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THE 1972 ECONOMIC REPORT OF THE PRESIDENT

MONDAY, FEBRUARY 7, 1972

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

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

Present: Senators Proxmire, Javits, and Percy; and Representa-
tives Patman, Reuss, Griffiths, Moorhead, Conable, and Brown.

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

OrENING STATEMENT oF CHAIRMAN PRoXMIRE

Chairman Proxmire. The committee will come to order.

As the Joint Economic Committee begins its first day of our hearings
on the President’s 1972 Economic Report, I would like to review
briefly the legislative history under which this committee operates.
The act which establishes both the Council of Economic Advisers and
the Joint Economic Committee is the Employment Act of 1946. Earlier
versions of this bill were titled “The Full Employment Act.” The
word “full” was dropped during the process of debate and compromise
which preceeded the final enactment of the Employment Act. How-
ever, there can be little question that the paramount concern of the
Congress in passing this act was with employment. This act represented
a conscious commitment to use active government policies to keep
employment high and unemployment low.

It is useful to remember that this commitment had not always been
present. It is not something that we can take for granted. In 1921,
President Harding, addressing the President’s Conference on Unem-
ployment, stated :

There has been vast unemployment before and there will be again. There will
be depression and inflation just as surely as the tides ebb and flow. I would
have little enthusiasm for any proposed remedy which seeks either palliation
or tonic from the Public Treasury.

That was in 1921. In 1931, President Hoover, a humane man and a
serious student of the economic thought of his day, raised taxes in
the midst of a great depression. This was the era which you, Mr. Stein,
in your excellent history of U.S. fiscal policy, have dubbed “prerevolu-
tionary fiscal policy.” :

1)
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The commitment of the Employment Act of 1946 to use Federal
policies to foster high employment gave expression not only to a new
concern with employment as a national goal but also to a new under-
standing of the use of Government policy, especially fiscal policy, to
attain this goal.

Despite this now almost universally accepted commitment to high
employment, we have not done well over the intervening years. In
only t%ree of the last 26 years has the unemployment rate averaged
within one-half a percentage point of the 3 percent which, in this com-
mittee’s judgment, represents an acceptable level. In 11 of these 26
years, unemployment has averaged over 5 percent—far too high by
anybody’s standard. ,

There is an implication that because we have so often tolerated high |
unemployment, it should not bother us too much to tolerate it a little
longer. There isn’t anything we can do about it, so we might as well
get used to it. Our economic system is not designed to produce full
employment in peacetime—or at least not without creating intolerable
inflation. ) o . : ’ .

This line of reasoning must be emphatically rejected. The goal of

full employment—and I define this as an unemployment rate close
to 3 percent of the labor force—remains a valid goal. Instead of aban-
doning it we should redouble our efforts to achieve it. -
.. We will discuss many aspects of economic policy during these hear-
ings—inflation, productivity, the balance of payments, priorities in
Federal spending, efficiency in resources allocation, and others. All of
these are important. But the paramount area of concern is employment.
The number one problem in this country today is jobs. We must not be
distracted from its solution. Other aspects of economic policy must be
discussed inthe context of their. contribution to achieving and sus-
taining a full employment economy. :

Before you proceed, Mr. Stein, I want to-commend you on what I
think-is a very honest, realistic economic report. I think 1t is one of the
best reports I have seen. As has been remarked in the press and else-
‘where, it is an improvement in terms of realism, certainly, from the
reports we have had in the recent past. I want to comment that I find,
however, this year’s Economic Report, not your statement this morning
which deals directly with it but this year’s Economic Report, sur-

_prisingly silent on the question of job creation. I find no major new
policies designed to create the jobs we need. I cannot.accept your
prediction that unemployment will reach the neighborhood of 5 per-
cent by the end of this year as being very likely, not even if your
optimistic forecast for output growth is realized. That is, I find the
prediction unlikely unless I accept the interpretation that the “neigh-
borhood” surrounding 5 percent is a very large neighborhood—pos-
sibly extending up to the present 6 percent rate.

I hope that in your statement this morning you.can explain to us
the administration program for bringing unemployment down rapidly.
If the program is there and T have simply overlooked it, I will take
great pleasure in standing corrected. ,

.- Mr. Stein and Mr. Solomon, we are very happy to have you here
this morning. I am sorry that your new colleague, who is even more
beautiful than you gentlemen are, Mrs. Whitman, cannot be here
this morning. We look forward to meeting her soon. - S
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I am going to ask the vice chairman of the committee, the man who
has been chairman of this committee in the past and will be in the
future, Congressman Patman, if he has a statement to offer.

Representative Pararan. Mr. Chairman, I appreciate your views.
Ishare your views on most of what you have said.

This series of Joint Economic Committee hearings on the President’s
economic message to Congress and his proposed budget for the coming
fiscal year is unprecedented. For the first time in the Nation’s history
broad controls are being imposed on what is essentially a peacetime
economy. The effectiveness of these controls during the months ahead
is central to these hearings and the administration’s economic and
buidget projections. How the President exercises the authority granted
him under the Economic Stabilization Act, as amended, will largely
if not entirely determine the rate and degree by which restoration of
the Nation’s economy is achieved.

Frankly, I am not optimistic. Everyone connected with the effort
to realize stabilization of the economy has repeatedly said that public
confidence and support of the program are essential to its success.

