the part of the contractor to manage work on a project
is one of the most important and devastating developments in the construction
field. To restore at least some improvement in productivity it wvill he necessary to
restore the right to engage qualified people. including minorities. to permit ade-
quate management on the job. and to achieve some flexibility in work assignments.

The source of this difficulty appears to be the institution of the union-controlled
hiring hall. As an institution, the hiring hall provides the contractor access to
a particular labor pool but it likewise provides the union with the means of
controlling the size of the labor pool and the jobs of its members. The use of
the United States Employment Service or some other type of manpower pool
outside of union control is needed. This would remove much of the power local
unions have to make or break contractors by granting or denying the contractor's
request for competent employees. A change in the hiring practice would insure
the employment' in construction of more members of minorities.

With control of the manpower supply, the local union agent has the last word
on the very existence of the contractor or of new contractors who wish to enter
the competitive field. It is an unhealthy condition for unions and union members
as well as for contractors.

The government. as the largest construction user, has the right to contract
for work on a basis that will loosen up sources of manpower. This would not
interfere with membership in unions or in the union shop. This action will be
opposed as anti-union. Quite the contrary, it is not anti-union. It is only anti-
unhealthy manpower control.

Also, as the largest consumer of construction, the federal government can
adopt and, on federally-supported projects, induce the adoption by states of im-
proved contracting measures. Among these are the-

(1) Requirement of full complements of apprentices.
(2) Scheduling of construction during off-seasons of demand wherever

possible.
(3) Requiring bids on a 40-hour a week basis in contrast to a scheduled over-

time basis.
(4) In areas of excessive wage rates, the government can stipulate what it

will and will not contract for. in wage costs and in escalation. This.,of course
involves the Davis-Bacon Act and the so-called "prevailing wage" concept.
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(5) The federal government can also deal with the Davis-Bacon Act problem
to which Dr. Arthur Burns referred in his Pepperdine College talk of December
7, 1970.

Enacted in the deep depression period of ithe early 1930's, the Davis-Bacon
years has acted as an engine of inflation. It ties the hands of government in secur-
ing competitive bids. It assures unions and constractors that however high the
wage rate they negotiate may be, the government will pay those rates because it is
required by law to do so. By its example, it forces higher rates on non-government
work. It spreads high city rates to rural communities.

Naturally construction unions will oppose the repeal or suspension of this Act.
Fortunately, the Act provides:

"In the event of a national emergency the President is authorized to suspend the
provisions of the Act."

if there has ever been an economic national emergency surely one of an infla-
tionary nature exists today, especially in construction.

Suspension of the Act by the President or its repeal by Congress would have
the salutary effect of signaling to everyone that the government 'mealns busi-
ness" in its campaign to restore stability to our economy.

If the question is raised as to why single out construction, there are adequate
reasons. It is the source of much of what is wrong. If the trend of wage infla-
tion in construction cannot be changed, the game is up for changing the trend
in all xvages. Even if only partially successful in changing the trend in construc-
tion it would still be a big help_.

In golf, a particularly difficult shot to be made under stress is frequently re-
ferred to as a "character-building opportunity". Action such as is proposed here
against opposition of the politically strong craft unions is likewise very likely
to be a "character-building" experience.

Pitblic Acarcnenss
Members of Congress and the Administration can do another thing to stem the

tidal wave of wage-push inflation now engulfing the country.
A. Move from the public position that monetary and fiscal measures are suffi-

cient to stem inflation-especially wage-push inflation constantly rising in a non-
competitive union world.

B. Publicly note that savings and pensions are being eroded: that the cost of
housing is going sky-high and will go higher in spite of reduced interest rates:
that recent wAage increases provide an endless treadmill leading to an inflation-
ary period of harmful stagnation, one especially harmful to workers; that in-
flation itself accelerates more inflation : that inflations in the past have ended in
reduced investments in new plant and equipiment, reduced production, and reduced
jobs; that if continued long enough. the saving habits of a nation xvill be ad-
versely affected which in turn will affect the entire economy: that the national
interest demands an end to an expectation of more and more inflation.

C. Publicly it can be noted that our international position is worsening com-
petitively and that this signifies action is needed on the domestic front to halt
round after round of wage and price increases; that jobs in America are very
much at stake; that economic stability may be an old problem and a continuous
one but, in terms of the current situation, wage-push inflation must be dealt
with now and forceably.

It is said that the American people have lived through depressions and fear
them mightly, but that they do not fear inflation because, unlike Germany and
some other countries, they have never had to contend with it. Personally, I
fear both conditions. My views have much in common with the recent OECD
report which contained a dire prediction of the social and political consequences
of continued inflation.

"Because resentment against inflation is incoherent and diffused through the
community, it provides favorable terrain for extremists at both ends of the
political spectrum. It gives ammunition to those who favor more authoritarian
forms of government relying on extensive wage, price, and production controls.
and to those who hark back to earlier times before governments had accepted
their present responsibilities for growth, high employment, and social justice."

Unemployment is undeniably of current serious import, but the immediate
problem is to recognize that the road to fuller employment lies in finding a
path to a more stable economy, to confidence in the value of the dollar, and to
recognize that serious inflation is a job-destroying virus of the first magnitude.
Employment is the natural beneficiary of stable wages and prices.



370

The big problem today is to grasp the nettle: to be willing to fight inflation
at the definite risk of temporarily losing favor with certain elements of unionism.

In substance, and in effect, it is a political decision. It will, necessarily, be
made one way or the other-for, unhappily, it cannot be avoided.

Chairman PROXMIrE. Well, thank you, Mr. Blough, for a most com-
prehensive and very interesting statement. You have done a superb
job in pulling all this together and making a very strong case for
your point of view and, I might say, your point of view is most timely.

Just a few minutes ago the Consumer Price Index was disclosed
to us as having risen by one-half of 1 percent. That is on an unad-
justed and seasonally adjusted basis. At any rate, it is an indication-
that during the past month-that inflation is continuing apace: that
although we have had fiscal and monetary policy that is designed to
restrain the economy, indeed the economy has been restrained, we have
had growing unemployment, we have had reduced profits-and in spite
of that, inflation is going right ahead.

So I think your statement is most helpful.
I would agree wholeheartedly with you that we need an incomes

policy of some kind. We need to *move in on these wage increases
which are inflationary, and I think on price increases that are infla-
tionary.

Alt this point I must say I differ very sharply with much of your
analysis. Here is why. I think you have made a strong case, but I
think you have overstated your case very heavily. It is just as if
somebody would point to the salary of the president of United States
Steel and say this is typical of 'the income that every businessman
gets, ignoring the fact that the president of United States Steel, of
course, is almost unique, and because it takes enormous ability, and
he has great responsibility.

Let me just point out what has really happened to all wages in
this country over the past year or so. The Wall Street Journal in
an article entitled "The Outlook-Appraisal of Current Trends in
Business and Finance" of December 21, 1970, and I point out this is
the source of my information, came to this conclusion on the basis
of a Federal Reserve Board study.

Without objection, I ask unanimous consent that the entire article
be printed in the record at this point.

(The article referred to follows:)
[From the Wall Street Journal, Dec. 21, 19T0]

THE OuTLooK-APPRAISAL OF CURRENT TRENDS IN BUSINESS AND FINANCE

'Tis the season to be jolly, to be sure. Still. you may be forgiven if you occa-
sionally secretly wonder what in the world the country is coming to. Strikes on
top of strikes. Featherbedding. Shoddy workmanship. Service with a frown.
More pay for less work.

It all seems pretty awful to anyone who believes that hard, honest effort is
the ingredient that most determines this country's progress, economic and
otherwise. Before concluding that the Land of Opportunity has been hope-
lessly transformed into the Land of Importunity, however. you should consider
a few seldom-noted facts.

To the extent that misery welcomes company. some comfort can be obtained
from what has been happening on the labor front abroad. Take. for starters.
the matter of wages. The table below. condensed from a recent Federal Reserve
Board study, pinpoints 'the annual rates at which hourly wages rose during the
first halves of 1970, last year and 1968.
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Increase in wages

Percent Percent Percent
1968 1969 1970

Belgium 4.2 7.8 10. 8
France - - - 5. 9 7.0 10.6
Germany - - -6.0 8. 0 16.7
Italy - - -3.9 8.0 30.6
Netherlands - - -7.8 12.8 10.1
Japan - - -16.3 14.1 11.1
Britain- 7.9 7.2 6.1
United States 7.4 5. 6 4.3

The U.S. increase in the 1970 period is the smallest. Moreover, the trend of
the U.S. increases over the three years is downward, while in most of the other
countries it is upward.

The U.S. wage level continues to be much higher than elsewhere in absolute
terms. Labor Department statistics show that the gap has actually widened in
recent years. However, if anything like the patterns noted above persists for
very long, the U.S. position would begin to improve even in absolute terms.

Regarding the matter of less work, other Labor Department statistics show
that the U.S. workweek has indeed shortened in recent years. But even sharper
workweek declines have occurred in Belgium, Japan, the Netherlands, Britain
and Canada. In absolute terms, the U.S. workweek is longer now than in Bel-
gium, Italy, Sweden or Canada. A decade ago, only Swedish workers, among the
above, worked a shorter week than those in the U.S.

The workweek for Italian production workers averaged about 36 hours last
year, more than four hours shorter than the U.S. average.

Not surprisingly, in light of such statistics, unit labor costs have climbed
more slowly in the U.S. recently than in other industrial lands.

The comparisons provide an interesting footnote for the current debate over
how heavily the U.S. should rely on some sort of 'incomes policy" to curb wage-
price increases. Such policies have been applied-with obviously little success-
in msany of the aforementioned foreign lands in recent years.

Argus Research Corp., an investment advisory concern, recently reported that
Western Europe and Japan are "beset by even stronger inflationary pressures
than the United States." The report cited "spiraling wages" as the chief culprit.

Evidence that the wage spiral is worse abroad, of course, does not alter the
fact that labor costs are exerting a highly inflationary "push" on prices in the
the U.S. Even without foreign comparisons, however, the U.S. situation seems
not quite as difficult as headlines may indicate.

Perhaps the most significant, though not the most publicized, development on
the U.S. labor front has been a sharp pickup in the worker productivity, or
output per man-hour. Productivity in the private, nonfarm labor force rose at
an annual rate of 4.6% in the third quarter, and many economists look for even
sharper increase in coming months. Between the fourth quarter of 1968 and the
second quarter of this year, in contrast, productivity did not increase at all.

At the same time, as the table above shows, hourly wage increases in the U.S.
have been getting smaller. This is hardly the picture one gets from headline
news of record pay packages in such big-union industries as autos and railroads.
However, only about a quarter of the country's labor force is unionized, and
nonunion wage boosts have shrunk in the past year or so.

A Commerce Department study pinpoints what has happened. In mid-1969,
wage boosts for both union and nonunion workers averaged slightly above 5%
per year. In mid-1970, the average wage increase for union workers climbed
above the 6% mark. But the average increase for the much more numerous non-
union personnel dropped to 4%.

The prompt responsiveness of nonunion wage trends to general economic
activity. it should be noted parenthetically, suggests that the U.S. economy
remains considerably more flexible than most advocates of wage-price con-
trols contend. Admittedly, the picture could change if unionism were to spread
rapidly. But so far it hasn't.

Historically, wage trends for union, workers tend to follow the nonunion
pattern. Accordingly, if history repeats, union wage boosts will get smaller
in the months ahead.
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To assess the true inflationary pressure of labor costs, of course, one must
view wage increases and productivity gains together. A moderate wage in-
crease offset by no productivity gain is more inflationary than a big wage
increase offset by a still bigger productivity gain.

The Government's index of labor costs per unit of output takes both factors
into account. In October, this index was 2.2% higher than at the year's start,
a worrisome increase. But in the same period a year ago, the index rose 3.3%.
(A virtually unnoticed development: Non labor costs per unit of output have
recently been rising much more rapidly than labor costs.)

None of these considerations means that the country's labor problem can
be taken lightly. But neither do they justify deep pessimism, especially at
Christmastime.

ALFRED L. MIALABRE, Jr.

Chairman PROX3IRE. The most recent period for which they could
get figures was the first half of 1970. They compared wage increases
here with wage increases in other countries.

What they found were these: that in Italy wage increases last year,
the first half of this past year, were 30 percent; in Germany, 16
percent; and so it goes.

No. 1, the U.S. increases were the lowest of any country, any in-
dustrialized country. The study consisted of the following countries:
Belgium, France, Germany, Italy, the Netherlands, Japan, Britain,
and the United States, which was the lowest.

No. 2, wage increases have been declining, and quite sharply. in
this country over the past 3 years. They increased from 7.4 percent
in 1968, 5.6 in 1969, and 4.3 percent in 1970.

No. 3, they found virtually an unnoticed development which is that
nonlabor costs per unit of output have been rising much more rapidly
than the labor costs.

Furthermore, that while the wage increases have been moderating,
productivity increases have increased, productivity improvement has
increased overall. I am not talking about this particular union. So the
actual increase in wage costs has been even more moderate in the
past year or so.

Now, under these circumstances I wonder if it is quite fair to apply
the extraordinarily unique analysis that you have given of our wage-
price picture to the whole problem of -wages and prices?

Mr. BLOUG ii. Mr. Chairman, I would like to comment on that. First
of all, taking up the so-called worldwide inflation, when in Germany,
for example, where the wages are under $2 an hour, they increased
wages by 10 percent. They increased it 20 cents an hour.

In this country, where the wages are roughly $6 an hour in the
same industry. you increase it by 10 percent and you increase it by
60 cents an hour.

Now, the point I make to you, and it is a very obvious point, is that
employment costs result in what? The costs thart go into the prod-
uct, and the products that are manufactured in Germany that compete
with the products manufactured in the United States are sold in terms
of dollars.

Chairman PiOXMIIRE. Let us take that precise point that you have
made with respect to Germany and the United States. The increase
in Germainly wvas at an annual rate of 16.7 percent; the United States
4.3 percent, almost four times as great in Germany.

It is true that our absolute level is much higher than in Germany.
Even still in absolute terms the wage increase in Germany was greater
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and, of course, in percentage terms it was infinitely, it was four times
as great.

Mr. BLOtG1{. Oh, no-let me be clear about that. When you are
talking in your overall averages for the United States you are in-
cluding all the service employees and you are including a lot of others.
You are not including manufacturing. IMr. Burns said just recent-
ly

Chairman PRoxmr1RE. I am including manufacturing.
Mr. BLOUCTI. You are including it but you are not separating it.
Chairman PROxANiRE. I want to come to that in a minute, yes.
Mr. BLOUoGi. Mr. Burns said recently that the manufacturing wvages

in this country had gone up at a rate of over 9 percent, between 9 and
10 percent.

Now, that wvas the reason I chose the 10 percent.
I would like to comment a little bit also upon what is happening

in this country. What you have seen in this country, and this is the
reason you are referring to the averages as you have there, is a re-
duction in the wage increases in certain segments of the economy, but
you have not seen that in other segiments of the economy which are
the lead segments of the economy.

I am referring to manufacturing, I am referring, for example, to
the railroad industry. I am talking about the highly unionized seg-
ments, I am especially talking about construction.

Now, in spite of all the other increases that are appearing, con-
struction is so far out, it is creating such a vacuum, it is dragging
up all the other wages. You may not think that we are in the middle
of the most devastating wvage increase inflation that this country has
had, but I think we are.

Ohairmian PROXMIRE. My time is up, but I would like to just point
out the actual real increase or the real effect on wvage increases in the
past 3 years in manufacturing exclusively has been a decline of 6 per-
cent in real terms, allowing for inflation, allowing for increased taxes.

Mir. BLOtUGIH. You are relying on the past. sir. We are nows at a place
in 1971 where you are facing the worst wage inflation that this coun-
try has had in recent years. I know the contracts that are up for ne-gotiation, I know what is happening. I know- vhat the raage rate in-
creases have been in industry. and what is going on, and unless some-
thing very drastic takes place we are going to have one of the worst
wage-push inflations that the country has seen.

Chairman PROX3IRE. Yes; wve are talking about different things.
I am talking about real w-ages and I will come to these statistics
when I come back.

Senator Percy.
Senator PERCY. I trust that we will have the unions here later. I am

sorry the unions are not here today. We could have had a lively ex-
chanlge, I am sure.

Chairman PROXNEIRE. May I say, Senator Percy, that I intend to in-
vite the unions to come up, construction unions, and reply to Mmr.
Blough. I think he has made a very helpful and interesting statement.

Senator PERCY. I think that would be very helpful indeed, Mr.
Chairman, and I fully support the invitation to the unions because
they should have a chance themselves to study this and make an
answer.

I/
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Mr. BLOUGH. I think so. too, and I think you will find if you clis-
cuss the problem with some of the real leadership in the construction
unions that they are as concerned, as much concerned. about this prob-
lem as we are.

'Senator PERCY. I think that is true. They are good citizens and
they have a direct responsibility to their members. But I think they
also have an overall picture of what is important. I am very hopeful
that the President can pull together both labor and management in
the same room and charge both with the responsibility to do some-
thing about it. I think the creation of the roundtable is 'a healthy step
in this direction. I only wish labor members were on that roundtable,
frankly.

I would like to comment on the question the chairman raised about
profit in the construction industry.

McGraw-Hill shows contractors' profits are on the decline. They are
now at a 1.2-percent level against gross.

Common stocks of construction companies, which also is an indi-
cator of these sophisticated analysts' appraisal of the profit opportu-
nities in the construction industry, taking such companies that are
traded in the market, Morrison-Knudsen, Perini. and Del Webb, these
stocks halve taken a real beating. so that the outlook for their profits
is not very good, considering the trends. I think wve all have cause for
concern.

Mr. Blough, I wonder if You could tell us-and you have been ex-
ceptionally helpful in providing recommendations not only for the
industry to follow but also those of us in Government, and character-
building recommendations are particularly appreciated-I wonder if
You could tell us what would happen, what would have happened to
vages in the construction industry if the construction industry were
subjected to foreign competition as so many industries are in this
country? Would that have changed the picture?

Mr. BLOUGH. Well, it is an interesting thing as to just what is
developing. First of all, when you manufacture a pair of shoes, in,
let us say, Austria, and you build a plant to manufacture the shoes.
the contruction cost goes into the manufacturing plant cost. Every
time you sell a pair of shoes, you are selling a piece of that plant. So,
whether it is recognized by the construction unions or others in this
country, the construction costs abroad are definitely involved in every
product that is shipped in from abroad. It cannot be otherwise.

There is, therefore, competition. It is not the direct kind of com-
petition that you normally are looking at, but there is definitely in-
direct competition between construction costs abroad and construction
costs in this country.

Now, another thing is happening, and this is relatively new. The
construction unions liave done a great deal of fabrication in this
country, and the fabrication is starting to come into the country in.
shall I say, prefabricated form. In other words, we are starting to
import into this country the fabricated product, partially fabricated
usually, and this is more direct competition between the two.

So I would have to answer your question by saying there is a. lot
of competition between all kinds of construction abroad and all kinds
of construction in this country.

Senator PERCY. Thank you very much.
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I have gone through the testimony as carefully as I could in the
time we had. In your recommendations I do not find-maybe it is
buried in there some place-but I would seriously hope that the round-
table would take into account the possibility offered by offering stock-
ownership in construction companies to workers.

This industry faces a crisis. We face that crisis in the railroad in-
dustry, and the Chicago, Northwestern Railroad is now facing up to
it and offering the whole railroad to the workers if they will buy it.

I wonder then whether the featherbedding would be such a seri-
ous problem or whether there would not be some self-policing among
the employees if the unprofitable nature of the operation was taken
out of their pockets?

Is there any significant profit sharing or ownership involved in
construction companies?

Mr. BLOTYGH. Two comments on that. I do not know anything about
the railroad business, but some of the railroads are well, let us say,
hard to support. I will let it go at that.

The other thing that I would like to say is that in the construction
industrv there are many companies that now have some kind of a
profit-sharing arrangement for at least the supervision and for others,
and I see no reason at all why something cannot be done in that, ex-
cept for one reason. In construction the nature of the work is such
that an individual changes jobs many times and works for many dif-
ferent companies, and I think you would have to work out a very
unusual arrangement to have any kind of a profit sharing.

Again, I would like to take exception to what I just said. Some of
these companies are working out a better stability arrangement for
longer employment with the same employees, and in those cases I do
not think it is too difficult to offer incentives. If you are talking about
incentives, I would say that there are at the present time a number
of incentive plans in construction, and there is no reason why there
cannot be more.

Senator PERcY. Thank you, Mr. Chairman.
Chairman PROXMIRE. Let me get back to the figures here. I have got

the Economic Indicators, and this is put out by this committee so
the figures must be accurate. [Laughter.]

The Council of Economic Advisors vouches for them, too.
Mr. BLOUGH. The presumption is in your favor.
Chairman PROXMIRE. We have a bipartisan agreement. Total non-

agricultural private sector, wages seem to have increased 5 percent
overall, not allowing for inflation, 5 percent in dollar terms between
1969 and 1970.

In manufacturing they increased about 5 percent in dollar terms, and
there was no perceptible increase toward the end of the year, so I am not
living in the past.

As far as contract construction is concerned, you have a good point
there, there was an increase of about 10 percent, twice as great as in
manufacturing and twice as great as in the rest of the private sector.
However, even here, it seems to me, you are looking at the hourly wages
of the most highly skilled workers, and only a small portion of the in-
dustry, and only in the central cities of the country.