If this is true, and I firmly believe that it is, phase IT of the Presi-
dent’s economic program stands in danger of failing because it is
completely ouit of balance in terms of equality of sacrifice and control.
This is an essential requirement of the Economic Stabilization Act and
failure to recognize and respond to this provision has moved the
program down a needlessly complex and confusing path.

Moreover, the administration, in my judgment, is deliberately re-
fusing to comply with certain essential requirements of the act and
this in turn has led to further confusion, lack of confidence and outright
public animosity. For example : : - o

The Administration has refused to regulate interest rates and finance
charges despite the fact that the cost of money for most of the Nation’s
borrowers remain at near record levels. Indeed, the administration has
said in effect that it is satisfied with the situation so long as new and
even higher interest rate levels are not set—and I am not confident that.
even this would be too disturbing to those running phase II. They
have been set too high. We are paying 36 percent, the consumers are,
all over America today. For the administration to say that it is
satisfied with the present level of interest rates is endorsing 36 percent,
which ispretty high. '

Notwithstanding the clearly stated intention of Congress to the
contrary, the administration has refused to exempt most of the Nation’s
working poor from phase IT control of wages.

As a result, the effort to achieve economic stability is ironically
being waged at the expense of people struggling to lift themselves
above a near-poverty standard of living.

By the same token, the administration has made a shambles of the
possibility that consumer surveillance—which the administration
1tself has loudly advocated—could be an effective enforcement tool for
price regulation compliance on the part of the Nation’s largest retail
merchants. No practical standard has been provided the public by
which to determine whether or not price violations are occurring.

Moreover, 75 percent of the Nation’s retail establishments have been
freed of price regulation control, as has 40 percent of the Nation’s
rental housing. .- .
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Throughout all of these ill-advised decisions, public hearings which
the Economic Stabilization Act requires to be held in such circum-
stances, have been conspicuous by their absence. As a result, the people
of the Nation have been deprived of a forum in which they could
make their views known to the officials who are supposed to be
representing their interests.

In effect, the administration has all but crossed over the threshold
marking the point at which the authority granted by the Economic
Stabilization Act is converted from a powerful tool designed to safe-
guard the economic well-being of the Nation’s people into a mechanism
which victimizes most of the Nation’s population. Common decency
and a sense of justice mandates a reversal of this trend. -

The effect of this situation can be seen in a recent poll which indi-
cates that more than half the working people in the Nation are
dissatisfied with the way wage-price controls are working—or to be
more accurate—the way wage-price controls are not working.

Surprisingly, most of the people who were queried said they were
not in favor of loosening or eliminating controls. They said they
wanted more stringent controls. The basic reason for this position was
the widespread opinion that wage-price regulations were not in them-
selves bad, but that the system as it is now being administered works
against the little man and in favor of the rich. It takes no gift of
prophecy to see that Phase II cannot long endure under rapidly
diminishing public confidence.

There is also another element ‘which is central to these hearings
and places them in a unicue category. The administration has projected
deficits totaling $65 billion for this fiscal year and the next. Of this
total, more than $38 billion applies to the current fiscal year, the
highest annual deficit in history. And we may well find the deficits
for the life of the Nixon administration total something close to
$100 billion. -

In any event, Treasury borrowing during the months ahead is going
to have enormously unfavorable impact on the market if it is not
handled in the right way. Unless the proper measures are taken, a
series of interest rate increases are in all likelihood going to be trig-
gered by unprecedented Federal borrowing and this, 1n turn, will tend
to defeat all the effort that has so far been made to achieve economic
stability. A return to the record high interest rates of 1969 and 1970—
and we haven’t got far to go to return to some of them—would make .
Phase IT nothing more than a disasterous charade.

The only way to avoid this situation is to require the Federal
Reserve Open Market Committee to support the Government bond
market. In essence, the Federal Reserve and the Treasury must co-
ordinate their market sales and purchases in order to establish reason-
il.blel interest rate levels for Federal securities and maintain thes

evels. :

This must be done for the sake of the Nation’s taxpayers, who not
only face the prospect of paying unnecessarily high interest rates
for Federal borrowing, but in addition, will be confronted with the
prospect of being priced out of the market for mortgage loans and
loans for business and industrial purposes. The State and municipal
bond market would also evaporate. All of this adds up to an even
higher rate of unemployment. : .
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By the same token, coordination between the Federal Reserve and
the Treasury resulting in the maintenance of reasonable rates of
interest for Federal securities will assure that other equally vital
forms of borrowing will be done at reasonable rates and this in turn
will allow economic recovery to move forward.

There is nothing new in a coordinated Federal Reserve-Treasury
approach to the money market. Historically, this is the way Federal
securities were marketed throughout the 1930’s and 1940’s when the
interest rate on long-term Federal bonds did not exceed 2.5 percent.

Abandonment of this approach in the early 1950’s has resulted in
the payment of $497.2 billion in excess interest on the public and
private debt by Americans since that time. This is to say that if the
Federal Reserve-Treasury partnership which maintained reasonable
interest rates throughout the money markets had continued to date,
Americans would have paid nearly $500 billion less on public and
private borrowing. _

During House Banking and Currency Committee hearings on Fed-
eral Reserve System practices and policies in 1964, I predicted the
public debt would double and go from $300 billion to $600 billion
in 16 years unless the Federal Reserve and the Treasury returned to
their market policy of the 1930’s and 1940’s. Well, 8 years have
passed and the public debt has increased more than 41 percent. As of
last December it totaled $424 billion. Unfortunately, I was not wide
of the mark. S .

Only the large commercial banks and wealthy investors would be
harmed by a return to such an approach. The people and the Nation
asa whole would have much to gain. o

In welcoming Mr. Stein and Mr. Solomon to our hearing, I wish to
express the hope that, they will address themselves to the issues T have
described, especially since Mr. ‘Stein these days is generally identified
as the architect of the President’s economic stabilization program.

Thank you very much, Mr. Chairman. i

Chairman Proxmire. Thank you, Mr. Patman.

Senator Percy. , N .

Senator Percy. Mr. Chairman, I.will summarize my statement
because we are anxious to hear our witnesses.

I would like to very much welcome Mr. Stein in his new role as
chairman, and also Mr. Solomon, and to indicate that we look forward
to working with Mrs. Whitman. I think it is quite appropriate that
we recognize the contributions of women economists on our own
committee staff. Inasmuch as women are supposed to control and spend
most of the wealth in this country, and are therefore more sensitive
to price increases, Mrs. Whitman will be a most welcome member of
the Council. :

Chairman Proxmire. And they also cast most of the votes.

Senator Percy. Fifty-two percent,to be exact.

We look forward very much to these annual hearings because they
are the best opportunity for the Congress and the country to review
the economic events of the year. They give us the opportunity to take
stock and form judgments and give advice on economic policy needs
for the coming year. ’ :

This year I think the hearings are particularly significant because
throughout the country economic issues are now rated as foremost in
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éhe minds on our citizens. I have found this to be true in my own
tate. : o

"For that reason, the hearings this year are crucially important.
The economic measures that have been initiated in the past 6 months
by the administration have been historic and momentous. I commend
the administration for the creativity and boldness of those initiatives.
- The President has taken unprecedented actions affecting the domes-
tic and international economy. Congress has passed both the new tax
law and new wage-price control legislation. It is now vitually im-
portant to evaluate our current situation and to ldok again at the
fundamental forces at work in our economy. R

Mr. Stein, you have addressed yourself in the last topic in your
statement to the problem of productivity. I think this is an extremely
important element, and I hope all of our witnésses in these three days
of hearings will address themselves to this problem which is funda-
mental to our economic health and well-being in this country. -

Stagnating U.S. productivity was one of the most important ele-
ments responsible for the new economic policy announced by the Presi-
dent on August 15. U.S. productivity growth rates during the past
several years have been lower than those of any of our major world
competitors. ' '

In 1971, the United States fell to fourth place behind the Soviet
Union, Germany, and Japan in the installation of new machine tools,
an event I thought would never occur in the economic history of the
United States. o

We need to create plant-wide productivity councils, I believe, to
eliminate obstacles to increased output. '

Senator Javits sponsored an amendment, and I was a cosponsor
along with our Chairman, to create productivity councils. I think we
can learn a great deal from our Japanese competitors who base their
phenomenal productivity record on close cooperation between man-
agement and labor. C

At the same time we must find more imaginative ways to create
productivity growth and to give workers a meaningful stake in their
success. This approach is being tried by the steel industry. Both
management and labor, I believe, deserve encourdgement and wide
attention.. , ‘

We should also note that today under existing law, as amended
per my proposal of December 1971, there is absolutely no ceiling or
control on wage increases directly resulting from productivity
increases. .

The amendment removed from the Wage Board jurisdiction any
wage increases that are related to productivity increases. No one,
including this Government, is trying to hold down wages. What we
are trying to do is to hold down prices. If wages go sky-high, it doesn’t
matter so long as prices don’t have to follow with them. I think more
attention is being given by labor and management to that particular
provision of the law law today, which the President signed into law
on December 22, 1971.

Last fall I indicated on the Senate Floor that our wage and price
controls would be for naught unless we were able to solve our basic
problem and raise productivity levels.



Recently, C. Jackson Grayson, Chairman of the Price Commis-

sion, saw it similarly. He said renewing, revitalizing, re-establishing

our productivity growth is perhaps the only real lasting alternative to
controls as a weapon against inflation. '

For these reasons, I want to express my deep appreciation to our
Chairman, Senator Proxmire, for his concurrence that hearings on
productivity should be held by our Subcommittee on Priorities and
Economy in Government. These hearings are planned for April 17,
18,and 19. Witnesses will be invited to discuss the revolutionary change
in attitude towards traditional industrial jobs and the serious problems
of increasing productivity in the growing service sector, including
Government.

I discussed these hearings yesterday with the new designee for Secre-
tary of Commerce, Peter G. Peterson. He concurs that this is a vital
matter and will be of deep concern to him in his new position. '

I look forward to these hearings because I think they can form the
basis for increasing productivity. I trust that our witnesses in the next
few days can help us shed light on this most perplexing problem in
American industry. : :

The whole economy of this country—our reserve position and our
currency position abroad—depends on our ability to maintain our
traditional exports which is the only real way to stem the heavy flow of
imports into this country. We can’t do it by restrictive barriers with-
out disrupting our trade channels. We have to do it through increased
competitiveness and productivity of American labor and management.

T believe, Mr. Stein, vou and Mr. Solomon can shed new insight into
this problem for us today. '

Thank you.

Chairman ProxMige. I think the only other Member who has a brief
comment, I believe, is Congressman Moorhead.

Representative MoorrEeap. Thank you. While I welcome Mr. Stein
and and his colleague, I would also like to welcome Mrs. Whitman,
from the University of Pittsburgh in my District. Please give her my
best regards.