Mr. BLOUGH. May I point out what is wrong with those figures?
Chairman PROX311RE. Yes, sir.

S -512-71-pt. 2-9
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Mr. BLOUGH. And I do not mean to be difficult about living in the
past, but it is awfully important to understand trends.

Now, what is being cranked into the figures that you are reading are
all the wage increases of the old contracts, and then one other thing they
do is to take all the wages that are being paid and just add up the in-
creases. The thing which they are not observing in those figures are
the trends.

What I am trying to say is the important thing from the standpoint
of the future of this country is the new contracts and what is hap-
Pening in the new contracts; and my data portray what is happening
in the new negotiations. It is the new negotiations that are important.
The new negotiations are the ones that are setting the trend not only
in construction but in other areas of the country.

Now, you know, of course, Mr. Chairman, that when the trucking
industry has a 44 percent settlement in 3 years that it has no relation
whatsoever to 5 percent a year.

Chairman PROXMIMRE. I would agree wholeheartedly that there are
great differences in the wage increases in some industries as compared
to others, just as there are great differences in profit increases in some
industries as compared to others; and I would furthermore agree
whereas you may justify the profit increases, at least in part, on the dif-
ferences in efficiency and in performance on the basis of management,
that many of the wage increases cannot be justified on any basis. Bult
I just wanted to get at the overall picmure.

Now, isn't it true that about 80 percent of the housing built in this
countrv is done without a union contract?

Mr. BLOUGH. Well, it is some high percentage, and I do not know. but
let me point out the two things before we leave this question of the over-
all. It is not a useful thing to look at overall data and expect to under-
stand what is happening to wage-push inflation.

Chairman PROXMIRE I come right back and say it is not a useful
thing to look at just the extraordinarily bad examples alone. I think
you have to look at all of them.

Mr. BLOUGIT. Right.
'Chairman PROXMTRE. That is why I am trying to look at this in

perspective. Let us look at what Mr. Blough has pointed out as the
abuses. but let us look at what is the overall picture in construction and
in manufacturing.

Mr. BLOUGH. Let me add another thing. You have to look at the
leadership areas, you have to look at the General Motors settlement,
You need to look at the construction settlement, the railroad settle-
ment, the trucking settlement. You need to look at the printing set-
tlement, and I hesitate to suggest it, but you need to look at some of the
impending settlements that are coming up this year that are very
important.

Chairman PROXMIiRE. I am hesitant to suggest it, but I say we also
need to look at the kind of steel price increases recently imposed by
Bethlehem Steel and by United States Steel at a more moderate rate,
and we have to look at those and consider whether they were justified
or inflationary. I may say part of that was in anticipation of a union
settlement to come in compliance with the General Motors settlement.
But if you are going to anticipate a big wage increase by a price
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increase, it seems to me you are going to encourage it, and that is goingto push inflation.
Mr. BLOUGH. I am not here to talk about steel. I am no longer con.-nected with United States Steel except as a director. But let me saythis, that you heard this morning from the several Governors who werehere, and I also heard, what was happening in the country. They didnot talk about it, but a great part of their problem, Mr. Chairman. isjust what I have been talking about, and that is the wage-push that isaffecting all of the costs in the individual States.
Now, this is happening in New York City, it is happening in otherplaces in New York State.
Part of the problem that you are observing here is the effect of wage-push inflation all over the country, and you have just seen the begin1ning of it.
Chairman PROXmIIRE. I think that is right. But I think we can copewith it better if we can understand what does lie behind it, whether ornot there is any equity in it, and for that reason I would like to callyour attention to the fact that the Economic Indicators say that incontract construction hourlv earnings are now $5.40. I am told in thisindustry workers work only about 1.500 to 1,600 hours a year, not2,000 a year as is typical for the economy as a whole.
You do not, they do not, engage in construction at the same pace.*Wlhen it is very cold or when it rains or when-and very often there areperiods in which they simply do not work because the jobs are notthere.
At any rate, the yearly income for a highly skilled workman onthe average is about $8,000. Now, on that income, the workmen build-ing a $25,000 house could not afford to buy that $25,000 house.
Mr. BLOUGH. Let me say this, that the averages you are referringto there are not for those who are spending their full time in con-struction under present-day employment cost increases. I have readyou some of the averages that are occurring. I realize that in construc-tion the data are very, very insufficient. I understand that the Bureauof Labor Statistics has underway some additional data collection pro-cedures that are being prepared with respect to construction data.If I wvere examining this, I would find out what was going on inthe industry as distinguished from some very, very outmoded data.Chairman PROxivIiRE. Well, I think it is most useful to call our at-tention to, as I said, and there is no question that, contract construc-tion wages have increased twice as rapidly as in manufacturing or asin the rest of the private sector.
But let me ask you this: Are you aware of the practice in construc-tion of pyramiding costs; that is, the builder is given a percentage ofthe cost of building as his fee? The architect gets a percentage of thecost, so there is no incentive really for the builder to hold down costs.He makes his big settlement with the union which gives him a bigprice increase, and that helps him because that means he gets a per-centage of the cost as a fee, and he has reason to have a weak resistance

to unreasonable demands. The architect is in the same position to theextent that he has any influence over settlements.
Mr. BLOUGH. Well, I am not here to defend every practice in theconstruction industry. I think it is time the construction industrylooked at all of their practices. But I would say this: that the basic
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problem in construction is the one I pointed to, along with the lack of
,management and the loss of productivity. Anyone who is connected
-with it, including, I am sure, some of the general presidents of some
'of the construction unions will agree with that.

Chairman PROXmIRE. I just wondered if this is true that labor costs
are the principal problem, and you know the increases have been great,
and the cost of housing and construction, land, must be 15 to 25 per-
cent, and in housing the money costs are as much as the house itself;
the rest are materials, closing costs, bank fees, et cetera. The cost of
the labor on the site, which is construction labor, is a small fraction,
very small fraction, of the cost of that house.

You buy today a $20,000 home, and if the interest rate is 8 percent,
the .cost of the money is around $30,000, $32,000; the cost of the
house is $20,000, including the land, the costs, the materials,
everything that goes into it, so that the labor itself in this relationship
to the total $52,000, that is $20,000 for the house and $32,000 for the
money, so it just has to be a relatively lesser cost than these other
,elements.

Mr. BLOUGH. Mr. Chairman, I come back to two things which it may
be difficult for someone who is not connected with this to accept.
But, first of all, the construction industry is the leadership wage
industry at the moment and is pushing up all wages.

Second, in that house, while you were talking about wages on
the site, and those are going out of sight, all of the wages that go
into all the products that go into that house are involved in what I
call wage-push inflation at the present time.

Now, my premise is that the construction unions are now pushing
up their wages so high, and other wages are creeping up to catch up
to them, that all wages and all products and all costs are too rapidly
rising.

Now, therefore, it is an insufficient picture to talk about construction
costs, but I will talk about it for just a moment.

There is a very large housebuilder in the Philadelphia area who
said:

Yes, I hear what some of the labor economists are saying about the land costs

and how little the employment costs are on site.
I want to tell you, however, that I am using land which I have owned for 5

years. Two years ago a three-bedroom house was being sold, that is, erected
and sold, for something like $23,000. Today that house is $31,000, and this gentle-

man said. "The entire difference is in labor costs on the site."

Now, let me go on a little bit further. What you do not understand,
because I have not made it sufficiently clear, is that it is not only the
wage rate. It is the lack of productivity that is happening. The con-
tractors are no longer in control of what is going on on the job
site. The problem is that the control of the people on the job that.
actually do the erection, has been lost to the local unions. The employees
really do not work for the contractor in the ordinary sense. They have
not any way of getting a job-I'm not talking universally now because
there are some contractors where this is not true-they haven't any
way of getting a job without going through the union hall, and under
those circumstances the loss of management on the job is one of
the worst factors in cost increases.

Chairman PRoXMmE. Well, you have been most patient. I want to
yield again to Senator Percy, but I just wanted to say that my ad-
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ministrative assistant, Howard Shuman, a very able man, was ad-
ministrative assistant to Paul Douglas for many years, and he went
with Paul Douglas on the commission that went into housing costs
in great detail. They studied it for 2 years. They tried very hard
to document the charge about restrictive practices in the construction
industry.

They talked to hundreds of people all over the country. Every time
they would hear a complaint such as the one you have given me about
{some man, an anonymous fellow, who says the costs have increased
from $23,000 to $31,000, they would go out and find out whether they
could document, and whether they would show this was strictly a
labor cost, and they were not able to document this.

Mr. BLOUGH. How long ago was this?
Chairman PROXMIRE. This was 2 years ago.
Mr. BLOUGH. Two years ago? Lots has happened.
Chairman PROXMIIRE. You make a very powerful case. It would be

most helpful, although you have gfiven us a lot of documentation this
morning, if in these horror stories we hear, we could get as much
documentation, No. 1, th ththey can show exactly where the cost in-
crease was.

No. 2, where they can show this is a universal problem. where it
applies. This would be most helpful to Congress and the committee
in working with the union officials, and we are going to ask them
to come up to give their viewpoint, so we can have the basis of a
reasonable dialog and come to some conclusion.

Senator PERCY. I would like to ask Mr. Blough for his reaction. with
all due deference to a former colleague and college professor, Prof.
Paul Douglas, I would say if they could not find any discrimination
in labor union hiring practices from the standpoint of hiring minor-
ities, they are color blind.

Chairman PROXMIRE. I did not talk about that; no.
Senator PERCY. That is part of the labor market.
Chairman PROXMIRE. I would agree with that.
Senator PERCY. If you leave out the biggest pool available today

and make it impossible for people who are black to come in-or you
won't take anyone into a glazier's union unless he is the son of a pres-
ent member-you are restricting very strictly the labor pool available
to that union and to that industry. I think we have got to break
the back of these discriminatory practices, and I have said that face
to face with the unions in Illinois, who are my constituents, my voting
constituents. They know it, and many of the most enlightened ones are
leading the fight to stop these restrictive practices.

But that discrimination and the restrictive practices have added im-
mensely not only to the immorality of what we might say is the
hypocrisy of American life when it comes to hiring practices and
discrimination, but also to real costs that in the end the poor and the
unfortunate must pay 'because of these practices.

So I must, without filibuster, turn to Mr. Blough.
Chairman PROXMIRE. If the Senator will just yield on this point, I

will say the Senator is absolutely right. He knows Paul Douglas
was always in the forefront of fighting these practices.

Sei ator PERCY. He always spoke against them.
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Chairman PROXMIRE. Of course, he spoke against them, and high-
lighted them and, of course, this was the case. I was not talking about
that practice, because that is one we all agree on. But there were other
restrictive practices charged that they just could not document.

Go right ahead.
Mr. BLOIUGH. Mr. Chairman, I do not think we should lose sight of

the main show in the main tent, and for me the main show in the main
tent that is going on now is what I choose to call wage-push inflation
rather than cost-push inflation. Anyone who examines this matter
will readily see that it is happening. Anyone who comprehends the
effect of that will have to agree, I believe, that unless something is
done about that, we are going to change the things that happen in the
United States of America. It cannot be otherwise.

You cannot increase manufacturing wages 30 percent in 3 years
on the average, and construction wages 50 to 60 percent in 3 years on
the average, without changing the nature of the United States.

Now, there needs to be something happen with respect to this wage-
push problem; and while I can go into many details, it happens that I
did not ask for the work that I now have. It was thrust upon me. But,
nevertheless, I am involved in it, and I have spent a large part of my
time in the last year and a half on this construction problem. It is
the No. 1 problem within the No. 1 domestic problem of the country.

The No. 1 domestic problem of the country is the effect of the wage
push on the total lives of everyone.

If this wage-push thing continues, you are certainly going to slow
down everything that is done. It cannot continue without creating
serious unemployment. I think there are many on both sides of the
fence-and I am talking about the union and the employer fence-who
understand it exactly as I do.

Senator PERcy. Mr. Blough, I have a couple of additional questions.
You have been very patient this morning while waiting and the time
we have taken with you.

Mr. BLOUGH. I appreciate the opportunity.
Senator PERcY. I feel very deeply about the exclusion of minorities

from the labor pool, and the discriminatory practices in the industry.
Mr. BLOUIGH. Right.
Senator PERCY. And I can understand and applaud the chairman

when he says that the unions will be brought in and have an oppor-
tunity to come forward because I have no doubt they are going to
show they are going to change the hiring practices and are in the
process of doing it. They are putting much more emphasis on train-
ing, and they are recognizing that the labor pool available and some
of the practices must be improved.

On the question of productivity let me give my own parochial
experience. Before the war, the lowest price of the movie camera we
sold-that is, World War H; in the 1940's and thirties-was $49.50.
I was bound and determined we were going to get something lower
priced and better. And we came out some 20 years later with a $39.50
camera. No one sells it at that price today, but I will bet it is not too
far from that.

We were paying people on the line two and three times as much as
we were paying them before.

Mr. BLOTIGH. That is right.
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Senator PERCY. The only difference was productivity.
Mr. BLOUGH. Exactly.
Senator PERCY. It did not matter what we paid per hour providingevery time we made hourly increases we increased our productivityand reduced our unit cost of production. Wage rates do not mean athing if we can relate it to unit increases in output and lower the unitcost of production. That is the crux of the whole matter, and I thinkthat is what we have to get at. I hope that the unions will show usthey have a full understanding and appreciation of the fact that thesky would be the limit for wages if along with it you get that pro-ductivitv increase.
Mr. BLouGn. May I say in behalf of at least two of the generalpresidents of these construction unions that within the last 6 monthsthey have sent the very story that you are talking about on produc-tivity to their members and, in effect, they said, "Boys, you have gotto shape up on productivity."
So -I think the general presidents understand this, and they aretrying to do something about it. But the fact that they are trying todo something about it is no evidence that it does not exist. It does exist,and it is devastating.
Basically, the problem is the lack of management, and basicallythe problem is that the control of the work force is in the hands ofthe local union, and that is where the crunch comes. Now, this isbecoming more and more apparent to everyone who is connected withthis problem.
I would like to tell you that some unemployment in constructionhas had a beneficial effect on wages and on productivity. I have totell you that that is not so.
I would like to tell you that the reason for the statements that wentout from the general presidents was related to their own check onproductivity. I think it was probably more related to the competitionthey are beginning to feel from the merit shop and the open shopoperators. But, nevertheless, I think it was a very commendable thingfor them to do.
Senator PERCY. I think labor, enlightened labor leadership that Iknow, is concerned about productivity. Their biggest threat is the factthat in Germany they are averaging now a 10-percent annual increasein productivity. Japan has been higher than that over recent years.We must match that increase in productivity. I saw a lot of condemna-tion of the President's revision of depreciation and amortizationschedules, but this was long overdue to help productivity.
Mr. BLOUGH. I am sure it was.
Senator PERCY. And the only way that industry can afford to buythe equipment to reduce the unit costs of production is to have realisticschedules accepted by the Government and the Treasury Department.
One of the last questions I would like to ask you is on housingstarts.
The chairman and I are both deeply interested in this field. Wesee a dramatic upsurge in housing starts which, I hope, we have hadour share in helping by pumping a tremendous amount of Federalfinancing into the field. This surge will help our economy, but do yousee if the construction industry remains unchanged, that this new
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surge will simply aggravate inflationary problems which we have

been talking about?
Mr. BLOUGH. We certainly need more housing, and there is an up-

surge in the number of housing starts, no question about that.

I am inclined to believe, and one of the reasons I am inclined to

believe, was the point made earlier that a high percentage of housing

is open-shop housing, open-shop work. I am inclined to believe that

the upsurge in housing will not be as bad from the standpoint of

pushing up wage costs as some of the other things.

Now, I again point out that where we have trouble in construction

is in the leadership areas. The leadership areas are on government

work and also on what we call the heavy work, the manufacturing

jobs, the public utilities, the big plants, the machinery and equipment

installations, the high-rise buildings; that is where you have the main

thrust of union control where the hiring hall comes into effect and

where you have the higher wages.
But I also point out to you that within construction itself you have

the same pattern as you have between construction and the balance of

the economy.
Within construction what happens in these other areas affects

what happens in housing.
Now, my predicition would be that between now and 1975 unless

something drastic happens, the costs, the labor costs, in housing will

go up materially. I do not believe increased housing starts will have

as serious an effect on inflation as though it were happening in other

areas.
Countering that, I suspect that in the other segments of construction

you will have less material put in place in 1971 than you had in 1970,

so there may be some offset.
Senator PERCY. What is the capital outlay of the Construction

Users Anti-Inflationary Roundtable per year?
Mr. BLonGH. I really do not know, but many of the members have

important expenditures. But I really do not know what it is.

Senator PERCY. It is an immense figure.
Mr. BLOnGH. It would be a very important figure and, of course,

the reason they are concerned is the very reason I outlined. What hap-

pens in construction is this: They do not employ these people, they

hire the contractor to do the job. But what happens in the wage rates

of the contractors' men affects the wage rates the construction users

have to pay.
It is this ripple effect that is important.
Senator PERCY. The emphasis today has placed the major part of

the blame on the unions. I know your sense of fairness to realize that a

certain burden of responsibility must be shared also by the users

themselves.
Is there anything that can be done in the scheduling of labor con-

struction projects to reduce costs and to take the pressure off infla-

tion? Right in my own State, in Joliet, Ill., in the Union Oil Co.'s

refinery there, it seems the scheduling of that project was such that it

brought a tremendous inflationary pressure on wage rates simply by

the way it was done.
Mr. BLOUIGH. Two things on that. First of all, there is no wish on

my part to be unpleasant to unions, as such.
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I do, however, reserve the right to oppose a particular union policy,
and that is what I have been talking about today. It is the union
policies that are up for question as distinguished from the unions
themselves.

With respect to scheduling, I do not know if anything can be done
about that. One of the principles that we operate on is to advise the
individual construction users to check the labor market in the individ-
ual areas where they are planning construction. It is difficult, however,
for a public utility that has to serve, let us say, a given city of Nash-
ville, or Tampa or Houston to put that plant in a place where it is eco-
nomically unfeasible. So there is a limit to that.

The big answer to your question is to remove the union restrictions
on apprentices and on more craftsmen in the union trades, and then
there won't be so much a problem about building the structures and
there won't be so much strain on taking an extraordinarily large build-
ing and fitting it into a total picture.

Senator PERCY. Is it your feeling that there is plenty of labor avail-
able trying to get in but it simply cannot get in because the doors are
closed?

Mr. BLOUGH. Well, and as you pointed out a while ago, that applies
particularly to the minorities. I do not want to leave the impression
that the construction unions are unmindful of their problems. I think
they are quite mindful of their problems.

I do want to say, however, that the individuals who will appear be-
fore you will be speaking from their national point of view as dis-
tinguished from what is actually happening out where the contracts
are made. The contracts are not made in Washington. The local re-
strictions are not made in Washington. The problems are arising in
the 10,000 or more locals all over the country.

Senator PERCY. Yes; we will bring them right down to the local
situation.

What is your personal impression of the President's proposal for
regional bargaining in the construction industry?

Mr. BLOUGH. I do not believe that I am prepared to answer that
because the President spoke in very general terms, and I have not
seen anything which is said to be the product of the administration.

There is a problem there in the construction industry, so many prob-
lems that it is hard to enumerate them all. One of them is the manner
in which the industry is structured at the local qevel when it comes to
negotiation.

Senator PERCY. Could you speak for the construction users in re-
sponding to the President's proposal to cooperate with his plan for the
stabilization of the construction industry? He has called, as I recall,
for the construction industry parties to come up with proposals in 30
days.

Mr. BLOUGH. The answer to that is that the construction users were
not included in that plan. This only applied to the unions and the
contractors. I am not asking to be included. All I am saying is that
certainly we will try to be helpful. But the problem was properly laid
out by the President to a group, as I understand it, of union heads
and contractors as distinguished from the construction users.

Senator PERCY. Lastly, even though you are not now directly a
head of a steel company, if you want to comment, although I would
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not press the point at all, would you want to comment on the Presi-
dent's jawboning steel prices?

Mr. BLOUGH. Well, if it is all the same to you, and in view of the
hour, I would prefer not to comment.

Chairman. PROXMIRE. We should have asked you that question first.
[Laughter.]

Senator PERCY. Thank you.
Chairman PROXMIRE. Well, Mr. Blough, I want to thank you so

much. You have done a fine job. You organized your presentation
just beautifully and dramatically, and you made a strong case. As I
indicated in my questioning, there would be some points we disagree
on. You have presented your points very well, and we will try to have
a balance and get the union people to come in and give their views.

As you say, they may agree with you.
Mr. BLOUGH. They won't agree wholly.
Chairman PROXMIRE. Well on some things. Productivity, for ex-

ample, they recognize the effect, they will recognize the effect wage
costs have had on inflation.

Thank you.
The committee stands in recess until Monday morning, when we will

hear from Walter Heller; Joseph Califano, former Special Assistant
to President Johnson; and James Farmer, former Assistant Secretary
for Administration, Department of Health, Education, and Welfare.,
at 10 o'clock, in this room.

(Whereupon, at 12:55 p.m., the committee adjourned, to recon-
vene at 10 a.m., Monday, February 1, 1971.)
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The committee met, pursuant to recess, at 10 a.m., in room G-308,New Senate Office Building, lion. William Proxmire (chairman of

the committee) presiding.
Present: Senators Proxmire, Humphrey, and Percy; and Represent-

atives Bolling, Reuss, and Brown.
Also present: John R. Stark, executive director; James W. Knowles,

director of research; Loughlin F. McHugh, senior economist; Courte-
nay M. Slater, economist; and George D. Krumbhaar, Walter B.
Laessig, and Leslie J. Barr, economists for the minority.