Chairman ProxMire. Our apologies for detaining you so long. Please
goright ahead.

STATEMENT OF HON. HERBERT STEIN, CHAIRMAN, COUNCIL
OF ECONOMIC ADVISERS, ACCOMPANIED BY EZRA SOLOMON,
MEMBER

Mr. Sterx. Thank you, Mr. Chairman.

I want to thank you, Mr. Chairman, for your kind remarks about
our Economic Report, and I will overlook your sexist reference to
our new member.

I certainly agree with you that the key issue today is the unem-
ployment and employment issue, certainly it is the key issue before
this committee. I must say, however, that I am staggered at your sug-
gestion that the Administration has no program to deal with this
problem. In fact, it has been my view that we have an exceedingly
strong program. I will say it is the strongest program that any admin-
istration has ever put forward to deal with the problem of unemploy-
ment. in this country.
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Speaking of the economy in 1972, the President said: “The great
~ problem is to get the unemployment rate down from the 6 percent
level where it wasin 1971.”

I shall talk about the program that has been presented for dealing
with this problem. This program and other forces at work in the
economy will significantly reduce unemployment this year.

We shall devote most of this statement to the unemployment prob-
lem. However, it is obvious that the reduction of unemployment is one
of several related objectives, and that the choice of means to reduce
unemployment must be influenced by the existence of these other objec-
tives. This does not conflict with any recognition that unemployment
is our number one problem, :

These other objectives include reasonable price stability, a balance
in our international econonuic position, and an increase of productivity,
which is the only durable source of an increase in the real incomes of
workers. Senator Percy has referred to the increase in productivity.

In recognition that there are several objectives, the administration’s
polllicy consists of a package of measures intended to complement each
other.

The main items are as follows:
1. An expansive budget and monetary policy, to speed up the
growth of total demand for goods and services.

- 2. A temporary price and wage control system to restrain inflation
and assure that the growth of demand increases real production and
jobs rather than prices only. .

3. A major realignment of exchange rates to improve the T.S.
balance of payment positions and, as a by-product, to increase em-
ployment in the United States by raising our exports relative to our
imports. - - : o .

4. Expanded manpower and unemployment insurance programs
to help reduce structural unemployment and cushion the burden of
unemployment for those who suffer it. , -

5. Steps to contribute to rising productivity, notably by encourag-
ing business investment and research and development.

This combination of policies is unprecedented in scale, scope and
cohesiveness.

I would like to emphasize this because I think there is not general
recognition in the country, of the magnitude of what has now been
undertaken. But if one looks back in history to find a time when any-
thing of this scale and scope was done before, one might think a
possible parallel was in the action taken by Franklin Roosevelt in
1933. His program, which was addressed to unemployment, did con-
tain some elements of what we have done. So I think one can be quite
serious in saying that these policies that we now have are unprece-
dented in scale and cohesiveness.

THE COMPOSITION OF UNEMPLOYMENT

- Before we elaborate on policies for dealing with unemployment
let us look briefly at the composition of unemployment In recent
months. This is relevant to the choice of appropriate policies for re-
ducing unemployment. The main lesson to be derived from examining
the composition of unemployment is that it consists to an unusually
large degree of the unemployment of young people and of women.
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This has two probable implications. One is that rapid expansion of the
demand for labor runs into a greater danger of generating bottlenecks
and inflation than if the unemployment were more normally dis-
tributed: The other is that thiere is an unusually great need for special
measures to assist inexperienced young workers, or women reentering
the labor force, in making job connections. That is, we do not simply
have the problem of reexpanding the economy to permit experienced
workers to be reemployed in the jobs they had before, although that
is part of our problem and a part to which we are very seriously ad-
dressing ourselves. , )

Tn 1971, 48 percent of all unemployment was the unemployment of
people aged 16 to 24, as compared with 35 percent in 1949, when the
total unemployment rate was the same as in 1971. Persons 16 to 19
years of age constituted 25 percent of the unemployed n 1971 as
against 16 percent in 1949 as shown in table 1.

The rise in the proportion of unemployment accounted for by young
people results from both an increase In their unemployment rates
relative to the unemployment rates of older people and an increase in
the proportion of the labor force that is in the younger ages. The rise
in their relative unemployment rates is shown in table 2. ‘

(Tables 1and 2, referred to above, follow :)

TABLE 1.—COMPOSITION OF UNEMPLOYMENT BY AGE AND SEX, SELECTED YEARS, 1849-71

Age and sex 1949 1954 1963 197
Unemployment rate, alt workers (percent)_...____.._... 5.9 5.5 5.7 5.9
Percent distribution:

Totale oo emeeaccccema—eae 100.0 100.0 100.0 100.0

MBS - oo 70.7 66.4 60.7 55.6
25 years of age and over. . 47.7 48.3 38.7 29.1
20 to 24 years._.._. - 13.3 9.3 9.7 12.7
16 to 19 years._ __ 9.7 8.8 12.3 13.8
FemalesS. o oo ieaecotamemceceeemm———————- 29.3 33.6 39.3 44.4
25 years of age and over. _._.....__oo..o--- 17.8 23.2 23.4 23.3
20 to 24 years . 5.4 5.0 6.4 9.7
16 to 19 years 6.1 5.4 9.4 1.4

Note: Components may not add to totals due o independent rounding.
Source: Department of Labor.

TABLE 2.—TOTAL UNEMPLOYMENT RATES BY BROAD AGE GROUPS, SELECTED YEARS, 1948-71

[Percent]
Both sexes, aged— Ratio 16 to 24
- years/25
25 years 16 to 24 years and
Years of — Total and over years over
High unemployment rates:
1949_. 5.9 4.8 10.8 2.25
5.5 4.7 10.6 2.26
5.7 4.3 12.2 2.84
5.9 4.0 12.7 3.18
4.4 3.6 8.7 2.42
4.5 3.2 10.1 3.16
3.3 2.8 5.7 2.04
3.5 2.2 8.4 3.82

Source: Department of Labor.
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Mr. Sters. The rise in the relative unemployment rates of young
people may be related to the increase in the share they constitute of
the labor force. That is, the proportions in which employers use young
and mature workers may not have adopted to their relative numbers,
perhaps because of failure of their relative wages to adapt.

Another factor probably involved is an increase in the proportion
of young jobseekers who are also in school. Such jobseekers tend to
have exceptionally high unemployment rates because the range of
jobs they find acceptable is narrow. In 1971, the unemployment rates
of 16- to 21-year-olds who were both in school and in the labor force
was 19.9 percent, whereas, for those in the labor force but not in school,
the rate was 13.6 percent.

The fact that the unemployment rate of young people, say 16 to 21
years of age, is around 15 percent is well known. However, the picture
often conjured up by this number is mistaken. In 1971, only a little
over half of the 16- to 21-year-old population was in the labor force,
and the proportion of the total 16 to 21 population unemployed was
less than 8 percent. The proportion of the 16- to 21-year-old popula-
tion unemployed and not in school was 5.5 percent, and the proportion
unemployed, not in school and seeking full-time work was 4.6 percent.
(See table 3.)

Table 1 above also shows the rise in the proportion of unemploy-
ment accounted for by females and table 4 shows the tendency for
their unemployment rates to rise relative to the rate for males.

(Tables 3 and 4, referred to above, follows:)

TABLE 3.—EMPLOYMENT STATUS OF PERSONS 16 TO 21 YEARS OF AGE, 1971

[Number of persons in thousands]

Total
Employment status Both sexes Male Female
Total noninstitutional population. . ____ . ... o .. 22,392 11, 296 11, 096

Total labor force._. 12,713 7,363 5, 349

Percent of populatio 56.8 65. 2 48.2

Civilian labor force. 11,629 6, 300 5,330
Employed. ... 9, 880 5, 341 4,539
Unemployed.._ s 959 791

Percent of population_._. 7.8 8.5 7.1

Percent of labor force_.___. 1 15.2 14.8

Looking for full-time work _ 1,120 612 508

Looking for part-time work__.._._._ . . _____._____.___ 629 347 283
Major activity—Going to school:

Civilian tabor force_ . 2,663 1,493 1,169
Employed.____.__ 2,133 1,185 948
Unemployed....._._. 308 221

Percent of labor force..____ 19.9 20.7 - 18.9

Looking for full-time work_ _ 80 43 36

Looking for part-time work. 450 265 185
Major activity—Other:

Civilian labor force. ... . 8,967 4,806 4 161
Employed..... 7,746 4,156 3,590
Unemployed..... __._ ... 1,221 650 -

Percent of labor force___.__ 13.6 13.5 13,7
Looking for full-time work._ . . 1,041 569 472
Looking for part-time work_..___.______________..___._. . 180 82 98

Source: Department of Labor.
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TABLE 4.—TOTAL UNEMPLOYMENT RATES BY SEX, SELECTED YEARS, 1949-71

[Percent]

Ratio
females/
Years of— . Total : Male Female males

High unemployment rates:
1949
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Sousce: Department-of Labor.

Mr. Ster~. Partly reflecting the large proportion of young people
and women in the ranks of the unemployed, the proportion of the
unemployed who have lost their last job is low. In January, for exam-
ple, 5.9 percent of the labor force was unemployed. Of that number,
2.5 percent of the labor force had lost their last job, 0.7 percent had
left their last job, 1.9 percent had reentered the labor force and 0.9
percent had never worked before. ’ .

POLICY TO EXPAND DEMAND

Impressed though we are with the structural aspects of our present
unemployment problem, our first line of attack on the problem is
through the expansion of demand. It is a truism faintly reminiscent
of President Coolidge to say that the way to reduce unemployment
is to raise employment. - : oo

After I wrote that slightly supercilious remark, I found myself
quoted, for the first time I think, in the New Yorker, which usually
pays no attention to me, under the heading “Straight Thinking De-
partment.” There is a quotation from U.S. News & World Report
which says: ' L

] Brighter Future: Looking ‘ahead, Herbert Stein, Chairman-designate: of
Tconomic Advisers, noted that the rise in total employment since June has been
the largest five-month increase since the boom year of 1955. Mr. Stein’s outlook
quotes : “There is no doubt that the employment gains, if continued, will reduce
unemployment.” :

The New Yorker evidently thought that was very funny, not having
heard, I suppose, of the growth in the labor force, or the fact that
unemployment will decline as employment rises only if employment
rises faster than the labor force. However, that is not to be expected
from our more sophisticated journalists.