OPENING STATEMENT OF CHAIRMAN PROXMIRE

Chairman PROXMIRE. The committee will come to order.
Tomorrow the Subcommittee on Economy in Government willhold another day of hearings on foreign military assistance and the

State Department will be represented by Secretary Irwin.
This morning's session will conclude our special hearings on "Eco-

nomic Prospects and Policies."' During these hearings we have identi-
fied many different aspects of inflation and recession. We have focused
a good deal on the financial crisis which has been created for State
and local governments. We have looked, too, at the costs to the con-
sumer, the worker, and the businessman. We have examined solu-
tions as well as problems. We have heard several proposals for con-
trolling inflation, for restoring employment, and for improving the
fiscal balance among levels of government.

This morning in Walter Heller, Joseph Califano; and James Farm-
er we have three witnesses extraordinarily well qualified to sum up
the economic situation and place in perspective all of the diverse in-
formation we -have gathered at these hearings. Among them, our
three witnesses have held positions of great responsibility in three
different administrations. Among them they bring us a wealth of
experience in assessing national problems, measuring available re-
sources, and directing resources and efforts where they are most
needed.

Walter ITeller is an old friend of this committee. We have always
looked forward to having him appear before us, both when he held
the office of Chairman of the Council of Economic Advisers and since
then as a professor of economics who has been most generous in the
amount of time and energy he has devoted to assisting the work of the

(385)
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committee. Mr. Heller, in 1970 we experienced by far the worst com-

bination of inflation and recession of any year since the Employ-

ment Act was Dassed in 1946. Price indicators which came out last

week gave us no reason to hope that things are getting any better. We

need your advice as badly as we ever did, and perhaps more than

ever.
Mr. Heller, go right ahead. Incidentally, if you abbreviate any part

of your prepared statement, it will be placed in full in the record.

STATEMENT OF WAITER W. HELLER, REGENTS' PROFESSOR OF

ECONOMICS, UNIVERSITY OF MINNESOTA

Mr. HELLER. Thank you very much, MaIr. Chairman.

As always it is a pleasure and privilege to appear before this com-

mittee. I am testifying today at the awkward stage, too late to guess

what is in the budget message and economic report, and still too

early to have final judgments on the administration's brandnew eco-

nomic assumptions, numbers, and policies. But given the economic

punches the White House has already telegraphed, one doesn't exactly

have to shoot from the hip in the search for economic law and order

for 1971-72. My statement this morning draws on and addresses itself

to-
The bullish-but wishful-administration forecast of $1,065

billion GNP for 1971;
The intelligent-but in major respects, mistaken-projections,

predictions, and policies of the budget message released Friday

and the economic report released today;
The firm-and commendable-commitment to the full-employ-

ment budget approach in the state of the Union message and the-

possibly too modest- followthrough of $229 billion of spending in

the budget message;
The encouraging-but highly tentative and selective-move by

the White House from wishboning to jawboning in steel, oil, and

construction;
The recent-and highly questionable-granting of a bounti-

ful bonus to business of a $21/2 to $41/2 billion tax cut in the form
of liberalized depreciation; and

The unexpected-and inexplicable-veto of the jobs and job-
training bill several weeks ago in the face of 6-percent unemploy-
ment.

With this much of the newest Nixonomics already known, one can-
not claim the immunity of ignorance. It is surely encouraging that the
President has discarded his discredited economic game plan, that he
has moved from last year's target of full-employment surplus in the

teeth of a stagnating economy at least to the target of a balanced full-
employment budget in a slowly recovering economy, that he is press-
ing the Federal Reserve to go along with his expansionary policy,
and that he has begun to use the jawbone.

But all of this does not add up to $88 billion increase of GNP for
1971, to a vigorous revival of real output coupled with inflation that
more quietly steals away. Nor do I find in the economic report either
a sector-by-sector analysis or a persuasive policy prescription to ex-
plain-
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The huge gap of $20 billion between the "standard" private GNP
forecast of about $1,045 billion for 1971-my own stands at $1,048
billion-and the administration's $1,065 billion figure; and

The even more awesome gap of $30 to $35 billion in the rate of
GNP for 'the fourth quarter of 1971-let me add, by the way, that the
Council is 'becomingly modest about the $1,065 billion figure, speak-
ing of it as high but feasible and consistent with the satisfactory prog-
ress toward a range of four and a half percent unemployment and 3
percent inflation by mid-1972.

Yet in the White House briefing on these numbers, it is reported
that a ranking administration official responded to reporters' quiz-
zical reactions to these far-out forecasts by noting that many forecast-
ers overlooked "the intricacies and mysteries of the American
economy."

Well, if this, as it seems to imply, means that the President has
some secret formula for pulling us out of the economic morass of
6 percent unemployment coupled with 6 percent price increases-a
formula for making peace with inflation and quickly thinning -the
ranks of the unemployed-I hope he reveals it sooner than his prom-
ised secret formula for ending war in Vietnam. It is certainly not
revealed in any convincing way in either his budget or economic
messages.

Nevertheless, every humanitarian concern leads us to hope that the
President -and his economic advisers turn out to be right. Perhaps
they know something we don't know; for example, how rapidly and
how far the independent Federal Reserve will ease money, or how
fast Federal budget funds can be poured into the economy. Perhaps,
in its forecasting model, 'the CEA is using more accurate and realis-
tic parameters than the rest of us. Perhaps President Nixon feels
that his bold and revolutionary programs and his -unqualified opti-
mism and enthusiasm on rising GNP coupled with falling inflation
will shake consumers out of their lethargy and bring them flocking
back into the market for goods and services.

But if the strategy misfires-if it fails to fire up consumers, in-
vestors, and the economy at the expected pace-let us also hope that
the President and his advisers will not again lock themselves into an
economic game plan that is long on promises and short on perf ormance.

Indeed, it's far too late for playing games of any kind with
our current combination of inflation with economic torpor-and I will
continue to spare the administration that terrifying word, "reces-
sion," unless and until the National Bureau of Economic Research
dubs it such. This time around, if the plan is clearly falling short as
1971 unfolds-and last week's cutbacks in GM's production plans are
an uncomfortable portent-the President and his advisers, one fer-
vently hopes, will come clean and say so. Presidents tend to fall prey
to the syndrome of smiling assurance, to the delusion that a posture
of unflinching economic optimism will find its mirror image in glow-
ing economic confidence among consumers and business.

But economic confidence simply won't grow out of replacing a
credibility gap with an incredibility gap. Owning up to honest mis-
takes and overpromises-as the CEA's 1971 report does with consider-
able candor and grace-facing the jobs and prices dilemma squarely,
and telling the American people exactly what the administration plans
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to do to overcome its mistakes-not only those of its predecessors-will
do far more to restore confidence than an overdose of dissembling dis-

course and rosy rhetoric.
This is not to withhold credit where credit is due. The President's

full conversion to full-employment fiscal thinking and planning is

hi-hlv encouraging-especially when viewed in the perspective of

his misguided attempt a year ago to hold to a balanced budget in a

sagging economy, an attempt he backed up with ringing vetoes, largely

on the grounds of the inflationary dangers of deficit spending, in the

case of badly needed welfare, education, and housing bills. Associated

with this misguided budget policy was a recordbreaking $20 billion

boner in budget forecasting-last January's $1.3 billion surplus for
fiscal year 1971 has already turned into a deficit of $18.6 billion for this
fiscal year.

Now we seem to have arrived at a truly bipartisan agreement on

the modern fiscal philosophy President Kennedy introduced nearly a

decade ago. Coupled with this conversion is a laudable shift in the

budget target from a full-employment surplus to a full-employment

balance. This gives the President at least some additional fiscal elbow-
room for an expansionary policy.

Indeed. the combination of a balanced full-employment budget and

short-term interest rates well below 5 percent is a reasonable set of

conditions for normal expansion of the U.S. economy. But let's not

forget that we're still running well below normal-the economy is

running about 5 percent below its full-employment potential, a loss

of over $50 billion a year in output. By the way, Mr. Chairman, I am

aware that the council uses a 61/2 percent figure, in other words. some-

thing like $65-plus billion below full employment potential for 1970's

fourth quarter. But that gap is inflated by the GMi strike, and I am

trying to give the administration the benefit of the doubt in using an

adjusted $50 billion figure rather than the $65 billion.
Now, griven a 5 percent GNP deficit, plus a 41/4 percent growth rate

in potential GNP in real terms, we would need 131/2 percent real

growth this year and next combined, in 1971-72, to get to full employ-

ment by the end of next year. In the face of that arithmetic, I would

sav two things:
First, wve can't get there from here, at least not without reigniting

inflation; in other words we will have to wait until 1973 for restora-

tion of full employment under present policies.
Second, under these circumstances, with so much unused capacity,

there is no reason to sanctify a balanced budget at full employment

anv more than there was to sanctify either the annually balanced or

cyclically balanced budget.
If the President is to realize the lift of a driving demand that can

achieve even his 41/2-percent unemployment target in mid-1972 or by

the end of 1972. he will either have to wheedle an aggressively expan-

sionary monetary policy out of the Federal Reserve or temporarily aim

at a deficit at full employment to stimulate the sagging investment

sector and lagging consumer demand.
On January 11, Mr. Nixon fired the opening salvo of his new fiscal

offensive in the form of liberalized depreciation giving a $21/2 billion

tax bonus to business this year, rising to over $4 billion by 1976. Speak-

ing not as a lawyer-that is, not addressing myself to the possibility

that this $4 billion tax cut may transcend executive authority-but as
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an economist. this looks to me like the wrong tax cut in the wrong way
at the wrong time. This $21/2 to $41/2 billion tax bonus-and one should
not forget that it is a permanent tax loss to the Treasury and perma-
nent gain to business unless business suddenly stops buying machinery
and equipment-is the wrong way of stimulating investment and cre-
ating jobs under present circumstances.

Let me just interpolate and say if this were the only move that was
possible, and we were in a straitjacket, where nothing else could be
done, one could make a case for it. But at a time when there is less
than 75 percent of manufacturing capacity in use, no big rush to buy
machinery and equipment will be touched off by the newly liberalized
depreciation. We have the example of 1962 when it really took 2 years-
it was not until after the big tax cut of 1964-that the 1962 measures
began to bite. It will be a long time before the billions of additional
cash flow trickle down to the creating of many new jobs.

If a really pointed investment tax stimulus was wanted, the 7-per-
cent-investment credit would give us a much bigger bang for a buck of
tax loss and also provide a sharper instrument for helping stabilize
investment and hence stabilize the economy. As I argued in vain in
1969, we should have suspended, not repealed, the investment credit.
In other words, I am not against the stimulation of investment, but the
question is the way and the time.

Going beyond the question of private capital spending stimulus to
the more basic issue of the proper priorities in the use of the country's
resources: coming hard on the heels of the President's veto of job-
training and public service jobs in December-the very kind of pro-
gram that would have helped the truly disadvantaged, the hard-core
unemployed -who are the real victims of our wavr on inflation-this
large bonus to business looks strangely out of focus. And if it's invest-
ment we want today, after a 7-year boom in private capital spending,
why not direct the $2% to $4Y2 billion into public investment, into
the sadly neglected infrastructure of State and local governments,
into antipollution projects, into public housing, into rebuilding of
the ghettos ? In short, when it comes to meeting today's needs-espe-
cially the needs for jobs for those at the bottom of the economic ladder
and the needs for investment to improve the environment and public
infrastructure-the big tax reduction to business in the form of more
liberalized depreciation simply won't measure up as compared with
alternative needs and uses of the money.

Let me turn now to the not-so-latent problem of inflation. The 1970
figures, as tlhe Chairman pointed out, give very little cause for joy, and
the December and fourth-quarter numbers are positively jolting:

For the year, the GNP price deflator rose 51/4 percent and the Con-
sumer Price Index 5Y2 percent.

For the fourth quarter, the GNP deflator rose 5.7 percent and the
CPI 5.5 percent at annual rates, dashing the happy hopes generated
by the declining pattern of CPI increases-from roughly 6 percent in
the first quarter to 5 percent in the second and 5 percent in the third.

The President's messages show a remarkable calm on the price front
in the face of these facts. They don't ignore it, but I think they are
mighty calm in light of the way prices have developed especially in
the last quarter of the year. One can only explain that calm on that
assumption (for which there is considerable justification) that 1971,
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at least, will be a year of remission on the inflation front. At last,

the economic lags that wrecked the game plan are working for us,

not against us. In 1969-70, we have already bought and paid dearly-
in lost jobs, lost profits, and lost income-for moderating inflation in
1971.

Even rather strong initiatives on the budgetary and monetary front

are not going to upset this applecart. This must be the reasoning that

underlay Mr. Nixon's confidence that he can pull out the fiscal and

monetary stops in 1971 without renewed inflation. In his messages, he

spoke confidently of not reigniting the inflationary fires. What was

strangely lacking, however, was any evidence that we are taking out

the necessary insurance to keep the inflationary chickens, or rather
vultures, from coming home to roost in 1972-73.

One might think that the gloomy price numbers I just cited would
have jolted the Nixon administration into a new activism on the price-

wage front-and perhaps it still will-into the realization that they

must use this year or so of comparative relief on the price-wage front,

when we will probably have, say, a 41/4-percent rise in the GNP

deflator instead of the 51/2 -percent rise we had last year, that they
would use that year to build up the Nation's defenses against the in-

flationary fires that will surely flare up again as the economy gets back

within striking distance of its full potential. In effect, the President's
messages largely sidestepped this critical question and seemed to trust

to luck to avoid the resurgence of inflation.
True, the Economic Report says some hopeful things about taking

steps to eliminate government interference with the competitive mar-

ket system and about more pointed reports on inflationary price and

wage decisions. And the administration has moved in the right direc-

tion in the oil, steel, and construction industries where it correctly

feels that Government is contributing to the maintenance of high

prices through import quotas and the like. But it is important to add

that unwarranted wage and price increases in those industries and

labor unions that wield excessive market power-that is, that control

the supply of labor and of products so tightly as to thwart competition
and extort excessive wage and price increases from the public (even in

the face of 6 percent unemployment and a $50 to $65 billion GNP

gap)-are unwarranted whether that power comes from govern-

ment's price-propping, import quotas, and Davis-Bacon Acts, or sim-

ply from the oligopohistic and monopolistic positions they have carved

out for themselves in the marketplace. And they should be equally fair

game for the pitiless spotlight of White House publicity, indignation,
and public censure of the type that cut the recent steel price gouge in

half.
What I am saying is there seems to be a fair amount of agreement

within the administration that where the Government is doing the

mischief, let's say, by import quotas, or by other price-propping ac-

tivities that they will move in. But unless the Government as such is

responsible for it, there seems to be a hesitancy indeed, an unwilling-
ness, to move in.

I do get a little encouragement that yesterday, Arthur Burns in "A

Moment With . ." said, 'I expect this country will move into a vig-

orous price-wage policy-we have been moving in that direction, I
think we need it."
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Well, I hope he knows something that the rest of us don't yet know.
Now, I am not about to suggest that new wage-price ground rules,

or even a Wage-Price Stabilization Board along the lines espoused by
Arthur Burns, Congressman Reuss, and others will turn out to be a
white knight, slaying all the inflationary dragons. But it can make
some difference, perhaps a crucially important difference. The fact
that Presidential persuasion and indignation do work was illustrated
in the recent steel price cutback.

Even if a new confrontation between the forces of expansion and
the forces of inflation is at least a year away, it is more urgent than
ever for the President to step forward and serve as the Nation's
ombudsman to big business and big labor, using the full persuasive
power of his office to see to it that the rule of noninflationary reason
prevails in their price and wage decisions. He has moved from the
wishbone to the jawbone, and now I hope he will give it some backbone.

A President should keep vividly in mind that the public does not
share the economist's distaste for direct controls, the economist's
fears of lost economic freedom and the inequities, bureaucratic in-
efficiencies, economic distortions, and black markets that go along
with the mandatory controls. Even those we had in wartime, in
OPA, OPS had all of those failings. But poll after poll after poll
today shows increasing majorities of the public favoring direct wage
and price ceilings in spite of all their ills.

It still remains to be seen whether this country can strike a tol-
erable *bargain between jobs and prices without direct controls. I
am not saying that this question is resolved by any means.

In large measure, the outcome will depend on the willingness of
Washington's policymakers to break loose from economic dogmas
of the past, and to balance their efforts to restore jobs and profits in
1971-72 with efforts to contain inflation in 1972 and beyond. VTigor-
ous fiscal and monetary expansion may be a good prescription for
the next year or two. But without a simultaneous and determined,
innovative, and meaningful program of price-wage restraint, it will
surely not meet the economic policy needs of the decade of the 1970's.

Chairman PROXMIRE. Mr. Heller, thank you for a superlative
statement. You have made many fine statements before the commit-
tee and this is one of the very best in every respect.

Mr. HELLER. Thank you.
Chairman PROXMIRE. Although I disagree with parts of your tes-

timony, I am sure that all of us can agree with much of it, but I
would like to ask you, first, about your reaction to the President's
implication and, I think, to the express statement made by someone
in the White House that this budget he has proposed is a kind of a
self-fulfilling prophecy. He calls it a full-employment budget, the
idea being if this budget is enacted by Congress in its present form
we will move inexorably toward the relatively low level of 4-percent
unemployment.

You indicated here that to do this you think we need more vigor-
ous fiscal stimulas. Do you think even if there is more vigorous fiscal
stimulus that you will have a self-fulfilling prophecy in a sense that
you will have full employment within a year or two ?

Mr. HELLER. Well, Senator, there is a certain self-fulfillment about
a vigorous budget policy in the sense that the added stimulus that
is injected into the economy helps raise the level of demand by con-
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sumers and by businesses, by government units, State and local as
well as Federal, and that does help us get back toward full employ-
ment.

But when you are in a period of very weak private demand, awhen
the surveys all show that plant and equipment investment is going to
be below in real terms this year what is -was last year, when you have a
dispirited consumer-let's see. 73 percent of the consumers told Mr.
Gallup they expected worse unemployment this year than last as
against 57 percent a year ago, and something like 70 percent said they
expected economic trouble as against a much smaller percentage a year
ago-when you face that kind of a situation, a very flabby demand
situation, even the advance to the full employment budget concept.
for which I do commend the President, is not necessarily self-fulfilling.

WA;hen there is a weakness in private demand to the extent they have
today and a $50 to $65 billion GNP gap, we may have to go beyond
balance

Chairman PRoxIRE. After all, didn't we have something close to a
so-called full employment budget last year, something close to it?

Mr. HELLER. Something close to it.
Chairman PROXMIRE. And we had unemployment increase during

the past year very greatly by, what, a million and a half?
Mr. HELLER. Right.
Chairman PROXTIRE. Something like that.
Mr. HELLER. Right.
Chairman PROXMIRE. And we had a deficit of $18 billion, we are

working now on a deficit of $18 billion. I don't know what it Dwas
in calendar 1970, but it was very large, but we didn't move toward
full employment, we moved away from it, and I think there is some
feeling that while this undoubtedly is a favorable factor in moving in
the direction of employing your resources, it is far less decisive and
less effective than many thought it was in the past.

Mr. HELLER. Well, I do not believe all the returns are in. Needless
to say! our first disappointment came in the surtax of 1968 which
didn't have as much bite as we expected. But we should also recognize
that there are very substantial lags in policy. Before either a fiscal or
a monetary move that is made today really has its full impact on the
economy, it is 6, 9, 12 months. Fiscal measures will move faster in this
respect than monetary. So that by itself this is not a self-fulfilling
budget.

Chairman PRoXMNIRE. Let me ask you this: You have a very pessi-
mistic conclusion, that we cannot get to full employment even if we
use other more vigorous policies by 1973, as I recall.

Mr. HELLER. Excuse me. It will take until 1973 to get back to 4 per-
cent unemployment.

Chairman PROXMIRE. To get back to it.
What about a combination in addition to what the President has

proposed, No. 1, public service employment on a large scale, No. 2,
better planning for conversion from defense to civilian employment.
I notice that the Economic Report says we have 1.1 million people
out of work because of the cutback in defense during 1970, but they
haven't made any significant plans that I know of for reconversion.
No. 3, comprehensive incomes policy, mandatory controls, if necessary.

Would that get us there sooner tban 1973, get us to full employment
before 1973?
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Mr. HELLER. Well, if I understood your question correctly, you
threw in mandatory controls at the end.

Chairman PROXM3IRE. Well, I threw those in at the end because if
you are going to have this vigorous a program of recovery and have
it sustained. and not have us back and fill, we perhaps will need some-.
thing like that.

Mr. HELLER. Given the combination you have just specified, a vig-
orous public service jobs program which I thoroughly endorse, given
very vigorous fiscal and monetary policy, given either strong enough
incomes policy or a mandatory controls policy, which I regard obvi-
ously as an absolute last resort, yes, we could get to full employment by
the end of 1972.

Chairman PROXMIRE. I agree with that.
Mr. HELLER. But I repeat the numbers. Last year we grew at sub-

zero levels. In other words, we grew at minus 1 percent or so because
of the GM strike.