Employment has been rising rapidly. From July to January, it
increased by 1.3 million (after allowance for a statistical adjustment
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made in January). This is a rate of increase of employment which
substantially exceeds the probable long-run growth of the labor force
and will, if continued, significantly reduce unemployment. '

The primary objective of policy in 1972 is to continue and even
somewhat accelerate the rise of employment. To achieve that we shall
need a rapid rate of growth of demand for goods and services. In the
fourth quarter of 1971 real demand for output rose at an annual rate
of 6 percent. A moderately more rapid rate during 1972—from the
beginning to the end of 1972—seems to us feasible, and appropriate
for reducing unemployment substantially while not reviving infla-
tion. In fact, we project a rise of real demand and output of 6 percent
between calendar 1971 and calendar 1972, which would imply a more
rapid rate between the end of 1971 and the end of 1972. This growth
of output would, we believe, reduce the unemployment rate by the end
of 1972 to the neighborhood of 5 percent.

An increase of real output of 6 percent from year to year would
imply an increase of about 914 percent in the money value of output,
because inflation will be continuing, although at a reduced rate. This
would be the increase of about $100 billion in the GNP that we and
many others foresee. -

We will not go into all the ingredients of this projection here. They
are explained in our report and we will be glad to answer questions
about them. However, we should explain the role of budget policy
in this projection, since it has not been entirely understood.

Since we are talking about changes in the economy between calendar
years, it is convenient also to look at budget changes between the
calendar years. For this purpose, we can look at Federal receipts and
expenditures in the national income accounts, a concept well known
to this committee. As our report indicates, there will be an increase
of $29 billion, or 13 percent, in expenditures between calendar 1971
and calendar 1972. There will also be a net reduction of close to $4
billion in tax receipt due to changes in tax laws and regulations
between the 2 years. Thus, in a crude way we can say that there is a
fiscal stimulus of about $38 billion, or about one-third of the expected
increase in GNP.

Another way of looking at this same phenomenon is through the
estimates of the receipts and expenditures that would be realized if
the economy were operating at full employment. This relationship
has a little different timing in terms of the unified budget. In national
income account terms there would be a swing from an excess of
receipts of about $514 billion in calendar 1971 to an excess of expendi-
tures to $614 billion in calendar 1972. This swing would be a strong
stimulus to the economy. All of this swing would occur by mid-1972.
Thereafter, the full employment budget in NTA terms would move
back onto balance. This return to balance would be economically ap-
propriate as rises of inventory investment, business fixed invesfment
and net exports take over the lead in boosting the economy.

This path for the NIA budget is, we believe, consistent with the
strong, steady expansion of the economy that should be our goal in
1972. Achieving this budget pattern will require great effort and skill
b%i the administrative agencies in managing their activities. It will
also require cooperation by the Congress. On the one hand, certain
legislation will be required to bring about the early expansion of
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outlays; on the other hand, self-restraint by Congress will be required
to keep expansiveness in fiscal 1973 from bursting the bounds con-
sistent with economic stability.".

THE PRICE-WAGE CONTROL SYSTEM

The increase of Federal expenditures between 1971 and 1972 will
be larger than in any previous year since World War II. That is
one of the reasons for calling the present economic program un-
precedented. Another, of course, is the comprehensive price-wage con-
trol system that has been put in place since August 15,1971. A primary
motive for this is to slow down the rate of inflation. But one of the
main results we expect from that is a rise of employment and reduc-
tion of unemployment. We wanted to get off the treadmill in which
measures to expand demand only raise prices without raising output
and employment.

We are not so naive as to think that for the first time in history we
have devised a price-wage control system that is perfectly effective,
fair, and efficient. But we do think the system that has been set up has
accomplished a great deal and will accomplish a great deal more. The
fourth quarter of 1971 illustrates the accomplishment of the results
we seek. In that quarter GNP rose at an annual rate of 7.7 percent;
of that total increase, 6.1 percent was an increase of real output and
1.5 percent was an increase of prices. This was the largest proportion
of increase in real output in the total GNP increase since the fourth
quarter of 1965. '

We don’t expect to keep the inflation rate down to 1.5 percent in
1972. As we have explained many times, some bulge of prices was
inevitable after the freeze ended on November 14. However, we believe
that the price-wage control system, operating in an economy without
excess demand, will return the inflation rate to the 2 to 3 percent zone
before the end of 1972. In our report we present an analysis of the
relation of the standards of the price-wage control system to that goal.

I would like at this point to comment briefly on the remarks made
by Congressman Patman about the price and wage control system. He
called attention first to the failure of the administration to impose
mandatory ceilings on interest rates.

As you know, the extension of the Economic Stabilization Act pro-
vided that mandatory interest rate ceilings should not be imposed un-
less the President made a finding of certain facts. That is, the act gave
the President discretion to make a decision about this on the basis of
his evaluation of certain facts.

The condition which had to be discovered was whether the interest
rates prevailing in the absence of ceilings would be consistent with
orderly economic growth. I don’t remember the exact words, but it is
something like that.

The President did make such a finding with our advice and the
advice of others. We called attention to the fact that interest rates are
now lower than they were when the freeze first went into effect. They
are Jower than they were on Mav 25, 1970, which is generally the lowest
limit to which the act permitted prices and wages to be restricted.

Also, the most important part of the argument is that we believe
that the present level of interest rates and the prospective course of

76-150—72—pt. 1—2
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rates 1s consistent with the orderly economic growth that we project.
Certainly, it has been our expereince in the past that one of the most
obvious and direct influences of interest rates on the course of eco-
nomic growth is through their effect on new housing.