What is being proposed is that we grow by 131/2 percent or if you
adjust for the additional 11/2 percent we are out for the GM strike, 15
percent in real terms in 2 years. Fifteen percent in real terms in 2 years
would mean we would have to have-and let's be very optimistic on
inflation for a moment and say we could average 31/2 -percent infla-
tion-would mean our GNP would have to grow by about $110 billion
both this year and next to get to full employment in 2 years.
Now that is a whopping growth, and I don't see anything in the cur.
rent set of policies that has a prayer of getting us there.

The combination you set with mandatory controls to prevent infla-
tion could perhaps get us there sooner, and what I am willing to do
obviously is pay some price to maintain our economic freedom.

Chairman PROXMITRE. I say I agree with you wholeheartedly in man-
datory controls only as the last resort. I do not favor them now. My
time is up.

Congressman Bolling.
Representative BOLLING. Mr. Heller, I agree with the chairman that

as usual this is an excellent statement, But I would like to confine
myself to a subject you do not mention and for the reason-

Mr. HELLER. One that I was sure would come up.
Representative BOLLING. The question of revenue sharing-and the

reason I do so is I strongly suspect that the argument over revenue
sharing is going to be used as an excuse by some for not having a
clearer economic policy, and by others as a deliberate method of
obfuscating the situation as it developed. It lends itself to wonder-
ful debate in the 1972 election over who shot John, and I think it
is, therefore, important in this record to elict some comments from
you on your attitude toward revenue sharing, particularly because the
President has so generously attributed the original idea to you. I think
you deserve the credit but I suspect the reason why he is so generous
in giving you all the credit.

Now, I notice you were kind enough to call my attention to the fact
that there is a letter from you to the editor of the Wall Street Journal
printed in today's edition which clarifies one of the questions that
arises. There is an argument already in Washington as to whether
revenue sharing is going to have any effect on deficits, whether it
is going to be only undertaken when we have surpluses, the actual
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surpluses, and so on and so on, and I wish you would-I would
like unanimous consent to put this particular letter in the record.

Chairman PROX3IIRE. Without objection. it will be placed in the
record at this point.

(The letter referred to follows:)

[From the Vall Street Journal, Feb. 1, 19711

LETTERS TO THE EDITOR

MR. HELLER'S POSITION

Your throughful editorial "Thoughts on Revenue-Sharing (Jan. 18) is in

error in stating that "Mr. Heller, you'll recall, envisioned the Federal Govern-

ment distributing surplus revenues to the states and cities."

The per-capita, no-strings-attached, tax-sharing plan that I developed for

President Johnson in 1964 (in collaboration with Joseph Pechman's Presi-

dential Task Force) was at no time or in any way limited to the distribution
of surplus Federal tax revenues.

The basic idea was, and is, to let the state and local governments tap

the superior, growth-responsive Federal individual income tax in such a way

as to promote, not undermine, their independence.
Because the plan was developed and publicized at a time when there was a

prospect for a Federal "fiscal dividend" (which disappeared with the Vietnam

war and has not yet reappeared), some observers got the mistaken impression

that the plan was somehow related to Federal surpluses.
To lay this mistaken notion to rest, I said the following in my Godkin

Lectures at Harvard in early 1966:
It also goes without saying-or at least I thought it did-that the Federal

commitment to share income tax revenues with the states would be a con-

tractual one, good through thick and thin, through surplus and deficit in the

Federal budget. But since privately circulated memoranda have labeled the plan

"surplus grants," and pounced on its supposedly fatal flaw of being payable only

when the Federal Government has a surplus, it is perhaps worth underscoring

the obvious in this case. The plan would hardly have its claimed advantages of

stiffening and strengthening state and local governments if they were last in the

fiscal line, ever fearful that the revenue bounty might suddenly be withdrawn.

The very nature of the proposal calls for them to be first in line for their modest

share of the income tax, even if it means that the Federal Government hag to bear

the brunt of periodic deficit financing-which, indeed, it can do much more readily

and appropriately than state and local governments.

WALTER W. HELLER,
Regents' Professor of Economics,

University of Minnesota.

Former Chairman, President's Council of Economic Arvisers, 1961-61,.

Representative BOLLING. I would like your comments on revenue
sharing as it affects deficits and general revenue problems of the
Federal Government.

Mr. HELLER. Well, in general, Mr. Bolling, what revenue sharing
would do, or the way it should be thought of in the Federal budget,
is just like any other Federal budget expenditure. It would be funded
through thick and thin, it would be financed whether you had a deficit
or a surplus, it would be a first or prior claim by the States and locali-
ties on a particular chunk of the Federal individual income tax.
Whether it be 1.2 percent or 2 percent of the base is a matter for
discussion.

The reason that people began to identify it with the surplus was
because when we first discussed it in 1964 we were hoping for a fiscal
dividend in the form of a faster growth of Federal revenues than
the growth of Federal expenditures. Then came Vietnam and also
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a greater awareness, thank heaven, of the problem of poverty and pol-
lution, the environment, the ghettos, and it turned out that our fiscal
dividend simply did not appear.

But the idea of revenue sharing was never dependent on the exist-
ence of that fiscal dividend. The Federal Government has superior
revenue-raising power and if it needs to raise tax rates to finance
revenue sharing, then it needs to raise tax rates to finance revenue
sharing. In other words, it can do so with far better power, more
efficiently and with much less pain and adverse consequences in terms
of interstate competition and so forth than States and localities.

So, in brief, the idea of revenue sharing does not depend on the
existence of a Federal surplus.

I would like to say just one other thing on this front. Knowing the
difficulties that exist in the political path of revenue sharing, at least
we in Minnesota-and let me note that the unusually distinguished
junior Senator from Minnesota just came in-we in Minnesota are not
counting on revenue sharing in the budgeting for the next biennium.
Our young and superb Gov. Wendell Anderson is asking, believe it
or not, in a State of 3,800,000 people, for some $760 million of addi-
tional revenues for the next biennium because of the new demands
on government and because of the poor state of the economy. I made
a rough calculation that if the economy were operating at full employ-
ment, he would only have to ask for about $470 million. In other
words, underemployment, underutilization of the economy, is costing
the State of Minnesota nearly $300 million in revenue in the next 2
years out of a total budget of $3 billion.

Nevertheless, this is an indication of how desperately the State
of Minnesota, along with other States, does need these revenues that
would come from revenue sharing.

Representative BOLLING. I think that answers the question.
Chairman PROXMIIRE. Congressman Brown.
Representative BROWN. Mr. Heller, in your statement you suggest

that we have paid in 1969-70 for moderating inflation in 1971, but
in fact wasn't that a payment for the inflationary spiral which began
in 1968 with what was something considerably apart from the full
employment budget concept in 1968 when we had the massive deficits
at something less than 4-percent unemployment ?

Mr. HELLER. There is no question but that the Nixon administra-
tion started with a legacy of inflation left by the preceding adminis-
tration. Going back a bit, we were moving nicely, I might even say
beautifully, toward full employment in mid-1965 under the gentle
zephyrs of the tax cut. We were even running a surplus in the Federal
budget in the first half of 1965 after a Federal tax cut of $12 billion.
We were moving toward 4, we were down to 41/2 -percent unemployment
by mid-1965. Then, of course, escalation in Vietnam struck, and added
$25 to $30 billion to what was already a full employment program.
That $25 to $30 billion was not matched by either expenditure cuts
or more appropriate tax increases in the Federal budget and, as a
result, we had a $25 billion deficit at full employment, and that was
simply wrong policy. I am not about to allocate the blame for that.
I think that President

Representative BROWN. You were not involved in that policy, were
you?
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Mr. HELLER. I did not favor it, but I was involved in this sense:
Although I was already out of Government, President Johnson has
said publicly, that all his advisers, both inside and outside of the
Government, advised him to go for a tax increase at the beginning
of 1966-this is on the public record but that he felt he could not get
it from the Congress. As I say, I don't want to enter the political
jugdments in this case. There is no question that a sensible policy

Representative BROWN. So, in effect, you said earlier something
about the 1968 or the surtax increase not being sufficient. It wasn't a
matter of its being insufficient, it was a matter of its being terribly
tardy, wasn't it?

Mr. HELLER. It was terribly tardy as far as 95 percent of the coun-
try's economists are concerned. Of course, 95 percent can be wrong,
but in this case they were right in believing we should have had a
tax increase right at the beginning of 1966, and even a 5-percent surtax
at that time would have been more effective than a 10-percent tax
late in 1968.

So what I am saying is that one cannot deny-nor do I think my
colleagues do-that the Nixon administration was presented with a
very tough inflation problem before they took office. But they have
had 2 years in office now, and the unemployment has gotten worse
and the inflation, although showing some signs of improvement, has
also gotten worse.

Representative BROWN. Let's talk about the 2 years, if we may. You
talked about. in your statement. President Kennedy introducing
nearly a decade ago the modern fiscal philosophy of a full employ-
ment budget. We had the Committee on Economic Development and
they took some credit for introducing it in 1947.

Mr. HELLER. Excuse me.
Representative BROWN. In concept.
Mr. HELLER. Yes; that is correct.
Representative BROWN. So I guess it really never got into Govern-

ment or what you are saying is that it never got into Government
until President Kennedy took office; but I am not so sure, as I read
the statistics from that period of time, that it got effectively into
Government then.

Now, we had a 6-percent unemployment level during the first few
years of the sixties, most of that under President Kennedy's leader-
ship; and, as I recall, we had a full employment budget surplus, did
we not?

Mr. HELLER. Yes; that is right.
Representative BROWN. And that is not the policy we should have

pursued, if I understand the philosophy right, in order to get that
6-percent unemployment rate down to 4 percent; isn't that correct?

Mr. HTELLER. Mr. Brown, first of all, it takes time to educate Presi-
dents in economics, and that is why I said "about" a decade ago, be-
cause Mr. Kennedy did not adopt the full employment budget con-
cept in 1961.

Representative BROWN. In fact, on the full employment budget con-
cept what was done in the early sixties was not the right thing to do,
isn't that correct, to run the surplus?

Mr. HELLER. Let's be clear on the statistical record. The full em-
ployment budget surplus in a $500 billion economy, not a trillion dol-
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lar economy, was $14 billion when Kennedy took office. It went down,
not steadily, but it went down, to about $11 billion by the time the
tax cut concept was introduced and the tax cut that was planned in
1962 and introduced in 1963 was aimed explicitly at removing that
surplus.

Now, it also should be remembered-and I am getting reasonably
tired of Mr. Nixon's constantly talking about the high levels of un-
employment in the early sixties-it should be remembered that Mr.
Kennedy entered office with 7-percent unemployment, and with a set
of economic policies or a set of economic philosophies in this country
that was very slow to be converted to the full modern economics of
the full employment budget.

That unemployment rate went down steadily. It was too slow, I
grant you that.

Representative BROWN. I wvas going to ask, my time is up-
Mr. HELLER. It was on its way down.
Representative BROWN. How long does it take normally?
You suggested we wouldn't be able to get it before 1973. How long

does it take normally before it is accomplished? It apparently was not
accomplished in the sixties with full employment budget policies.

Mr. HELLER. We went from 7 to 41/2 percent in mid-1965. That was
not fast. But at that time we were not yet committed in a bipartisan
way and let's say, at both ends of Pennsylvania Avenue, to the full use
of our modern economic tools. We are now. We shouldn't have to take
as long today to move from 6-percent unemployment to 4-percent un-
employment as we did in the early sixties. I assume there is progress in
this country, and we ought to make use of our past experience and our
past mistakes, both Democratic and Republican.

Chairman PROXMIRE. Congressman Reuss.
Representative REUSS. Thank you, Mr. Chairman. Mr. Heller, I

want to commend you for a great analysis. Without having had an op-
portunity to read the Economic Report, you ha-ve delivered a bettercritique of it than a good many who have.

Do you recall that line in Keynes' "General Theory" which goes
something like this:

Practical men who believe themselves to be quite exempt from any intellectualinfluences are usually the slaves of some defunct economist. Madmen in authoritywho hear voices in the air are distilling their frenzy from some academic scrib-bler of a few years ago.

Mr. HELLER. A few decades sometimes.
Representative REUSS. Doesn't it do your academic scribbler's heart

good to contemplate that the 8- or 9-year-old Heller revenue sharing
plan is now being hailed as revolutionary by President Nixon and for-
warded by him in almost its original condition?

Mr. HELLER. WVell, it would do my heart more good if we didn't have
what we in Minnesota would call the "Front Four" opposing it. If
Mr. Mills, Mr. Byrnes. Mr. Mansfield, and Mr. Albert were just a
little bit more favorable, I would feel just a bit better about it.

But I am glad to see the revenue-sharing program introduced be-
cause I do feel it supplies an important missing link in our federalism.
Until we put at the disposal of the hard-pressed State and local gfovern-
ments, part of whose trouble is just sheer lack of funds. until we put
at their disposal some of the superior fiscal power of the Federal Gov-
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ernment, I just don't think they are going to be strong enough to hold
up their end of the balanced federalism.

Representative REuss. You also advocated at least 8 years ago
the idea of the President having discretionary power to jiggle the
Federal income tax rates. You may have noticed the other day the
President jiggled the corporate rates, by rapid depreciation, to the
tune of about a $4 billion tax reduction-

Mr. HELLER. That is not just what I had in mind.
Representative REuss (continuing). For corporations. Now maybe

he did this illegally. We can't pass on this here but at least you can
have the satisfaction of knowing that Hellerite jiggling is now
commonplace.

Mr. HELLER. Do I have to accept the "Hellerite jiggling?"
[Laughter.] Well, as you know, I believe that fiscal policy in this
country -would operate a good deal better, a good deal more effec-
tively, if the President had some limited powers for temporary tax
changes particularly in the basic individual income tax.

Representative REuSs. Power includes the power to err. In this
depreciation case, he sure erred, didn't he?

Mr. HELLER. My statement tries to make that clear. Yes; I think
that was a mistake.

Representative REuss. Another case of early academic scribbling
is in this full employment balanced budget, isn't it?

Here we have an actual deficit which the administration admits will
be on the order of $12 billion and which many say may be closer to $25
billion, and all of this is hailed as a balanced-at-full-employment
budget.

Let me ask you in that connection if a so-called full employment bal-
anced budget which, in actuality is a big deficit because you 'are op-
erating at undercapacity, guesses wrong, and if at full employment,
far from being in balance, it would have a considerable deficit, then
the fiscal managers wil, have done a bad thing, will they not; then
they will have overcompensated and started up an inflation again;
is that not so?

Mr. HELLER. That is so, and, of course, this is one of the uncertain-
ties in fiscal management.

I personally believe we should be aiming, if we believe the numbers
that we see about the underutilization of human and physical re-
sources in the economy, I personally believe for the time being, we
should be aiming at a full employment deficit to get enough stimulus
out of the budget.

But the wisdom of fiscal management is then to move taxes up suf-
ficiently or slow expenditures down sufficiently so, as we approach
full employment, we not only hit a balance-or if private invest-
ment spending is terribly strong-that we actually run a surplus to
curb inflation and lubricate investment spending in the country.

So it is a tough job of management and I am not one to denigrate
that for a moment.

Representative REuss. But in any event as one moves, and one hopes
rapidly, toward fuller employment, you are quite clear in your state-
ment, and I certainly agree with you, that one needs a vigorous attack
on inflation at the same time, otherwise you are going to get your
growth thermometer looking beautiful, but it is all inflation, no real
growth; isn't that so?
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Mr. HELLER. That's right, and we will run into the same kind of
stop-go economics that unfortunately the United Kingdom has
exemplified all too well.

Representative REuss. Now, my final question, that being so, and
if, as you believe, long-term, wage-price guideposts worked out on a
voluntary basis by labor and management are likely to be necessary
for a full employment without inflation economy, wouldn't it be a
good idea for the administration to put on an immediate temporary
across-the-board freeze on prices, wages and salaries for 3 to 6 months,
while it endeavors to work out with labor and management such a
long-term policy? Labor has made it clear that it isn't going to adopt
guideposts without such assurance of full employment without infla-
tion, and the question I put to you is, are not the minor deprivations
of economic freedom inherent in such a short-term temporary freeze
less than the economic dangers of continued inflation or feckless and
unfair jawboning which if it does anything at all just hurts the
good guys and lets the bad guys go home free. Would you address
yourself to that?

Mr. HELLER. Well, this I find a terribly vexed and vexing question,
because unfortunately I can see both sides of it.

I tend to shy away from a wage-price freeze-that is the temporary
freeze of the kind you talk about and the kind that I believe Arthur
Okun has suggested, a freeze for 3 to 6 months while you set up a
wage-price stabilization board, and work out the general concept of
voluntary guidelines. Robert Roosa has also suggested something like
this to break the inflationary psychology both on the wage and the
price side. That part of it attracts me. The part that repels me is, of
course, the people who would normally have come up for wage increases
and price increases during those 6 months (a) will either be deprived,
relative to those whose decisions fall outside the period of the freeze,
or (b) may simply ignore it. We are talking about the kind of a wage-
price freeze they had in Britain. In Britain they are a lot more
disciplined in a sense than we are here. In spite of many of their
difficulties, they are more responsive when the Government says,
"Let's have a wage-price freeze," without an elaborate bureaucracy
and set of controls. I would hope we had that much public self-
discipline here, but I have my severe doubts. In other words, I am
in an ambivalent position on this. I think we may be forced to some-
thing like this if inflation worsens.

It is certainly better than a long-term straitjacket of direct wage
and price controls in spite of its own inequities and difficulties. Yet,
it might just jolt us out of the inflationary psychology we're in. Con-
sequently, whereas a year ago I was dead set against it, I would now
say I have an open mind on it, still leaning against it but not ruling
it out if we simply can't make the grade any other way.

Representative REuss. Better ambivalent than adamant, I always
say. [Laughter.]

Chairman PROxmTRE. It is a great honor and pleasure to welcome
to the committee the distinguished Senator from Minnesota who
served for so many years with great distinction in the U.S. Senate
and has demonstrated tremendous competence in so many different
fields. This is a committee, Senator Humphrey, which as you know
has to assume responsibility in so many broad economic fields and it
requires exactly the kind of talents you bring to it in greater abundance
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than anybody who has served on this committee in my view, so it is
a great pleasure and honor to welcome our former Vice President, our
Democratic candidate for President in 1968, Senator Humphrey.

Senator HUMPHREY. Thank you, Senator.
Mr. Heller, this is my first visit with the committee and my first

opportunity to participate. This is very personal. I lost my very good
friend Fred Gates this morning, who passed away, and also a very
good friend of yours, and I was, needless to say, quite shaken by this
because he was my closest friend.

I am not an expert in economics, Senator. My expertise is in being
inquisitive about what goes on. I am a little inquisitive this morning
about what I constantly hear, that things are so much better. I want to
believe that, having been accused of being a congenital optimist, and
I would like very much to see that they are better. But what is the
evidence outside of the reduction in interest rates-which is surely a
welcome development-that the fires of inflation are being dampened.
For example. I see that postage rates for business are about to go up,
transportation costs are about to go up, medical costs are going up,
and at long last, the farmer, suffering for the last 6 months with low
prices for cattle and beef and pork, his prices seem to be going up.
Prior to December's figures, farm prices were the only thing that
caused the cost of living index to go down. Farmers were being taken
to the cleaners, with the lowest parity ratio since 1933-down to 6
percent. Farm parity is now moving up a little bit, and with service
charges going up, I wonder just what is it in the wholesale price
index that indicates we are on the road to some kind of stabilization in
prices. I would welcome your comment on this.

Mr. HELLER. First of all, Mr. Chairman, before I address myself
to Senator Humphrey's question, I want to say how honored I am
and how delighted I am that he is at this hearing. I want to express
my personal admiration and affection and respect, and agree with
you a hundred percent that he will add a great deal to the economic
wisdom of this committee in spite of the fact that he modestly says
he has questions rather than knowing the answers.

With respect to the evidence on the ebbing of inflation, you are
right, of course. You know we did get a terrible jolt in the fourth
quarter. It isn't just administration economists, it is many of us out-
side of the administration who also expected that we would have
a better price record by the end of 1969, and a better one than we had
by the end of 1970. We were not as optimistic as the administration.
My own forecast for where the inflation rate would lie was about a
percent above the administration and a percent below the facts.

Insofar as we have any optimism about the performance of prices
this year, it is based on two or three things. One, that as you take
the longer run trends, take 2, 3 years now we are finding that the
rise in prices in industrial commodities has been tapering down.

You are right, a part of the good record earlier in the year was at
the expense of the farmer, no question about it, and that is probably
going to go the other way now so that is going to be workingr against
us. But the rate of increase in prices of industrial commodities has
been slowing down.

Second, the overall wholesale price index has shown a reasonably
good performance, again in considerable part because of food but
not entirely.
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But then going beyond the indexes themselves, some of the eco-
nomic forces that are at work ought to give us some limited relief
from inflation this year, even if we have a strong fiscal and mone-
tary expansion.

The reason for that is that productivity is rising. You know even
with the miserably poor performance that we have had in 1970,
as far as production is concerned, we did have some increase in pro-
ductivity, rather impressive increases in productivity per man-hour.

Now, even if we get a 3 percent rise in real output in 1971 rather
than the 5-percent or so that the administration looks for, we will
combine with the cost-cutting and payroll paring and moderniza-
tion of a 1970 rise in the units of output in 1971. So with more units
of output being produced without a corresponding rise in unit costs,
there will be a more rapid rise in productivity. Third, there is every
hope, and -again one has to stress hope and expectation, that the
average hourly compensation increase in 1971 will be somewhat be-
low that in 1970.

Now this means that unit labor costs will not be rising as fast. The
combination of higher productivity and slightly lower wage increases
means that unit labor costs will not be rising as fast in 1971 as they
did in 1970. That improvement has to go somewhere, either into rising
profits or into a slower rise in prices. My guess is that, first of all, even
in a rather sluggish economy this year we will have a good profits per-
formance. Watch those quarterly figures, corporate profits after taxes
will be 12 to 14 percent over the year-earlier numbers. Second, we
will have a slower rate of increase in prices.

Now, I wind up by saying that this still comes out of an analysis
of the economic factors rather than from any very encouraging price
statistics we have had to date. Let no economist tell you that in the
present economy-that is, on its new plateau with a bipartisan com-
mitment to high employment and high growth-let no economist tell
you that he has the surefire answer to what inflation is going to be
in the next year or two.

We are operating in essentially a new environment, in a new en-
vironment in a narrow band around full employment, and the param-
eters, the equations we derive from past experience, have obviously
gone wrong, again and again, and that goes for Democratic econo-
mists as well as Republican.
* So every one of us who speaks about what is going to happen in the
future about inflation must speak with some humility and also with
fears of inflation breaking out again once we get close to full em-
ployment.

But in sum, my 'best judgment is that we will have some relief from
the tightest or most intense inflationary pressures during this year,
and we ought to use that year to put into play some honest-to-goodness
tough White House wage-price restraint policy.

Senator HnMIPrIREY. Mr. Chairman, are -we going to have Mr. Heller
back at another time on revenue sharing?

Chairman PROXMTRE. I am sure we will have him back in the course
of the year. But we have no scheduled hearings on revenue sharing
coming up. Of course, that is outside of our committee in a sense in
that the Ways and Means Committee and the Finance Committee will
act on specific legislation. Feel free to ask him about revenue sharing.

Senator HumPuiEy. Do I have time?
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Chairman PROXMIIRE. I understand your time is just about up, but
let me say we can have an additional round. We do have two very
distinguished witnesses coming up and we hope we can hear them cer-
tainly but go right ahead.

Senator HUMrHREY. The only point I wanted to ask you in light of
your advocacy of revenue sharing, my own conversion to it. and how
much more we need to know about it is this: I was reading in the
Louisville Times of Friday of this past week, a lead editorial. It dis-
cussed a meeting in Atlanta in which the Vice President was briefing
Governors, city officials, supervisors. county judges, and other State
and local officials. The article, incidentally, was brought to my atten-
tion by Judge Hollenbeck of Louisville-he would be a cointy su-
pervisor out our -way-in which the Vice President indicated, and
I want to get the exact language because I do not want to misintercret
his comments or to misread them, but he indicated with revenuie shar-
ing we might even have an opportunity to reduce State and local
taxes.

This set off a very heated discussion. The problem, as I see it,
with revenue sharing, with the Front Four, and with some of those
who may not be in the Front Four, is the lack of a definitive concept
and program. We don't yet know what the administration really has
in mind. My hope is that we would not choose up sides and oppose it
until we really find out what it is the administration proposes.

Now I would appreciate any enlightemnent you might wish to give
us about what you think are standards or principles around which
revenue sharing ought to be moved.

Mr. HELLER. 'Well, first of all, may I say MIr. Chairman, while I
realize that revenue sharing is not within the first competence, so to
speak, of this committee, it could be, you know, a verv effective eco-
nomic instrument. Those mayors and Governors are simply panting
for additional revenues. Even this huge $760 million tax increase that
our Governor Anderson of Minnesota is asking for the coming bi-
ennium represents a very severe cutback of many State programs.

In other words, on that first point that you were raising-would
this go into State and local tax reductions?-that very little of it
would go into such reduction. It would, of course. go in part into
slower tax increases than we otherwise would have had. We would
be taking the good progressive Federal income tax and substituting
it for increases, by and large, for State and local property, sales, and
other regressive excise taxes. But most of it. I am sure, would go into
better services.

The pressures are so enormous that the limits are reallv in the form
of the available revenues, -and if these revenues were increased we
would be, I am sure, in a position to provide better services. and to
strengthen the fibers of State and local government.

Now, I think the principles on which these revenues should be dis-
tributed are, first, that it should be on a per capita basis with, how-
ever-which I find missing in the Nixon program-an extra kicker of,
say. 10 percent of the revenues for equalization for the poorest, say,
1.7 States. There is a great opportunity here for helping remove some
of the terrible inequalities among different States, and I would like
t o see that part of it strengthened.
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Second, I am glad to see the Nixon administration moving to some-
thing like a 50-percent passthrough to localities rather than some 30-
some percmnt that the President had in his program as introduced in
1969. I think that is an important principle, that some of these reve-
nues must be directed to those areas, especially the urban areas, which
are so desperately in need of additional revenues.

And, thrd, I feel strongly that once they have those revenues the
only way hey can really contribute to more self-reliant, more inde-
pendent State and local government is not to have any hamstrings
attached I don't like to put it "no strings attached" because I fear that
could lAppen so far as civil rights considerations are concerned and so
forth I think there has to be rather tight control of that kind, and
acounting controls, but State-local government should not be ham-
stbng in the use of those funds.

Lots of those funds can be used for rather humdrum activities of
Jovernment that have a great deal to do with the quality of life, and

yet are not subject to Federal grants-in-aid.
And a final point, I think it would be a tragedy if revenue sharing

were made an excuse for removing the very constructive and positive
Federal aid programs that we now have, and I think that has to be
watched very carefully. Looking at the analysis of Federal aids in the
special analyses section of the fiscal 1972 budget, I worry some about
this. One wants to be sure that when we add the $5 billion of general
revenue sharing, the totals of aids plus sharing really represent a real
net addition of $5 billion beyond the natural up-trend of Federal aids
in the past couple of years. Senator Goldwater in 1964 spoke of reve-
nue sharing as a substitute for all Federal grants-in-aid. I think it
would be a tragedy if that were to happen. We need a combination of
Federal categorical aids, block grants, and revenue sharing. Thank
you for the opportunity to let me make a little speech on revenue shar-
mg this morning.

Chairman PROXMIRE. I might say, apropos of Mr. Heller's response,
that I have told Governor Rockefeller, Governor Gilligan, Governor
Lucey and several of the mayors that this committee will write to the
mayors of the largest cities and all 50 Governors to ask them to give us
an analysis of the impact of the administration's revenue-sharing pro-
posal on all the programs they are getting, so we will have a response
in a month or so and we will see how it cuts, how it is working.'
I might say, while we are not having specific hearings on reve-
nue sharing, the hearings we are going to have on the President's
Economic Report will be directed to all problems. We will have Mr.
McCracken, Secretary Connally, and Secretary Shultz up before us
in the next few days beginning next Friday.

I would like to ask just one question. I might say incidentally
apropos the question of the full employment budget or full employ-
ment surplus, success does have a thousand fathers and this committee
recommended this policy back on the basis of a 1949 report in Janu-
ary 1950, I am informed, so the Government was in on it that early,
20 years ago-2 1 years ago. -

Mr. HEEu. May I interrupt to say, Mr. Chairman, that although
I referred to President Kennedy having introduced it into White
House policy, I have on many occasions acknowledged the contribu-

'See footnote on p. 323.
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tion of this committee and of the Committee for Economic Develop-
ment in the development of that concept.

Chairman PROXMIRE. The one question I have, yesterday on NBC
Mr. Burns said, I believe, "Psychology and confidence ire more
important than monetary policy at present and these fac;ors have
c'hanged for the better in the last month or 6 %veeks." lb you, in
view of your different analysis of psychology and confider~e do you
think monetary policy is expansive enough -at present with fie money
growth only at 4 percent in the last several months? I

We are having Mr. Burns up in the next few days, but I would
like to have your view's.

Mr. HELLER. Mr. Chairman, I don't think so. We need to hove a.
monetary expansion of between 7 and 9 percent, at least for the irqe
Uieing, to be consistent with even getting to full employment b1

7197<-73.
However, I don't want to focus exclusively on the expansion of the

monetary supply, nor is the Federal Reserve. Mr. Burns is quoted
as saying something like, "I never was much of a monetarist and I
am less of a monetarist than I was a year ago." Well, why? Because
he found when the Fed about a year ago shifted increasingly to the
monetary aggregates in a Friedmanesque or a Friedmanic way, that
thev had great difficulty in the management of that target, not only in
hitting it but in trying to stick to it in the face of Federal Treasury
financing that was going sour, in the face of the Penn Central situa-
tion. and so forth.

So I want to stress that in Federal Reserve policy we have to use
the dual objective of monetary aggregates and interest rates. Thank
heaven, at long last interest rates have been coming down. I don't
think the long-term bond rates are down as far as thev should be
nor the mortgage rates. We have to use that dual objective and be
sure our monetary expansion is sufficient to lubricate expansion and
meet our interest rate objective. That is the way I would look at that.

And I would simply add this point: I hope he is right that confi-
dence is improving but I want to repeat that confidence is generated
by facing up to the issues. President Kennedy, it seemed to me, did the
right thing when he said, "We are in a recession; let's recognize it;
let's do something about it," and that this is far more efective in
making the people of the country feel that they are going to have a
better economic future than just to give out rosy forecasts that have
very little possibility of fulfillment.

Chairman PROXM3IRE. My time is up.
Congressman Brown.
Representative BROWN. Well, Mr. Heller, oin that Last remark if you

were President of the United States or even that much less suspect
position, the Chairman of the Council of Economic Advisers, and you
saw what is happening in the stock market, the fact that you got private
savings at an all timne high and private debt considerably lower than it
has heu2. what would be your public posture on the future of the
economy?

Wouldn't you have a tendency to read with some degree of optimism
the figures and the portents that do exist rather than try to look on
the pessimistic side? I can understand the politics involved here but
I am talking about the psychology of the economics.
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Mr. HELLER. I am not talking about being pessimistic Mr. Brown,
but what I am talking about is laying on the table very clearly a candid
analysis of the severity of our problems, and laying right on the table
with it a program designed to meet those problems. Right now, there
are serious deficiencies, especially on the vage-price front, in so doing

Yes, of course, the performance of the stock market is a good por-
tent. The high savings rate is a good portent only if you can get the
consumer activated to use those savings. The nearly 71/2 percent sav-
ings that he has been doing in the past year, which is 11/2 percentage
points above his normal savings, is one of the things holding the econ-
omy back because it reflected sluggish consumption. What you and
I are really talking about is the question of how you can get him back
to his 6-percent rate of saving and get him to move in a confident man-
ner into the market.

Representative BROwVN. But with that saving rate when he does move
into the market, it certainly will be in a confident manner, won't it,
because he won't be rapidly increasing his debt and, therefore, bring-
ing pressure on the interest rates and starting us off into an inflationary
spiral again.

Mr. HELLER. This is precisely why I put into my statement the com-
ment if Mr. Nixon can in effect awaken this sleeping giant, the con-
sumer, then the economy will move ahead faster than the standard
forecasts.

Representative BROWN. We have to give the consumer some credit for
intelligence, too, I think. When he sees things being discussed at a
Federal level in a depressing way by public figures isn't he likely to be
a little more conservative about his spending? In other words, when
we finally get the conviction that perhaps the stock market is a sound
portent of where we are heading in the economy, don't you think the
consumer will move on, too?

Mr. HELLER. Just two quick comments on that. One problem, I think,
with the consumer's pessimism is the fact that promises have been made
again and again and again that inflation was going down and unem-
ployment was going to go down, or at least not reaching anything like
6 percent. Ile has seen these forecasts which were reaffirmed again and
again and again, j ust didn't pan out. So he has loss of confidence in that
sense in the administration's policy, and he wants the administration
to come clean with him.

Now, second, 20,percent of the people or the families of the coun-
try were affected one way or another by unemployment or cutbacks
in wage income in the past year; that is, some member of the family
was either unemployed or partially unemployed or lost overtime.
And that is why t3 percent of the respondents to Mr. Gallup's poll
last month said they expected unemployment to be even worse this
year than last. If the President's policies do not pan out, if his fore-
casts do not pan out; that 6-percent rate of unemployment w-ill rise,
not fall. Once again the consumer will say, "Well, we have been told
wre wvere going to have a booming year,"-and $88 billion of increase
is, you knowv, a pretty boomy year. If he sees that failing again, I just
have very great fears that he will pull back into his shell.

I hope the Presidentis right that we are going to have improve-
ment, I hope that very much, but I fear for the consumer reaction
and indeed the economic reaction if our hopes are once more unful-
filled.
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Representative BROWN. Historically, Mr. Heller, in recent reces-

sions, the price increase, the inflationary factor, has not leveled off

until business activity has returned to previous levels. Is that a fair

assessment of the pattern of recent recessions?
Mr. HELLER. There is a certain pancake effect, that is to say, the

price increases continue for awhile after the economy is softening or

actually going into a recession. But this time it has gone a whole year

longer than one would have expected from past relationships.
Representative BROWN. And be a great deal less sharp. In other

words, the impact of trying to cure this inflationary situation we got

into between 1967 and 1968 has in the policies followed by the ad-

ministration had a great deal less sharp impact.
Mr. HrELLER. That is correct.
Representative BROWN. In other words, the thing has been leveling

out more in the policies that have been pursued; isn't that right?
Mr. HELLER. Well, leveling out more in the sense that the rate of

increase in inflation has at least slowed down. But the slowdown

has come about a year later than we would have forecast from the

past relationships, from the very kinds of reactions you are address-

ing yourself to concerning past recessions.
Representative BROWN. Which perhaps may have something to do

with the strength of or the underlying psychology or the rather

precipitant inflation that has been built up over the period of the

last few years.
Let me ask you, I saw an article in the Wall Street Journal the

other day. The headline was, "Many Analysts Claim 4 Percent Uin-

employment Rate Is Too Low a Target." They argue that the 4-per-

cent unemployment rate in the full 'budget is less than the recent his-

torical developments in terms of what the labor market can hold up.

Do you have any comment on that? There is no point in my review-

ing the whole article here, but the impact of change in the nature of

employment and so forth was listed as, in a couple of columns in the

Wall Street Journal, the basis of this statement.
Mr. HELLER. Well, my colleague from the University of Minnesota

who is now on leave to the Brookings Institution, Prof. George Perry,

has in a very interesting statistical analysis shown that at any given

unemployment rate today, because of changes in the labor force, we

probably have more inflationary pressure than in the past. Thus, we

have a tighter labor market with a 4-percent unemployment rate today,

than we did with a 4-percent unemployment rate 10 years ago.
Representative BROWN. Less flexible.
Mr. HELLER. Yes.
Representative BROWN. Why?
Mr. HELLER. Because the composition of the unemployed group is

such that, when it is weighted according to age, sex, family status, and

wage levels, 4 percent unemployment today would really mean-I
would put it that 4 percent today represents less of a reservoir of train-

ing and experience than 4 percent would 'have meant 10 years ago. Now

that is a rather discouraging conclusion. I don't think it means that

we should therefore give up the 4-percent unemployment target. It

means we have a tougher problem of training and retraining, a

tougher problem of adjusting jobs to people and people to jobs, a

tougher labor market policy problem than we might have thought
previously.
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So I am not for a moment underestimating the difficulty of return-
ing to 4 percent unemployment. As a matter of fact, I have been em-
phasizing that difficutly partly in the light of those new data. I don't
mean by any means it is impossible nor do I think we should weaken or
undermine our unemployment target.

Coming back to your point of why is it taking so long to subdue in-
flation, since you quoted the Wall Street Journal, I, too, wvill quote the
Wall Street Journal. To my dismay they said, "Mr. Walter Heller says
inflation has sunk its roots deep," and then went on to say, "He ought
to know, since he had a hand in the gardening." In the light of my
persistent push for a tax hike from late 1965 on, that struck me as one
of the unkindest cuts of all. But the truth of the matter is that we
are in a tougher situation than we were 5 years ago or 10 years ago.
And being economic adviser to the President in 1971 is in that sense
a tougher job than it was in 1961.

Representative BROWN. Very generous concession.
Mr. Chairman, I would like to suggest, if I could, that the commit-

tee might at some point consider, since we have moved more into a
full employment budget in this administration than the Kennedy
administration, involving our witnesses sometime in a discussion on
both sides of this question of whether 4 percent is a realistic figure and
what might happen to the inflationary factor, because I think it is
worthy of some significant study.

Mr. HELLER. May I say, Mr. Brown and Mr. Chairman, when you
do, I hope you will hear witnesses like Professor Perry and others
who have been doing these superb studies at Brookings. These
Brookings Papers on Economic Activity apply the most modern meth-
ods of econometric analysis and are written by scholars with a keen eye
and sensible judgments about current developments. They take a new
look at the parameter we have been using to see whether we are using
sensible ones in the setting of policy.

Representative BROWN. If we have a labor market that is structured
to the extent we have 4-percent unemployment in a certain cate-
gory in our society and yet we still have sharp inflation, we have got a
real problem it seems to me and it deserves some study.

Chairman PROXMiRE. We do indeed. I want to apologize to Joe
Califano and James Farmer for waiting so long.

Senator Percy would like to ask just one question.
Senator PERCY. I have just one question and one comment. I do

realize we are running late. I think the question of unemployment is
very much on our minds. Could you give us the benefit of your own
experience as to what the historical course of unemployment recovery
has been-the rate of recovery following a recession-and what that
might mean as to an estimate for unemployment in the first half of
1971?

Mr. HELLER. Well, Senator Percy, the rate of recovery on the un-
employment front has depended on the kind of recession you had prior
to that recovery. When it is primarily an inventory recession, we
recover fast. For example, in the very substantial slowdown in 1967, we
had a swing of something like $22 billion in the rate of inventory ac-
cumulation, but final demand held up. That meant that as the in-
ventory situation corrected itself, output and employment bounced
back fast. In those situations, unemployment drops rapidly, and out-
put increases rapidly. But this current recession is one in which there

58-512-71-pt. 2-11
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has been-excuse me, I promised not to use the word "recession"'-in
the slowdown of 1967 70 there has been comparatively little inventory
shrinkage. That is to say, very little of it can be explained in terms
of the lesser accumulation of inventories and, consequently, I don't
think we can expect the same kind of snapback that we had in some
of the earlier recessions that were primarily inventory recessions.

So I can say only that in inventory-type recessions there is a quick
snapback. But in the kind of gradual slowdown we have had in 1969-

70, there is no reason to believe we will have anything but a gradual
improvement in the unemployment picture. Indeed, my fear is that

if we don't expand faster than about a 3-percent rate this year, which
is a standard forecast outside of Government, that unemployment

. rate which we have now may still rise. It may be early 1972 before we
find the unemployment rate getting down below 51/2 percent.

Mr. Chairman, I want to apologize. I know you have two extremely
distinguished and competent and informative witnesses, and I am

sorry that my part of this session has taken this long.
Chairman PROXMIRE. We wvant to thank you, Mr. Heller. You have

been a great educator of Presidents and you also certainly continue to
be a superlative educator of Congress, for those of us lucky enough
to have been on this committee. You have certainly done a fine job in
every respect.

Mr. HELLER. Thank you very much and I want to thank you par-
ticularly for allowing me to appear first since I have to leave early.

Chairman PROXmiRE. Our next witness is Joseph Calif ano. Mr. Cali-
fano served as special assistant to President Johnson from 1965 to
1969. In those years Mr. Califano accomplished more than a great
many other people. In our domestic policy we made great strides, and
Mr. Califano was actively involved in the formulation and discussion
of economic policy, he was right in the center of this, and he brought
a great deal of wisdom and commonsense to his task.

Mr. Califano, I know you- had strong views about economic policy
then, and I know you still do, I don't doubt that you still do. We are
delighted to have you here. Please proceed.

STATEMENT OF JOSEPH A. CALIFANO, JR., ATTORNEY,
WASHINGTON, D.C.

Mr. CALIFANO. Mr. Chairman, I am delighted to be here. I appreciate
your generous comments. It is a privilege to be invited to testify
before this distinguished joint committee of the Congress. Over the
past several days, this committee has heard testimony concerning
the impact of our Nation's present economic policies on the cities and

States of our Nation, as well as testimony concerning the impact of
these policies on the consumer, the working man, and the poor.

Others more expert in economics have testified in depth about the
policies that have brought about our present economic crisis. Gov-
ernors and mayors, far more familiar with the financial crises of

State and local government, have testified about the impact of present
economic policies on their ability to provide basic services, as the
simultaneous combination of inflation and recession increases the cost
.of services and materials that they must buy to meet the needs of the
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people they serve and decreases the tax revenues available to purchasethose services and materials.
You have invited me to testify generally on the need of our Nationfor an incomes policy and the manner in which any such policyshould be conducted with particular emphasis on the role of theOffice of the Presidency That this Nation urgently needs an incomespolicy should hardly be a matter for dispute. Increasingly, distin-guished economists and financial leaders-from Walter Heller andArthur Okun, former Chairmen of the Council of Economic Advisers,to Arthur Burns, current Chairman of the Federal Reserve Board,his immediate predecessor, William Martin, and the CED-have allurged the adoption of a national incomes policy. In the context ofappropriate and effective fiscal and monetary policies, a nationalincomes policy, vigorously pursued, could be the decisive factor in re-newing the relationship between productivity and price and wageincreases.