We have been having an all-time record level of new housing starts,
reaching enormous numbers in the fourth quarter of 1971, and over 2
million for the year 1971, and we project still higher starts in 1972.

In any case, if interest rate prospects or developments were not con-
sistent with the orderly expansion of the economy, which is very un-
likely in my opinion, the most effective solution to that problem would
not be to put ceilings on rates. We have found in the past that the exist-
ence of ceilings on interest rates for mortgages only had the effect of
driving funds out of the mortgage market, and we did not get more
houses built. '

With respect to the definition of the working poor, the Cost of Living
Council, which made the decision, tried very hard to interpret the in-
tent of Congress in that respect. Congress, of course, could have put
into the law that no wage rates could be controlled unless they were
in excess of $3 or $3.50 or $4, or whatever else it might have thought was
appropriate.

However, Congress did not do that. It only left us some rather
ambiguous language about the working poor. We did our best to
interpret what that could reasonably have been intended to mean. We
did not think that it could reasonably have been intended to mean that
we would have a wage control system that would exempt from control
half of the workers in the United States.

There is no unique way of finding a figure, but we did approach this
from a number of directions, and the figure at which we finally arrived
at, 13;1.90, seems consistent with a variety of ways of looking at the
problem. '

Congressman Patman has indicated that the system of price control
we now have does not permit ready surveillance by consumers of the
compliance with the ceilings of retail establishments or other sellers.
That is quite correct.

But there is no way of making it easy for consumers to discover what
is the legitimate ceiling price, item by item and store by store, without
an enormous policymaking machinery which would make national
decisions about the appropriate ceiling prices for each item. We have an
effective price control system which will achieve what its objective is,
namely, to hold down the rise in the average price of things bought by
consumers without requiring prior determination, item by item, of
what the legitimate prices are.

So the fact is that surveillance will have to operate through the ad-
ministrative machinery, and consumers can only serve the function of
calling to the attention of the administrative machinery what looks like
possible violations. The determination of whether there have in fact
been violations will have to be made by a more precise method.

As the Congressman said, 75 percent of retail establishments have
been exempted from control. We did not regard this as a reduction in
the effectiveness of the controls. On the contrary, we regarded this as an
important step to increase the effectiveness of the control. Seventy-five
percent of the retail establishments that were exempted do about 15
percent of the retail sales. They would have accounted for, if kept under
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control, an enormous drain on the administrative machinery, and they
would have put enormous demands on it. These stores that were ex-
empted were stores with $100,000 or less of annual sales. They usually
have no employees but are often operated by their owner and his wife.

We were confident that to concentrate the administrative machinery
and the Internal Revenue Service agents that we have available on
the bigger stores, rather than spreading them thinly over the approxi-
mately million and a half small establishments, would make the system
more effective rather than less.

This is especially true in view of the fact that these exempted estab-
lishments are all in competition with the bigger ones that do 85 percent
of the business. We are sure that this will effectively prevent the smaller
ones from exploiting the situation.

The Congressman referred to the fact that half the people are dis-
satisified with the way the price control system is working. I haven’t
seen that particular poll and I am not able to comment on its accuracy.
Nevertheless, the fact is that the exception that most people have to the
way it is working cannot be derived from their own experience but must
be derived from what they hear responsible public officials say about it.

Having embarked upon what everybody recognizes as a very difficult
although very necessary process, it would be helpful if the criticism
of it was confined to what could be realistically supported by the
evidence. )

As for a timetable regarding the retention of controls we can only
repeat what was stated In the report: The control system will be re-
tained as long as is necessary to achieve its goal. This is a condition of
the economy in which we can have a significantly lower rate of inflation
without controls than we were experiencing in the first half of 1971.
We do not wish to keep the controls a day longer than is necessary, but
having embarked on this course, the administration has no intention
of a premature abandoment of controls that would bring on a resump-
tion of inflation or would require the reimposition of controls.

MANPOWER POLICIES AND UNEMPLOYMENT COMPENSATION

The third element in the administration’s attack on the unemploy-
ment problem—along with actions to boost demand and control infla-
tion—is a package of measures to help workers adapt to the condition
of the job markets and to assist those who remain unemployed. :

One way to summarize the magnitude of the effort on this front is
to note that in fiscal 1972 expenditures in the unified budget for man-
power programs and unemployment compensation will be over $10
billion. If unemployment in this fiscal year should be 5 million, this
would amount to an expenditure of $2,000 per unemployed person.

These programs, of course, have a long history. However, they have
been substantially expanded during this administration. Exclusive
of unemployment insurance programs, we expect to spend $5.1 billion
on Federal manpower programs in fiscal 1973. That is an increase of
about 20 percent from fiscal 1972 and a doubling of outlays since 1970.
Working with the Congress we have developed many programs to
minimize the dislocations caused by the transition from defense em-
plgyment and inflation to high peacetime employment without
mflation.
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For all unemployed and potential employers, we have enlarged and
mechanized the placement and information services of the Employ-
ment Service.

For the experienced unemployed, we have increased coverage of
unemployment insurance programs and provided extended benefits
under two new programs, which permit workers in States with par-
ticularly acute unemployment to receive benefits for as long as a full

ear.
Y For Vietnam veterans, we have launched a comprehensive program
of labor market services which appears to have stemmed the rise in
their joblessness; also, we have provided greater opportunity for
education under a much improved G1I bill.