THE ROLE OF THE PRESIDENT

The role of the President in a national incomes policy was recognizedduring the latter years of the Eisenhower administration. Both the1957 and 1958 Economic Reports specifically discussed the problem.In transmitting his 1958 Economic Report to the Congress, PresidentEisenhower himself stated:
Business managements must recognize that price increases that are un-warranted by costs, or that attempt to recapture investment outlays tooquickly, not only lower the buying power of the dollar, but also may be self-defeating by causing a restriction of markets, lower output, and a narrowing ofthe return on capital investment. The leadership of labor must recognize thatwage increases that go beyond overall productivity gains are inconsistent withstable prices, and that the resumption of economic growth can be slowed bywage increases that involve either higher prices or a further narrowing of themargin between prices and costs.

In the early 1960's and throughout the years of the Johnson ad-ministration, the Office of the President took an increasingly activeleadership role in conducting a national incomes policy. The Eisen-how~er injunctions were given more precise content in the conceptof wage-price guideposts spelled out in the 1962 Report of the Councilof Economic Advisers In the 1966 report, the Council specificallyrecommended that the wage-price guideposts *be set at a specificfigure-3.2 percent for that year. The 1967 report of the Council pro-vided a comprehensive review of how the guideposts policy hadworked and the governmental activities followed to promote guide-post adherences. For example, that report pointed out -that the Coun-cil had become involved with perhaps 50 product lines for whichprice increases were either imminent or had been announced by oneor more firms.
In his 1968 Economic Report, President Johnson appointed aCabinet Committee on Price Stability composed of the Secretariesof the Treasury, Commerce, and Labor, the Director of the Budgetand the Chairman of the Council of Economic Advisers. This Com-mittee produced a number of studies, published in early 1969, cover-ing a variety of areas including manpower policy, industrial struc-ture, competition policy, and the construction industry. In its re-port to the President on December 28, 1968, this Cabinet Committeestrongly recommended a continuation of the earlier wage-price efforts
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and the incomes policy that had evolved over more than a decade of

experience, and recognized the importance of Presidential leadership

in carrying out such a policy.
At his own peril, President Nixon abandoned, abruptly and arbi-

trarily, the incomes policies and the role of the Office of the Presi-

dent in pursuing them that had evolved out of the experience and

actions of his three immediate predecessors. At his first press con-

ference, 7 days after he took office, President Nixon informed big

business and big labor that the lid was off, that he did not agree with

his predecessors that the Office of the Presidency had a legal, political,

and moral responsibility to inject the public interest in major wage

and price decisions. Responding to a reporter's question, the Presi-

dent literally told big business and big labor that their goals should

be not what was best for the Nation, but what was best for them-

selves. Let me quote from that January 27, 1969, press conference:

I do not go along with the suggestion that inflation can be effectively con-

trolled by exhorting labor and management and industry to follow certain

guidelines. I think it is a very laudable objective for labor and management

to follow. But I think I am aware of the fact that the leaders of manage-

ment, much as 'they might personally want to do what is in the best interests

of the Nation, 'have to be guided by the interests of the organizations that they

represent.

With that exhortation, President Nixon established for big busi-

ness and big labor a public-be-damned, what's-good-for-General-Mo-

tors-is-good-for-the-country environment that has cost our citizens

dearly over the -past 2 years.
The President abandoned the momentum of moral, political, and

economic leadership that had evolved out of the search of Presidents

Eisenhower, Kennedy, and Johnson for the appropriate role of the

Presidency in a national incomes policy. Until the irresponsible 12.5-

percent price increase proposed by the Bethlehem Steel Co. 2 weeks

ago, the President sat silently, as co pany after company increased

their prices at will, without regard to market forces, and as union after

union demanded wage increases in a desperate attempt to keep pace

with rapidly rising prices.
Let me cite first a few examples of what has happened in the past

2 years in the absence of any presidentially led incomes policy. I use

for the most part August 1970 numbers because they are the latest

figures in detail on the wholesale price index that were available to me.

From December 1968 to August 1970,1 the price of zinc rose 14.3

percent, a 20-month period. Throughout the entire 5-year period of the

Johnson administration, the price of zinc rose only 3.7 percent.

From December 1968 to August 1970, the price of steel mill products

rose 13.7 points on the wholesale price index, an increase of 12.6 per-

cent. During the entire 8-year period from 1961 to 1968, the price of

steel mill products rose only 7.1 percent. This 12.6-percent increase in

20 months does not even take into account the whopping 6.8 percent

increase in structural steel prices that "gratified" administration

sources last week.
From December 1968 to August 1970, aluminum ingot increased

11.9 points on the wholesale price index, an increase of 11.5 percent.

'August 1970 is the date of the latest published government figures showing the com-

plete detail of the wholesale price index.
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While aluminum prices fluctuated during the 8-year period from 1961
to 1968, these prices were the same in 1968 as they were in January
1961.

From December 1968 to November 1970, the consumer price index
for new passenger cars increased 7.7 points, an increase of 7.5 percent;
in the last year alone the increase was 5 percent. In the 8-year period
from 1961 to 1968, there was actually a slight drop in the consumer
price index for new cars.

The 1968 wholesale price index for refined petroleum products
averaged 100.3, virtually unchanged from the 1957-59 base period. By
December 1970, the wholesale price index for refined petroleum prod-
ucts had soared to 109.9, an increase of 9.5 percent in just 2 years.

These are not isolated examples. As Arthur Okun, former Chair-
man of the Coiuncil of Economic Advisers and senior fellow at the
Brookings Institution, has indicated in a comparative study of whole-
sale prices of products responsive to the Johnson administration in-
comes policies and ignored by the Nixon administration, the presence
of Presidential leadership is critical.:

Particularly where highly concentrated industries are involved, only
the Government-and sometimes only the President-has sufficient
power and stature to protect the public interest. Even General Motors
was unable to roll back steel price increases 2 years ago.

As the Nixon economic policies have taken much of the demand
steam out of the economy, prices and wages in competitive industries
without corporate concentration or strong labor unions have re-
sponded. Thus, for example, farm prices are down; similarly, un-
skilled labor costs in nonunionized areas-e.g., in the case of some
farmworkers-are also down.

This is not the case where business concentration is heavy or labor
unions are powerful. Prices in concentrated industries are not re-
sponsive to textbook concepts of economics. They are responsive only
to the decisions of a few corporate leaders free of any market pres-
sures. As sales-and hence profits-went down due to the cooling of
the economy, the corporate presidents and staffs of companies in con-
centrated industries were able to choose-and the choice was entirely
theirs independent of the marketplace-to increase prices in the hope
of making larger profits on fewer sales, rather than decreasing prices
in the hope of enlarging the number of sales. The big unions reacted
in much the same way. Concerned about increasing unemployment
due to the cooling economy, they did not decrease wages to provide
more or the same number of jobs for their members. Rather, they
opted-and again the choice was theirs, not an economics textbook
response to market conditions-to increase wages as much as possible
as a cushion against present and future inflation and against the time
when some of their members might be unemployed;

The lack of Presidential leadership and the absence of a coherent
incomes policy have turned what otherwise might have been merely
mediocre economic policy into an economic disaster for our Nation.
Continued inflation and increasing unemployment are starving into
submission only the weakest and most competitive segments of busi-

1'kin, "Inflation: The Problems and Prospects Before Us," pp. 45-53 1Brookings,1970).
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ness and labor in our economy. If this leadership vacuum persists in
the Office of the Presidency, the impact may be further to insulate
concentrated industries from market forces and push competitive sec-
tors of our economy to levels of concentration inconsistent with the
national interest.

TOOLS NOW EXIST TO CONDUCr INCOMES POLICY

I recognize as well as anyone that in the area of economic policy,
a President is often held politically responsible where he lacks au-
thority commensurate with that responsibility. Yet there are many
tools available to a President who has the will to pursue a vigorous
incomes policy.

As this committee and the Congress seek to provide the Office of
the President additional tools to deal with our economic crisis, they
must at the same time demand that the President use the tools he now
has.

I have deliberately refrained from using the term "jawboning"
because it is singularly misleading. To be sure, the persuasive powers
of the Presidency are enormously important in terms of the success
of any incomes policy. But the President has a great deal more than
verbal power at his disposal. It might be helpful for me to give a
few examples of the kinds of activities in which the Johnson admin-
istration engaged:

The stockpile provided important assistance in rolling back or hold-
ing the price of copper, aluminum, mercury, and other materials. The
Federal Government today holds some $6 billion in stockpile mate-
rials, many of which can be sold on the open market to ease temporary
shortages or roll back proposed price increases. In other words, the
Government has the capability of providing competition in some con-
centrated areas where none exists today.

Import quotas can be lifted or relaxed largely by the stroke of a
Presidential pen-as was done with respect to oil and hides during
the Johnson administration and as President Nixon has done with
respect to Canadian oil and threatened with respect to steel.

As lumber prices increase, the President has the authority to open
up more timberland. Both Presidents Johnson and Nixon have exer-
cised this authority.

With the price of food increasing, the Department of Defense, with
its enormous purchasing power in this area. can have a major market
impact. You may recall that merely by withdrawing from the butter
market for a few months in 1966-painful as that was for all of us-the
Secretary of Defense was able to roll back an increase in the price
of butter. Similarly, as egg prices increased in 1966 and 1967, the
Department of Defense, simply by shifting from the purchase of
large eggs to the purchase of medium-sized eggs, was able to reduce
and stabilize the price of eggs in the private consumer market. The
Agriculture Department, of course, can have enormous impact on
food prices, for example, through marketing orders and price support
programs.

In the late summer. and early fall of 1966, furniture prices began
to rise sharply. In talking to furniture manufacturers, we discovered
that the shortage of hardwood available for furniture was largely
responsible. On October 7, 1966, a few weeks after that discovery, we
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ordered the General Services Administration to stop purchasing high-
grade hardwood furniture, thus relieving the hardwood shortage and,-
incidentally, saving about $3 million per year for the American
taxpayer.

Each year, prior to automobile pricing decisions, the Chairman,
of the Council of Economic Advisers and I met with representatives
of the three major auto companies to impress upon them the public
interest in their pricing decisions.

The Secretary of Transportation was directed by the President to
contact all Federal transportation regulatory agencies to ask them to
hold rate increases to a minimum. In turn, those agencies with counter-
parts at the State level, like the Federal Power Commission, contacted
State regulatory agencies and asked them to do the same.

Verbal persuasion itself was of enormous assistance. For example,
meetings with representatives of the newsprint, molybdenum, gypsum,
and nickel industries, as well as others, resulted in rollbacks, elimina-
tions or delays in price increases.

On word of an impending price increase, telegrams were sent from
the 'White House urging price restraints to manufacturers as diverse
as those of sulfuric acid, cartons, cellulose, chlorine, castors, soda,
glass containers, air conditioners, household appliances, and even
men's undewear and woomen's hosiery. There were at least 50 such
preduct lines contacted in 1966 alone.

Meetings were held by Cabinet officers, members of the Council of
Economic Advisers, and White House staff with hosts of manufac-
turers, including manufacturers of textiles, television sets, fertilizers
and farm machinery.

In the copper industry, several programs were combined: Copper
was released from the stockpile to ease the immediate shortage and
relieve the immediate price pressures; the Office of Emergency Plan-
ning invested funds to encourage long-range copper exploration; Am-
bassador Harriman and State Department officials were dispatched to
Chile to reach an agreement concerning the world market situation
of copper.

'When excise taxes were reduced, the President set up a team to
monitor industry activities to make certain the tax reductions granted
by the Congress were passed along to the American consumer.

With respect to interest rates, beginning in September of 1966, every
issue of Government securities was reviewed by a task force composed
of representatives of the Treasury Department, the Council of Eco-
nomic Advisers, and the White House staff, and then submitted to
the President for his personal approval before issuance. As a result,
we deferred in time or reduced in amount several projected issues of
Government bonds and notes.

When there was pressure on the capital markets, Governors, mayors,
and large corporate presidents were called to the White House and
sent personal notes urging them to forego and delay projected capital
investments-and to report back to the President what they had done.
As far as the Federal Government is concerned, as you no doubt re-
call, the President delayed Federal highway and other Federal capital'
expeditures.

Federal pay increases were carefill~y reviewed to make certain they
were noninflationary and on at least one occasion-the star route
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carrier bill-the President vetoed legislation which contained an in-
flationary wage increase.

The list is long, but by no means exhaustive. The point is simply to

demonstrate that there is a great deal that a President can do in this
area with powers presently at his disposal.

President Nixon has the same opportunities that former President
Johnson had. It is most important to note that today President Nixon
is operating in an economic environment of weak demand, rather than

the boom atmosphere of 1966-68. Measures to deal with prices and
wages systematically cannot assure against inflation when the overall
economy is strained. But they can make the crucial difference in a

sluggish, or even -well-balanced, economy.
Let me give just two current examples, Mr. Chairman. Should the

proposed depreciation rule changes become effective, the President
has the opportunity to require corporations who receive the enormous
benefit of $2.3 billion in tax relief in this fiscal year and $4.1 billion
in the next, through his new depreciation rules, to pass some of those
savings on to the American consumer.This is the year of sugar quota
legislation-one of the richest tournaments in Washington. The Presi-
dent can have a significant impact on the sugar market and those
products of which sugar is a part through the kind of legislation he
fights for in the Congress.

INCOMES POLICY COUNCIL

Because there are so many opportunities and so many programs
on wages and prices, I recommend the establishment of an Incomes
Policy Council, chaired by the President and including as members
the Secretaries of the Treasury, Commerce and Labor, the Chairman
of the Council of Economic Advisers, and the Director of the Office
of Management and Budget.

The Council should have as an Executive Director an Assistant
to the President for incomes policy. It would absorb the work
of the present National Commission on Productivity and the inter-

agency Regulation and Purchasing Review Board, but its function
would by no means be limited to reviews of past price and wage de-
cisions and the issuance of ex post facto inflation aleirts. The functions
of the 'Council would be:
*To develop specific wage-price guidelines, to provide an economi-
cally feasible and equitable standard against which the action of
Government, industry, and labor can be judged.

To examine every Government policy and program and every sig-
nificant decision of ;the Federal Government in terms of its inflationary
impact, to make certain that programs of the Federal Government
are used to ease inflationary pressures, for example, by relieving
potential bottlenecks and by driving unjustified price increases down
through use of Government stockpiles.

To issue Presidential guidelines with respect to broad policies
of the regulatory 'agencies, particularly those relating to rate in-
creases, at the Federal. and State levels, and, where necessary, to pro-
vide in specific rate increase cases information concerning the infla-
tionary impact of potential rate increases.
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To represent 'the public interest in all major wage and price de-
cisions and to place on the bargaining and board room tables of ourlarge labor and corporate organizations the viewpoint of the FederalGovernment as the representative of the individual American citizen.

To call ito Washington any industry or union contemplating infla-tionary wage or price increases and bring home to the representa-tives of that industry the importance of recognizing the national
interest in their decisions.

To conduct a broad study of concentrated industries with a viewtoward recommending policies that will make them responsive tothe economic needs of our Nation.
I prefer this approach to the immediate imposition of wage andprice controls, even on a selective basis, largely because so many re-spected economists, administrators and attorneys with experience inprior wage and price control administrations have concluded thatsuch controls are too often counter-productive and arbitrary, with atendency to distort economic growth.
I do not underestimate the difficulty of the task before any Presi-dent in implementing the policies I suggest. Unemployment has risenfrom 3.3 percent in December 1968 to 6 percent in December 1970. In-flation, which averaged 2.25 percent over the 8 years of the Kennedyand Johnson administrations, 'has averaged 6 percent over the last 2years. Interest rates are easing, but they have reached during the past2 years the highest levels in over a century. Inflationary wage in-creases are all too often the rule, rather than the exception-and it isdifficult indeed to tell the working man that he must limit himself

to wage increases that will not even keep pace with the decline in thevalue of the dollar he earns. The year of 1970. was catastrophic forour economy: This Nation experienced, hand in hand, the first declinein economic growth since 1958 and the worst inflation since 1951.
Against this background, none should underestimate the difficultyof the task that lies before the President. Yet none of us, least of aft

the President, can fail to recognize the overriding urgency with whichhe must assume that task.
CONCLUSION

Economic policy is the cornerstone of our domestic programs andforeign policy. A stable, growing, prosperous economy provides the
revenues that can command the resources so urgently needed in thepublic sector for housing, health care, education, manpower training,and income maintenance programs for the disadvantaged among us.This same economic policy can provide the resources needed to pro-tect our national security and provide aid to the less developed na-
tions of the world.

Thank you very much.
Chairman PROxMNIRE. Well, thank you, Mr. Califano, for detailing

the specific efforts of the President while you were serving as his assist-ant. Most impressive. I had no idea, I didn't know, I don't think it wasgenerally known, each year the Council of Economic Advisers would
meet with the heads of business before they made their price decisions.
Was this widely known?

Mr CALIFAN-O. Most of the items on this list except for the pricefights were not publicized.
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Chairman PROXMIRE. I am delighted you publicized them this morn-

ing. They should have been because it gives us a lesson in what we can
do in a free enterprise economy in which we do have areas where be-
cause there is concentration of power it is possible for prices to be
fixed, and they are fixed. Nobody questions the fact they are fixed in the
steel industry; they are fixed to a certain point and to the last decimal
point. All the other companies fall in line within a matter of days.

The experience in the steel industry was documented by Mr. Means
and Mr. Blair when they appeared before this committee earlier. not
only in the steel industry but in most concentrated industries. They
pointed out that since 1968 this has been peculiarly an inflation in
the onwcentrated industries, industries that are especially subject to
jawboning by the President. There are decisions made bv tlhe individual
without respect to what the market is. Prices go up when the market
gets soft.

ks I rec~all, in 1966 the administration pretty much abandoned wage-
price policy with the settlement in the airlines strike. It appeared to
ma that the administration just threw in the sponge and said, "Well,
there is nothing we can do now." At anv rate. we did before that time
I-ave a price-I should say a wage gide~line aim of something lik- 3.2
Dercent. if 0ou will recall. The administration seemed to drop that,

seemed to think that under the circumstances 1967, 1968, there was
notidlii! they could do. What was the storv?

Mr. CA1,TF\No. There was a. great deal of discussion as to whefthel
wve should nut. a specific rnmb-r on the waffe-nrice, guidelines. We cd
not drop the. concert and. as I tried to indicate heree. we colitinqallv

wc--ked on the problem of keeping wage increases in line with produc-
tivifv increases. and holding prices.

*We became concerned that a specific number might become counter-
jiodu tive in the kind of a boom situation which vwe had, and that
any such guideline wold be the absolute minimum that anyvone would
require. If we raised the guideposts, say, to 4 percent or 3.9 percent,
that would mean evervbodv would start. at 4 percent or 3.9 percent.
.Thorefore, we decided to drop the specific number. Whether we were
right or wrong, Iam not certain.

Chairmnan PROXMrTRE. In light of that exprcienee. Congressman Reuss
and I sponsored legislation to make Presidential determination of an-
nual guidelines a legal requiremient. If that hald been in effect in 1967
or 19f68, would it have worked under these circumnstanices or would
ve simnly have had to sulspend the law?

Mr. CATIFANO. It is difficult for me to answer that. Mr. Ohairmlan. I
am pot sure we were right in what wve did: and I think today. for ex-
amnple, clearly in view of the economic situation wee have, there should
bee a specific rruideport.' WT-hetlher it would have been counterprodluctive
or not, in 1968 and 1967 I am just not certain. I really can't answer
that.

Chairman PROxMIRE. I like your proposal for an Incomes Poliev
Council chaired bv the President. I think it is verv important to mit.

the President right at the center, the heart of it. There have been a
number of proposals to have some kind of a wage-price board: but un-
less vou have the moral and publicity power of the Presideint. it seems
to me you are not going to have an effective operation. So I think that
is a good proposal.
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Mr. CALIFANO. It is also terribly important, Mr. Chairman, in terms
of moving, the Government to have the power of the President clearly
behind policies that are being implemented. In ordinary circuimstances
the Department of Defense does not, to use one of the examples I
used in my oral statement, like to change the way it is purchasing
eggs; and it won't unless there is someone who has enough power to
tell DOD to do it.

Chairman PROXMIIRE. You contend that considerable ground has
been lost in the last 2 years. Under these circumstances, do you think
if we should establish that kind of a board now with President Nixon
the head of it, it would be effective?

Mr. CALIFANO. Absolutely, Mr. Chairman. I think this present situ-
ation is the ideal kind of economic situation in which to use such a
board. I think that if you had that kind of a board and a full-time
staff, you would really be able to ferret out many more opportunities
than even I have mentioned here or used here.

I had a member of my staff, Stanford Ross, who did nothing else
*for about 2 years but work on ways in which the Government could
affect directly wages and prices.

Chairman PROXMIRE. Congressman Brown.
Representative BROWN. Mr. Califano, I missed the significance of

the explanation that you gave to the abandonment of the 3.2-percent
guidelines. When did that occur? What broke the back of those
guidelines?

Mr. CALIFANO. As the chairman indicated, we had a problem with anairline strike, and an airline wvage settlement, in 1966 which busted
through the guidelines. The last prior problem had been with the steel
industry and with the steel unions in August of 1965. After bringing
them down to the White House, and with a superhuman effort in
patriotism, in my judgment, by I. W. Abel, the union held to that
3.2-percent settlement.

We began to become concerned after dealing with the machinist
union in the airline strikes, that if we set another number, which
would have to have been adjusted upward at that time, we would
be setting a floor and that the floor would apply to everybody. Now,
as you know, it is the overall productivity increase that is important,
some agreements come in below it and a few can come in above it.
And because there was such a booming economy, we were concerned
that applying a number at that time would have been a mistake.
Since I am not an economist, I am not qualified to answer in eco-
nomic terms whether we were correct or not.

Today, I think we have a different kind of situation and that a
specific guidepost should be set. I think, for example, that most
of the people who were advising President Johnson to abandon
a number in 1966 and 1967, would have .urged him to have a specific
guidepost today.

Representative BROWN. Well, in point of fact wasn't it because
the budgets began to get badly out of whack in 1967 and 1968 and
you could look down the road and see that and knew you couldn't
hold those guidelines at all? It wouldn't do any good?

Mr. CALIFANO. Well, I made, in effect, that point in my statement.
Representative BROWN. Yes.
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Mr. CAmIFANO. Incomes policy alone, outside of the context of
sound fiscal and monetary policies, is not going to solve the inflation
problem.

Representative BROWN. So you really have to relate your efforts
to what is happening within the economy generally; I suppose that
is what you are saying ?

Mr. CALIFANO. That is my point, yes.
Representative BROWN. Let me ask you: In view of what was hap-

pening in the economy in the late days of the Johnson administration,
would you really think the imposition of the steel import quotas

Mr. CALIFANO. Pardon me.
Representative BROWN. As I understand it, the increase in the

price of steel that you criticized recently is related to some extent to
the import quotas, voluntary import quotas. In the last days of

the Johnson administration, didn't the administration negotiate some
voluntary import quotas and try to

Mr. CALIFANO. I believe we did. At the same time, however, I think.
if you will go back over that record, you will find that we talked'
to the steel industry executives and the union leadership-or the
people negotiating those quotas, and the Secretaries of Commerce
and Labor talked to them-and told them -that in our judgment
these would be lifted and used as an economic tool if they were
used in any way as an excuse to increase prices.

I assume that President Nixon still hasn't decided whether to lift
these quotas or ease them, at least at this point in time. Moreover,
we are not just addressing the recent increase in steel. Steel has
gone up fantastically. As soon as we left office, shortly after the
January 27 press conference, that was the time to have eased those
quotas.

Representative BROWN. Wait a minute. Wouldn't it have been nice
maybe not to impose them at all? They were imposed the last week
you were in office and you already knew what was happening in the
economy and to prices. In the context of what you said about the pic-
ture of the economy at the time, it seems to me to be a funny decision
to have reached at that point.

Mr. CALIFANO. I think-I don't want to leave the impression that
a decision was made in the last week on the basis of 10 days' study.
If you go back to 1962-1964, the Council of Economic Advisers, par-
ticularly Otto Eckstein, had done an enormous study of the steel in-
dustry, including the import quota problem. I think it was one of the
most thorough ever done, certainly the most thorough done by the

executive branch. From that time on we were constantly, the Coun-
cil of Economic Advisers and the Departments of Labor and Com-
merce were constantly, looking at this problem. We talked seriously
about steel quotas and almost imposed them in early 1966, then aban-
doned the idea. So it is not a decision that was just made in the last 2
days of an administration. It is a difficult and complicated problem.

My point was that when a decision was ultimately reached, which

I think the records of Government agencies that were working on it
will probably show to be sometime in the fall of 1968, there were dis-
cussions with both management and labor leaders telling them clearly
that at least as far as we were concerned we were willing to try some
kind of modest quota system, but that if there were any increases, in
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prices as a result of that we would not hesitate to lift those quotas to
bring the prices down.

Representative BROWN. Well, I just think it is an odd decision,
perhaps as odd as that butter decision which has an impact on the
small guy much more impressive than it seems to have merited at the
time.

Chairman PROXAIIRE. Congressman Reuss.
Representative REUSS. Mr. Califano, I thoroughly agree with your

recommendation that an Incomes Policy Council ought to speedily
develop specific wage-price guidelines. In doing that, shouldn't a
maximum effort be made to develop them with the consultation and
agreement of management and labor?

Mr. CALIFANO. Yes, Mr. Reuss. I should have mentioned in connec-
tion with the proposals that you made, for example, to have manage-
ment and labor and a group of wise men, I would contemplate that
group existing as a complementary group to this Incomes Policy Couni-
cil so that there would be discussions like that and there would be
advice coming into this group from the private sector.

Representative REUSS. If you do that, and we are agreed that one
should, I would anticipate, and here perhaps we differ, that really
it would be a good idea to have a temporary 3 to 6 months across the
board freeze on prices, wages, and salaries, because labor has made it
clear, and I think understandably, that they are not going to adopt
a voluntary guidepost at a time when inflation is continuing.

You, however, come down, as I read it, against the immediate impo-
sition of wage and price controls. In your statement you give as your
reason:

* * * because so many respected economists and administrators and attorneys
with experience in prior wage and price control administrations have concluded
that such controls are often counterproductive and arbitrary, with a tendency to
distort economic growth.

Now, we had testifying before the Banking and Currency Com-
mittee within recent months the top men on price control in the two
examples we have had; namely, World War II and the Korean war,
Prof. John Kenneth Galbraith for World War II, Mike DiSalle for
the Korean war, both of whom very clearly testified that such controls
should be imposed at once, that they aren't counterproductive, and
under the present situation that they wouldn't distort economic
growth.

The only former wage and price control administrators that I know
of who are against controls today are Mr. and Mrs. Richard M. Nixon.
Do you know of any others? I honestly don't, I can't think of any.

Mr. CALIFANO. Well, most of the economists, including Mr. Heller,
and I expressed-

Representative REtSS. He wasn't a former wage and price control
administrator.

Mr. CALIFANO. No; I am sorry, that is a misleading word, I don't
mean administrators in terms of the individuals who had run-

Representative REUss. Well, you said with experience.
MIr. CALIFANO. OPA.
Representative REUSS. Prior administrations; and I will admit that

is good criteria.
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Mr. CALIFANO. I was thinking of people who had worked in the
administrations like Walter Heller or Ben Heineman, for example.
I was about to say my partner, Paul Porter, but I am not sure where
he stands on this issue so I will let him speak for himself.

I will tell you what happened to me. I made a speech about a year
or so ago in which I said we ought to really take the money out of the
private sector and pump it into the public sector at a much higher
rate than we are now doing, to spend it on our current needs. I said
that I was personally willing to do that with enormous tax increases
and World War II-type controls, if such actions were necessary be-
cause the problems were so desperate, and the Hellers and Ecksteins
and Porters of the world descended on me and said, "You never have
lived through wage and price controls, you don't know what it is like,"
and I certainly am not qualified to make the judgment as an economist
that you are making.

Representative REuss. Let's take the three situations vou are pre-
senting. One is a temporary 3 to 6 months freeze across the board, work
out your adjustments during that period and hopefully end up with
a permanent agreed to system.

As Walter Heller pointed out this morning, there are some injustices
there. The fellow who was about to get a price or wage increase, but
has not, has to wait.

It seems to me the dangers and evils of the other two alternatives are
worse. The evil of just letting inflation run rampant, which is just
what it is doing now, is so obvious and so pervasive that we don't even
need to discuss it. That hits almost everyone except a few profiteers.
It particularly hits old people, young people, wage earners, you name
them.

The evils inherent in capricious jawboning such as the President
seems now to be engaged in include all the evils of rampant inflation,
because it really doesn't work, and on top of that you penalize that
good guy, union or corporation, who holds his price down while every-
body else gets theirs.

So really there isn't any perfect alternative. Somebody gets hurt on
every alternative. I believe that fewer people would get hurt on a
temporary wage-price freeze than under any of the other two alter-
natives. Do I persuade you in any way ?

Mr. CALIFANO. You persuade me to the point that I suppose if you
put into effect and got moving the kind of incomes policy council I am
thinking of in the real world of Government bureaucracy, it would take
several months to get it off the ground. You have got to change the
thinking of a whole bureaucracy that has now had 2 years of think-
ing one way, you have got to get some staff people. Just the sheer me-
chanics would take weeks or months and, perhaps, it would be help-
ful to have the freeze you propose during that interimn period. To be
honest, I never thought of it precisely in these terms before-to place
some kind of a voluntary freeze

Representative REuss. I didn't say "voluntary freeze"; I said
"mandatory".

Mr. CALIFANO. Some kind of freeze on wages and prices, using the.
authority the President now has, for a short period of time.

Representative Recuss. Thank you.
Chairman PROXNIIRE. Senator Percy.
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Senator PERCY. Mr. Califano, I have studied your statement very
carefully. I think it is very helpful for you to document the eco-
nomic calisthenics that went on at the White House to hold down
prices. But when you look at this imposing list of attempts to put that
kind of personal pressure on industry, and when we recognize the dis-
mal failure we have had over 35 years now in trying to control prices
of the six basic crops, and when -we think of the thousands and thou-
sands of products, would it not have been really easier for the Johnson
administration to admit there was a war on, to impose a war tax, and
not run up a deficit of $4 billion in the 1966 fiscal year, of $9 billion
in fiscal 1967, and $25.2 billion in 1968? You made no mention of
those economic atrocities imposed upon the economy of the country
and as to whether or not they have any relationship to the inflationary
pressures that we have been experiencing in these past 2 years. Would
not it have been easier to tax the people to pay for the war that was
on and not just promises that we could have both guns and butter at
the same time?

Mr. CALIFANO. In late 1965, as Walter Heller indicated, there was
general agreement among the President's economic advisers that a
tax increase wouldbe appropriate in early 1966. The President called
in, I remember this vividly in my mind, called in the joint leadership
of the Congress on a bipartisan basis, the Senate and House, and the
chairman and ranking member of the Ways and Means and Finance
Committees. He had Gardiner Ackley outline in great detail the need
for this tax increase. He then spoke heartily in support of it, and I
think anyone who was there will tell you that, and then wvent around
the table and asked what the chances were of passing it. I remember
Carl Albert saying, "Mr. President, you vill get about 15 votes com-
bined in both Houses," and Jerry Ford saying, "Mr. President, you
won't even get that."

Now, faced with that problem, a decision was made to table as much
out of the economy as we could and, if you recall, we took about $6
billion out. We accelerated corporate tax payments. We postponed
the reduction of excise taxes. We did everything short of a surcharge
that we felt we couldn't pass.

The following year, we proposed the surcharge, and we began the
long exhausting fight, which took about 18 months, and to which the
President devoted half of his speech withdrawing as a candidate from
office. People tend to forget that that speech was not solely devoted
to Vietnam. Half of that speech was on the urgent need of this Na-
tion for a tax increase. So, 18 months after we proposed it, 2 months
after the President himself had withdrawn in part to convince the
Congress and the American people, he was asking this tax increase in
the most apolitical manner possible, we got a tax increase passed.
Now, I don't think there is much more we could have done in a prac-
tical world.

I don't think President Nixon made the right decision in abandon-
ing the surcharge i'n January 1969. You will recall that in our budget
we proposed the continuation of the 10-percent surcharge, and a con-
tinuation of spending on domestic programs, many of which you and
many others espouse.

Now, our economic people talked at that time to their chairman,
Mr. McCracken. I believe the President himself talked to David
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Kennedy. Charley Zwick, our director, talked to Budget Director

Mayo. They were all in agreement with us on the economic need to

continue that surtax under that budget we had proposed.

Now President Nixon made a judgment to drop it. I am not fault-

ing him for dropping that although I wish we had fought harder

for it. But knowing how hard it is to get tax increases like that passed,

I don't fault him for that in any personal sense.
I think there is no question but that this country can afford guns

and butter. It just doesn't have the will to take the money out of the

beer and lipstick economy sector and put it in the public sector, and

all of us have to do everything we can to develop that will.

Senator PERCY. Since you have been quite free in your opinions

of President Nixon, I will be quite free in my opinions of what went

on at that time because I remember very vividly that I was running

for office and I came out for a tax increase and I was elected.

Mr. CALIFANO. I should have mentioned that I remember that

distinctly.
Senator PERCY. Because the people believed it was necessary and

right. That was the first time I had ever heard that President Johnson,

although he believed in a consensus, was reluctant to say what was

right for the country and twist some arms and get it done. He could

get things done through that Congress when he wanted to, and yet

at that time he simply did not face up to it. I mention it not to go

back into history but to simply say I think we have got to have the

courage and guts to do what is right.
Mr. CAJLIFANO. That is right.
Senator PERCY. And I hope when we face this new budget now and

we have this new terminology for Keynesianism I hope we are going

to have the strength to have a surplus at the time of full employment

and really reduce the national debt.
I would like to ask why in your statement you use the date of 1966

all through these examples. I don't find any date other than 1966.

That flurry of activity was a tremendous exercise but it seemed that

after the guidelines were broken then it wasn't quite as active a period

for that type of consultation with industry.
Mr. CALIFAANO. No. that is my fault. Actually, in terms of contacts

with industry and labor, they increased in i967 and 1968 rather than

decreased. For example, we had throughout those 3 years weekly

meetings on prices in which we examined all the prices and reports

of potential increases that were coming in. I merely picked the year

1966 out in one case to illustrate 50 contacts.
You will recall even in August 1968 when good old Bethlehem

Steel Co. came in with a price increase, I suppose at the time they

thought the President wouldn't or didn't have the power to do any-

thing. They engaged in an enormous battle with them with what little

power we had left as a lame duck, and won.
Senator PERCY. I think we should point out for the recQrd that

despite all these activities, inflation was 4.2 percent in fiscal year

1968, it went up to 5.4 percent in 1969 which was a year over which

the Nixon administration didn't have any control.
But that pricing consultation of the Council of Economic Advisers

with industry still continued. Although I will say I fully support

what was done before, I was pleased when the President did move
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this last time on steel prices. I think the moral force of the President
must be brought into play and in that respect we certainly do concur
although I don't overestimate how much it can accomplish if you
don't do some of the really basic things. No matter how much you
jawbone, if you run a $25 billion deficit, in full employment, it is
pretty hard to get the economy. back on a stable basis.

Thank you very much for being with us.
Mr. CALIFAN O. Thank you.
Chairman PROX-3IRE. Thank you, Mr. Califano, for an excellent

job, controversial but very, very interesting and most helpful to us.
It is so good when a man who can speak with authority can tell us
exactly what was done. As I said many of these things are not known,
are known now thanks to you, and I think they can be very helpful
to the administration as well as to us.

Mr. CALIFANO. Thank you.
Senator PERCY. Mr. Chairman, can I make a comment on Mr.

Brown's question?
Chairman PROXM3IRE. I would like to point out Mr. Farmer has

been waiting so patiently. It is almost 12 :30, I don't want to impose
oln him or Mr. Califano, but go right ahead.

Senator PERCY. I hope in your memoirs you will tell us why in ac-
cordance with Mr. Brown's question, steel quotas were imposed in
the last days of the administration and whether it was an economic
or a political decision.

Representative BROWN. Mr. Chairman, I would like to ask a ques-
tion. Relative to sharp increases in consumer and wholesale prices in
1966, did the Johnson administration ever seriously consider imposi-
tion of strict wage and price controls?

Mr. CALIFANO. We looked in enormous depth at the existing powxers
of the President in that area and particularly examined the Trading
With the Enemy Act to try to find out whether or not the President
then had authority to impose wage and price controls. WVi7e ultimately
decided that if things got bad enough you could make an analogy to,in effect, what Roosevelt had done. which was he imposed wage and
price controls under the Trading With the Enemy Act on the same
day that he asked Congress to bless it. While there might have been an
enormous fight over the issue of legal authority if we had moved, I
think we would have moved in that direction. The decision not to im-
pose them was largely for the reasons that Mr. Heller generally out-
lined. All the economists in the Government said the distortions
would be too great and too severe and what have you.

Representative BROWN. Thank you.
Chairman PROXMIIRE. I can't resist saying, Mr. Califano, if I had

been in the position, if I had been in the position of being on the Wage-
Price Review Board you suggest, I must say it would take an awful
lot of wisdom to come up with a recommendation for a wage guideline
today. Inflation, as you say, is 6 percent, what do you do. You can't
recommend a cut iii real wages so it's got to be 6 percent, it has to be
more than that, they have a lot of catching up to do, and anything
over 6 percent is inflationary, so it is tough.

Mr. CALIFANO. Yes.
Chairman PROXMIiRE. Thank you very, very much.
*Ifr. CALMFANO. Thank you very much.

58-5g'2-71-pt. 2--12
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Chairman PROX-MIRE. Our final witness this morning is Mr. James

Farmer. Mr. Farmer is well known nationally for his leadership in the

fields of education and civil rights. He was founder of the Congress

of Racial Equality and provided it with his able leadership for many

years. Most recently, he has served as Assistant Secretary of Health,

Education, and Welfare in the present administration. Mr. Farmer,

we're all conscious of the need to do better, much better, in the fields

with which you've been concerned. This set of hearings has made us

more intensely aware than ever of the difficulties State and local

governments face in providing the services that need to be provided.

The President has just presented some major new proposals which the

Congress must evaluate. I feel very fortunate that you could be here

this morning to share your knowledge of, our social and economic

situation and give us your recommendations. And I want to apologize

for having detained you so long. You are a very, very patient man.

Again, welcome. Go right ahead in your own way.

STATEMENT OF JAMES FARMER) FORMER ASSISTANT SECRETARY

FOR ADMINISTRATION, DEPARTMENT OF HEALTH, EDUCATION,

AND WELFARE

Air. FARMER. Thank you, Mr. Chairman.

Mr. Chairman, and members of the committee, I don't speak as

an economist. You have had a number of econoists testifying and

no doubt you will be having more in the course of your deliberations.

But if I have any expertise at all, it is having some knowledge of what

is transpiring within the ghetto communities, the black community,

and the barrios, and the communities of American Indians, and to some

extent the white poor as well, and possibly some which has validity as

to what ought to be done now.
I want to congratulate the chairman and the committee for calling

hearings on the present crisis situation in the Nation so early after

the convening of the new Congress.
I also want to commend the administration for embraciiig the con-

cept of a full employment budget. Now perhaps we can confront the

more fundamental questions: Employment where? and full employ-

ment for what? If those are important issues for the Nation as a

whole, they are nothing short of critical for the ghettos and the bar-

rios of America.
Economically speaking, the black, Chicano, Puerto Rican and In-

dian communities are disaster areas. Unemployment in those minority

communities are disaster areas. I don't want to be in a position of

being a prophet of doom but I do think it is important for us to

understand the urgency of the present situation. Unemployment in

those minority communities is more than twice as high as the national

average-over 12 percent, and indeed as high as the national rate in

some years in the depression years and going up. Among black and

Spanish surnamed youths, 18 to 25 years of age it is higher still, in

some localities between 25 and 30 percent. And that is only part of

the disaster.
Ghetto and barrio underemployment is an even larger problem. In

many ghettos in major metropolitan areas approximately 40 percent

of the work force are either unemployed or underemployed-that is
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working part time or earning less than a minimum wlage. Those who
don't work would like to in most cases, indeed. A number of studies,
including one done by Rand Corp., show that 70 percent of welfare
mothers, for instance, would prefer employment to staying home. But
among those who do work, even full time in the ghettos and the barrios,
few earn more than $82 per week, and most earn considerably less.

The conventional response to the ominous facts is. of course, to
blame the victim. "If only they'd stay in school," sorne say, "they
wouldn't have these problems." The facts, however, hardly bear out
that contention. Some recent studies done bv Bennett Harrison and
others for the National Civil Service League showed that for the
ghetto youth each year of education beyond the eighth grade is worth
only about $1.50 per week in the paycheck. In other words, if one goes
beyond 8th grade and finishes high school and gets a diploma, this
means only about $6 a week more income than the individual who
dropped out after 8th grade.

The league researchers found that each year of college for the
ghetto kid added 50 cents a -week to the paycheck in the first few years
after college-only 50 cents.

So the inner cities are in what I would term, speaking as a layman,
of course, a depression, not nmerely a recession, a depression in the
midst of an affluence which is rendered more heartbreakingly visible
on television. In the next couple of years as young black men return
from Vietnam, the chances are twice as great for them as for their
fellow veterans who are white that they will be returning to no jobs.
I think the Nation must not allow this to happen. But how do we
prevent it? Where will the jobs come from?

They certainly wvill not, in my opinion, come from the manufacturing
industries. Nor will they come in sufficient numbers from anywhere
else in the private sector. Not with automation and cybernetics through
which we are producing more and more goods with fewer and fewer
people. The new jobs. I believe, must come from expanded public serv-
ices employment. The private sector, as Mr. Harold Sheppard points
out in a staff paper for the Upjohn Institute. is now beginllillng to ask
"if Government itself has done enough to create and provide job op-
portunities in the public sector."

As manufacturing jobs are declining, especially for unskilled and
semiskilled wvorlkers. pl)ublic Eervice jobs are increasing. The former, that
is the manufacturing jobs, dropped 4 percent from 1956 to 1963, while
State and local government jobs increased during the same period by
U7 percent. It is estimated .by the National Civil Service League that
between now and 1975 the. growth of public service jobs in the field
of education wvill be 42 percent, iln health 70 percent, in sanitation 86
percent, in hospitals 144 percent, in welfare and related fields 97 per-
cent, and so on.

Training programs aimed at preparing thq poor for industrial
jobs have generally bad little success. There are a number of excep-
tions. Among them. of coum:se. are the Reverend Leon Sullivan's Op-
portunities Industrialization Centers. which first locate the job. then
train the recruit for.it. Ilost others have, failed because the jobs are
declining and those that exist are far fr~om the ghetto, often indeed in
the subuirbs, and while experiments on reverse commuting are useful,
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so far they have not really succeeded. I do think, however, such experi-
ments ought to continue.

If it does not appear feasible to transport the ghetto's poor to sub-
urbia for jobs, why not offer tax incentives to firms prepared to build
plants inside the ghettos as has been proposed? This should be tried,
especially if the firm is prepared to share control of the plant with the
community; and I think the firms ought also clearly to be prepared
for the controversies which may develop. We would be well ad-
vised to expect no large-scale or dramatic results.

Large-scale results can be expected only in the public sector. The
public sector cannot desert the city. And if the public services are ex-
panding now, that growth is by no means keeping pace with the need.
In 1965, Arthur Pearl and Frank Reissman estimated in their book
"New Careers for the Poor." that .5 million new paraprofessional jobs
were needed adequately to deliver quality human services to the urban
citizens. Since then, others have agreed with those estimates. Five mil-
lion new jobs in health, education, welfare, recreation, safety, and so
forth. Here then is an ideal area for revenue sharing.

The need can be seen not only in the population growth of the
cities, but also in our current failures adequately to deliver services to
the urban poor. A good index to the extent to which we are delivering
health services is the infant mortality rate, and in the ghettos and the
barrios ;t is two to three and a half times as high as in the rest of the
Nation; and it continues to be high, -with variations from month to
month Pnd season to season. In education, and generally speaking,
their reading and computational skills are considerably below grade
level when they attend ghetto and barrio schools. There is now abun-
dant evidence from countless pilot projects that skillful use of para-
nrofessionPRIs can inlprove 'he Que1 itv of the service and its Jellverv
to the target community. This evidence with full documentation can
be Provided for the committee if and when it is needed.

Self-evident is the fact that by performing tasks previously done by
professionals but requiring lesser skills and training. paraprofessionals
can suinlement the inadequate supply of professionals in medicine,
education, social service, and the other human services. I think there
is no question but that there is a shortage of supply, except in the field
of education. where now wve are confronted with wh"at annears to be a
surplus of teachers. But that, I think. means a surplus over and above
what we are prepared to pay for because. after all, the punil-teacher
ratio is still verv. verv bad. It is not. a surplus in terms of the need.
such as wivping out illiteracy in the country.

Self-evident, too, is the fact that a public service employment pro-
gram making extensive use of paraprofessionals not only can provide
iobs en mass for the ghetto and barrio Door, but bv combining work
and traininig can provide upward mobility for those persons who were
hitherto immobile.

What I am suggesting, therefore, is a new careers model for a public
service job development program. You will recall the Scheuer amend-
ment. in 1966 I believe, to the Economic Opportunity Act, which
suyggested, not only suggested but mandated. the building in of career
lattices so that nonprofessionals can, with training on the job, be-
come paraprofessionals. Finally. through additional training and by
lateral progression. enter professional ranks.
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For "new careers" become new careers onlv when career lattices are
built in so that a nonprofessional may become a paraprofessional and
on up in the professional ranks. A teacher aide may become a teacher.
and that, by the way, is happening in a number of HEW programs.
A nurse's aide may become a nurse, and that similarly is happening
in a number of programs which have been negotiated by trade unions:
State, County, and Municipal Employees, for one; and local 1199

0 in the private hospital field, for another; and a battlefield medic may
become a physician with more training more education, and more

experience as is now being attempted iln a number of pilot projects
sponsored by the Public Health Service.

Only through such promotional motion can we avoid the charge of
dead-end jobbing.

The family assistance plan is a sound concept, but how is it pos-
sible without a public service job development plan? It doesn't make
much sense to force or cajole women to enter the job market where
there are no jobs. It just adds to the frustration. In addition, day-
care centers will be needed, even required, by FAP; but who will man
them? 'Who will take care of the children?

I do not suggest a massive public service career program as a
panacea. There are no panaceas, least of all for all the ghettos and
barrios of the Nation. I suggest it instead as one step that, because
of the crisis, needs to be taken now on a long journey.

There are many other steps. We cannot. for example, long defer
serious efforts toward economic development of the inner cities. This
has not moved rapidly. Here again is a field day for revenue sharing,
but the moneys I feel ought to be earmarked or I would doubt that
they would get there.

In addition to providing funds for economic development, the
Federal Government can encourage the use of private funds for the
same purpose by insuring loans to and guaranteeing investments in
the inner city. I believe. if I am not mistaken. the Federal Govern-
ment does that to encourage American industry to invest in some
foreign nations. Why should we not similarly encourage investments
in underdeveloped areas of our own country?

It is shameful that the gigantic pension funds of industry and
labor have not been used for socially constructive purposes. Those
are enormous funds, and I realize by law some 75 percent of the
funds' money has to be used for safe investments, but there are 25
percent of it free or approximately so, and while it has been some
time since I have looked into the amount of those pension funds, if
my memory serves me correctly, industrial pension funds have reached
something like $40 billion, and in addition trade union funds have
reached at least half of that amount. I think that only the Govern-
nrient can free up the use of those funds.

I would suggest also that from those banks who lust after the enor-
mous Federal deposits; that is, the tax money, withholding taxes,
and so forth, that the Federal Government deposits in banks-and
I understand that there are little if any criteria for such deposits-
there ought to be a quid pro quo such as requiring the banks to invest
in inner city economic development loans in order to qualify to
receive those deposits.
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Mr. Chairman and members of the committee, I think we must
now revive the dream in those who know only nihhtmarisl reality.

Chairman PROXMIRE. Thank you very, very much, Mr. Farmer. It

is interesting that Senator Stevenson when he was treasurer of the

State of Illinois did that, as I recall, with State funds with great
success.

Mr. FARMER. Good.
Chairinan PRox3IIru. And the big banks were greatly encouraged

to invest in inner city areas where they could provide jobs and pro-

vide development. I think you open up a most helpful area when

you suggest the Federal Government, which has so much more in

the way of funds than the State has, and it does deposit largely on

the basis of political considerations, I know in instances where it

has to be done, it should likewise do it in a constructive way in

helping solve one of our pressing inner-city problems, capital invest-

ments.
Did you find it possible in your position as Assistant Secretary of

HEW in charge of administration to move the bureaucracy in any

significant way to initiate and carry out enthusiastically policies
and programs to-help the poor!

Mr. FARMNER. I found it very, very difficult. My expertise -was not

with the bureaucracy, and my experience had not been with the

bureaucracy except from the outside seeking to prod it.
Now, this is not an attack upon the administration per se be-

cause it is the nature of the bureaucratic animal in any administra-
tion in a large government, nor is it an attack upon the individual

bureaucrats, because I found, sir, that most of the civil servants were

dedicated human beings, dedicated persons who wanted to do what

was right, but there was a built-in tendency to follow the course of

least resistance which is to do things as they have been done and to

thus resist change. I believe almost by definition institutions, of

wvhich a bureaucracy is one, resist change.
Chairman PlioxmirE. Have you any ideas based on your experi-

ence how this can be done to provide a greater degree of motivation
and incentive and maybe risk-taking in terms of the career of the

bureaucrat? You say the line of least resistance, also the safest line.

After all, if a bureaucrat sticks his neck out he would be in trouble.
Mr. FARMEER. This, Mr. Chairman, I think we need to get the point

over today., if people don't stick their necks out they are in more

serious trouble because of unrest in the Nation.
Chairman PROXM3IRE. What can we do up here on the Hill to encour-

age greater innovation and greater activity on the part of the admin-

istration? We pass these laws and, as you indicated in your response,

we don t get this kind of vigorous response we would like, and again
it is not a partisan question.

Mr. FARMER. Weill, I think one way you can do it is demand an

accounting, and monitor a bit more closely than is currently being

done, what is happening on the legislation. One of the concerns in

this regard that I have had is that we go through the motions, we

spend the money, we make the effort, but nothing really changes, and

I think that it ought to be monitored, each program should be mon-

itored, every step of the way to find out whether we are accomplishing
what we set out to do.
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I looked, for example, at title I, and I think HEW is fully aware ofthe failures of title I in the past. But title I money, in most cases, hasnot gotten down to the people for whom it was intended. Now Secre-tary Richardson and his predecessor Secretary Finch are aware of itarid are trying to do something about it. A task force has been set up;this should have been done long ago, and ought to be done morerapidly nowv.
Chairman PROX-MIRE. In view of the frustration and bitterness whichyou properly describe with respect to people who are trained for a joband then find there is no job there, what was your reaction to thePresidentfs veto of the job training bill on the ground, as I under-stand it, these would lead to dead end jobs? Did you think that waswell taken?
AIr. FARMER. No, I was opposed to that veto. I think it was illadvised, and I hope now the President, the administration, will comeup with a specific proposal, manpower proposal, and I trust that theirpro)posal w'il have built into it the public service careers.
Chairman PROX31IRE. You point out properly this is where theexpansion is in our society.
Mr. FARMfER. I think it is.
Chairman PROXMIRE. The jobs are declining in manufacturing, atleast in relationship to the growing population, but growing in theseother areas. Among other things President gixon's priorities for thecoming fiscal year include cutbacks in funding for OEO, model cities,urban renewal, manpower programs, and other programs that focusdirectly on the problem of poverty and urban decav. Now in fairness.I should point out while he is cutting back in some of these areas he

is providing for revenue sharing as a generalized kind of addition. Idon't know how this adds up in terms of the arithmetic of it, but thespecific directed fund for these purposes seem to be reduced.What is your evaluation of the switch from specifically targetedprograms to general program funding for the problem of poverty andurban decay ?
Mr. FARMER. I didn't get the last part of your question.
Chairman PPoxTmsE. What is your evaluation of the switch fromspecifically targeted programs to general program funding for theproblems of poverty and urban decay ?
Mr. FARMER. You mean revenue sharing?
Chairman PROXMflRE. Yes.
Mr. FARMER. I am endeavoring to keep an open mind in line withthe kind of suggestion that Senator Humphrey made in questioning

Mr. Heller. I want to keep an open mind, although I have very nega-tive reactions to it at the outset. Mly reactions are the fact that it mightbe in a way turning the lienhouse over to the fox, putting the fox incharge of it in terms of civil rights. Anyone who has spent as manyyears as I in the civil rights movement is not inclined to-how shallI put it-to allow the Governors of some of the States of our countryto decide how Federal tax money is to be spent. I do not think, if Imay use a. name, Governor W7allace, for example, would be my choiceas the keeper of the purse strings or in a share of the Federal pursestrings, and this is my concern, and I keep an open mind. Perhapssafeguards can be built in, perhaps they will be built in, but I have
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to know wvhat diey are, I have to see what the program is before I
can support it or oppose it.

I need to knowv, for example, whether if the funds which are being
shared are being used in a discriminatory manner or any portion of
them are being so used, whether those funds will then be withheld
from the offending State or the offending city.

Now, I look on the concept with much interest and favor because
I see that the cities are declining, and we as blacks are inheriting them,
Mr. Chairman. We are inheriting bare bones, and I think that any
ethnic pride that my community, black community, may feel, at the
demographic and population trends which indicate that by 1990 blacks
should be in a majority in 25 major cities, must be tempered by the
fact that th fiscal base has moved away, and the middle-class flesh
has been moved away from those bones, so how are the cities to
survive? Some way must be worked out for Federal funds to get to
the cities and to the States. But I want to see the specifics and the de-
tails of the President's program before I can commit myself on it.

Chairman PROXmIRE. My time is about up. If Mr. Brown will permit,
let me have just one quick follow-up question. You referred of course
to one Governor, Governor Wallace. I would like to have your im-
pression of how this might work with Governors who-where you
didn't have this kind of a situation, which I think all of us would
recognize, but with more typical Governors. Don't you still have quite
a serious problem on the basis of the record, without referring to per-
sonalities. hasn't it been true that both in the Governor's mansions and
in city halls there has been considerable reluctance to act aggressively
and vigorously to provide service for the poor?

Mr. FARMER. I think that is true. It is definitely true. They are sub-
ject to more immediate political pressure from their State or from their
city community. Therefore, many of the poor, including the ethnic
poor, black, Puerto Ricans, Chicanos, and Indians, have, as a conse-
qtience. had to bypass city halls and State governments and go to the
Federal Government as tihe friend in court, as an advocate in the last
resort. And if we lose that then I think we are in serious trouble.

Chairman PROXMIRE. My time is up. Congressman Brown.
Representative BROWN. Mr. Farmer. I want to congratulate you on

what I think is a very positive statement. and has some very specific
suggestions; and I would just like to observe that I would think that
the passage of a national health insurance program would benefit this
program of the preparation of paraprofessionals for jobs in the fields
of medical service particularly, which is a growing field and one that is
very important to the whole society.

Sir. FARMER. Yes.
Representative BROWN. I want to go on to another point that you

made. but I also think that the questioning that the chairman has pur-
sued with you here is most important. I would like to see us develop,
if we could, at a Federal level, some method of evaluation of success
of programs and also some better methods of evaluating the success of
these Federal programs, which means some effort to reform the Civil
Service System to improve the quality of the work that comes out of
that system. Bureaucratic lag. and the bureaucratic drag that you
spoke of are a problem for us in our society, not just at the Federal
level but perhaps at all levels.

I
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You suggest the use of pension plans and the effort to assist personsleast able to assist themselves. so to speak. from the standpoint oftraining and their capacity to find jobs. How could you square though,the requirement of these pension plans for the employees that are cov-ered by them to make as much return as possible with the propect ofrisk or the perhaps low return that might be involved in an investmentin a ghetto area or the city areas? That is a problem that impresses mea little, and it seems to me to require things such as tax-exempt foun-dations that we have in our society that have already made theirmoney, so to speak.
Mr. FARMER. Well. I think there is a built-in safetv valve there inthat law, as I understand it, that requires that a certain percentage, Ithink it is close to 75 percent in most States. of the pension funds beused in remunerative investments. But there is about 25 percent in mostStates, which is free to be used as the investor sees fit, and I think thattrade Unionists, who at least had an idealistic beginning and should

still be idealists, ought to be interested in having their funds put tothe most useful purpose while they are being held for them and thesame ought to be said for business, or industry. Industry has an equalresponsibility to be concerned about what happens in the city; in factall of us have a stake; if the cities go down the drain then we all lose.I, for example, sir, would like to see the Nation assume as muchresponsibility for the cities' viability as we have already assumedfor 'the viability of the farms. WTe have made that a kind of nationalcommitment; al1 of us subsidize farmers to see that the farms donitgo under. I think it is just as important for the cities to remainviable and perhaps they ought !to become centers of intellect, intel-lectual development and experimentation -and of culture and ofrecreation, so -that all of us can share in that and, perhaps, feedingthe spirit and 'the mind of man is as important as feeding his 'body.Representative BROWN. Perhaps in addition to industries we oughtto encourage the educational institutions to move to some degreein the cities, or at least a greater degree.
What do you think about the tax-exempt foundations and morespecific requirements for their investment in the development of citiesand ghetto areas economically?
Mr. FARMER. Well, many of the tax-exempt foundations are givinggrants to programs in the inner citv which are very helpful but Iwould 'be in favor of requiring that a certain share of their fundsbe invested in such programs.
Representative BROWN. You have suggested also tax incentives'to firms prepared to build plants in inner cities.
Mr. FARMER. Yes.
Representative BROWN. Do you have any 'types of suggestions as towhich would be significant and most helpful?
Mr. FARMER. No; I would leave that up to economists to workout, and I understand the administration is planning to -present sucha program. I think it ought to be presented and I think it ought tobe pursued. I would not suggest public service careers as being theone solution to the problems, because there is no one single solution.We have got to try everything. We have got to cover the waterfront.Representative BROWN. The problem of the city as a separate politi-cal entity from the suburban area, and you put it very well when vonsaid midd~e-class flesh has been stripped off the bones of the citv.
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raises a question in my mind, though, about the situation ofI political

separation and in revenue sharing whether the money should be

shared with the local political subdivision or whether it should be

shared with the State, what the taxing base ought to be for local

municipal operations. It seems to me what you have said should en-

courage us in a social sense to move toward the development of

metropolitan government to get the tax revenues out of locations

where the revenues can most easily come, and expend them in those

areas wlhiere 'they are most severely needed.
Air. FARMER. WVell, I certainly think that funds ought to be expended

according to need. In fact, I amn concerned about the revenue-sharing

plan as proposed and, as I understand it, in that it speaks of per

capita sharing rather than sharing by need, and some formula needs

to be worked out which includes need.
Now you mentioned the metropolitan plan for the cities. I am sure

our cities are moving in that direction. Say, from Boston down to

Washington there will be one huge metropolitan area and so on, but

I must share with you the fact that the black community is concerned

about the timing of this develc opiment. At a time when the black com-

munity is on tihe threshold of considerable political powver, this is seen

by the young blacks as being a changing of the rules when we are

about to wvini a ballganme, as it were, if you follow me there.

Representative BROWN. I do. I know what you are saying, but I look

at the proposals for tax revenue usage here in Washington as an

example, where the Mayor has proposed a certain commuter tax

because that is where the income seems to be in the suburban area.

Mr. FAR31ER. Yes.
Representative BRowx. That is the individual income, and yet the

need for a lot of the services that are utilized by the suburbanites

is in the city. Further complicated I hear that it is not just municipal

government in the city center and municipal governimeit in the sub-

urban area but also the District line which separates the District of

Columbia from the State of Maryland and the State of VTirginia. But

that problem of combining tax resources and tax usage, it seems to

me, would encourage us to go toward a metropolitan type of govern-

ment that would make these two things or bring these two things

more into balanice.
MAr. FARMER. Well, that may be. I think, however. that a good

case, a valid case, can be made for taxing commuters wvithoqut neces-

sarily having commuters vote. I don't think that Mayor AWashington

suggested that commuters ought to vote in the next Washington

election and I wouldn't expect them to for the reasons I indicated

earlier.
Representative BROWN. What about revenue sharing in this con-

text? Do you think we can Work out a solution to that part of the

problem?
M\r. FARMEFR. I think: we must.
Representative BROWN. Do you have a suggestion as to what it might

Fe. the solution?
Mr. FARMER. *Well, I think one part, of it is sharing it according to

need. I don't think that Westchester County in New York, for ex-

ample, ought to receive as much as Manhattan C"ounty because ob

viously the need is not as great there. Nor do I think Montgomery

County here ought to receive as much as the inner city of Washingtonl.
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D.C., in return. I think that that would, in fact, be not equalizing butwould be discriminatory.
Representative BROWN. My final thought, Mr. Chairman, it seemsto me that some kind of a per capita income related per capita taxeffort could come up with that kind of a formula. In other words, ifa metropolitan center had low per capita income but made a high percapita tax effort, the basis there that would-
Mr. FARMER. Yes. Didn't Mr. Heller in his testimony suggest somesort of formula like that, combining need with per capita?Chairman PROXMIRE. I just have one more quick question. PresidentNixon has proposed that we reorganize seven existing departmentsand several independent agencies into four departments. This wouldinclude adding on HEW and, the question I would ask, can HEEWexpand its management any further to do a competent job or morecompetent job?
Mr. FARMER. Well, my offhand reaction was no, it could not. Muchof the discussion I had heard and shared an interest in was in splittingup the monster. I do not think that by making it larger we simplifythe administration of it or its management.
Chairman PROXMIRE. It is a great pleasure and honor to have vou be-fore our committee, and you have done an excellent job.Mr. FARMER. Thank you.
Chairman PROXIUIRE. The committee will stand adjourned until Fri-day when we start our hearings on the Economic Report. The Sub-committee on Economv in Governmnent wil] hold hearings tomorrowon the foreign military assistance program.
(Whsereupon, at 1 p.m., the committee was adjourned until Friday,February 5, 1971.)
(The following letter was subsequently supplied for the record:)

INVEsTMENT BANKEsR ASSOCIATION OF A CA,
Washington, D.C., February 9,1971.Hon. WILLIAM PeoxmfimE

Chairman, Joint Economic Committee,
U.S. Congreaa, Washington, D.C.

DEAR MR. CHAIR1MAN: Because the Investment Bankers Association of Americais intimately involved in the financial affairs of State and local governments, wewould like to express our support for the emerging consensus that Federalrevenue sharing is needed to alleviate the fiscal crises of these governments. Asyou know, the case for greater Federal assistance to States and localities isbased on the lack of balance between their revenue-raising capabilities andexpenditure requirements. This "fiscal mismatch" has left State and local govern-ments in a continuing budgetary crisis.
To be most effective, we believe any plan to share Federal revenues amongthe levels of government should meet the following criteria:1. Assistance should be periodic and predictable, allowing recipients sufficienttime and certainty for the planning of its expenditure.2. Distribution of such funds should be flexible enough to permit their usewhere the needs are greatest and broad enough in scope to embrace all generalpurpose governments as potential recipients.

3. Distribution procedures should encourage cooperation among all levels ofState and local government and should enhance their sense of mutual as wellas individual responsiblity.
4. Such assistance should be extended freely and without constraints beyondthose normally accompanying the prudent and constitutional expenditure ofpublic funds.
It is our opinion that Congress should give prompt and favorable considerationto the revenue sharing concept.

Sincerely yours,

0
FRANK P. SMEAL.