For some 44 communities in 22 States and Puerto Rico with special
employment problems arising from defense readjustments, we have
or are providing comprehensive aid in the transition back to a civlian-
based local economy through a special, highly effective Interagency

. Committee directed by the Secretary of Defense.

For disadvantaged workers in general and to the benefit of the
society as a whole, we will be spending about $2.1 billion on skill
training programs to increase the productivity and employability of
an anticipated 1.4 million new enrollees in fiscal 1973.

For communities in need of improved services and for workers in
need of transitional training on the avenue to careers, we will be
spending about $1.85 billion in fiscal 1978 to provide work-support
job slots for an estimated 874,000 new enrollees. Many of these are

" public service jobs.

Although there have been numerous improvements and innovations
in recent years, we have still not achieved the full potentialities of
the money that is being spent, or might be spent, for manpower pro-
grams. The administration recommended over a year ago the con-
solidation of important parts of the Federal effort into a manpower
revenue sharing program which would make the expenditures more
productive. The President is sending the Congress a message today
repeating that recommendation. We hope this recommendation will
receive prompt and favorable consideration.

STRENGTHENING THE UNITED STATES IN THE WORLD ECONOMY

For more than 10 years, the U.S. economy has operated under the
shadow of its balance-of-payments deficit. Last summer, when the
need to achieve more rapid economic expansion in order to reduce
unemployment became clear, it was also clear that decisive action had
to be taken to correct the deficit. Confidence in the dollar had sunk
too low to allow the deficit to persist without clear indication that
correction was on the way.

If a more expansive domestic economic policy, with some danger
of more inflation, had been injected into thaf picture, confidence
would have disappeared. Therefore, the policies adopted had to con-
tain steps not only to expand the economy and to check inflation but
also to eliminate the balance-of-payments deficit.

The basic method chosen for doing this was a major currency re-
alinement, reducing the price of the U.S. dollar relative to the price
of other currencies. This has now been achieved. The results, in terms
of correction of the balance of payments, will be some while in coming.
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The current volume of exports and imports result from arrangements
made before the realinement, and will only change with some lag.
Meanwhile, the realinement itself has the effect of raising the dollar
prices of some of the things we import. Thus, there may be a period
in which the balance of payments, at least on trade account, gets
worse before it gets better. However, there can be little doubt that
the realinement will profoundly improve our position.

The administration’s choice of means for bringing the balance of
payments into adjustment is highly significant. It rejected the route
of depressing the U.S. economy. It rejected the route of more con-
trols on trade and capital. Instead, it chose the route of exchange rate
realinement because that route will increase our exports relative to
our imports while leaving Americans maximum freedom to buy what
they want where they want to buy it.

This is a classic case of choosing the efficient instrument which will
achieve what is desired—an increase in our net exports—without
achieving what is undesired—more Government control over trade
in particular goods. ‘ .

RAISING PRODUCTIVITY

Our recent problems have been superimposed on an economy that
is very strong. An outstanding characteristic of the economy is the
high level of productivity—ot output per hour of work—and its
vigorous long-term growth. This growth is the source of the long-run
improvement of the real income of the average American worker and
family. There is no other possible source.

In the long run the rise of workers’ real compensation per hour
tracks very closely with the rise of real output per hour. In the short
run certain regular disparities are evident. When the economy is ris-
ing, both output and compensation per hour tend to rise more than
the long-run average, and output per hour tends to rise relative to
compensation per hour. When the economy is at its ceiling and there-
fore growing slowly, or when it is declining, both output and com-
pensation per hour tend to rise less than the long-run average and
compensation tend to gain on productivity.

These patterns are evident in the record of the past decade. During
the long expansion from 1961 to 1968, productivity in the private
nonfarm sector rose by 3.2 percent per annum, while real compensa-
tion per hour also rose rapidly but not quite that rapidly—2.7 per-
cent per annum.

-In 1969 and 1970 the rate of productivity growth fell off—to about
three-tenths of 1 percent per annum. The rise of real hourly com-
pensation also slackened, but not so much, to about 114 percent per
annum. In 1971, both rose again—productivity by 3.4 percent and real
hourly compensation by 2.5 percent. For the 3 years 1968-71, the rise
of real hourly compensation was about 1.7 percent per annum and the
rise of productivity was 1.3 percent per annum.

Short-run variations in productivity growth are important for the
inflationary process and in other respects. Here we want to emphasize
the significance of the long-run trend rate of productivity growth. It
more than anything else determines the improvement of economic
well-being from one generation to the next. Differences of a tenth
of a percent may seem trivial and get overlooked in the political proc-
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ess, which tends to be myopic, but they add up to a great deal in 20
or 30 years. -

It was to highlight the importance of raising productivity, and
to enlist support from all quarters in doing so, that the President
established the National Commission on Productivity. Director George
Shultz of the Office of Management and Budget has been Chairman of
the Commission. Since he will be testifying here tomorrow we shall
not undertake to describe its work and plans. We only want to em-
phasize here the need to be careful not to allow preoccuption with
short-term problems to distract us from attenion to our long-run needs.

In conclusion, we would return to the point that the administration
made a decisive change in economic policy about 6 months ago. This
change was not action for action’s sake. It was a response to problems
which although often exaggerated in the public discussion were none-
theless real. The choice of policies was, we believe, openminded and
uninhibited by traditional dogmas. We believe our policies are con-
structive, coherent and will be effective. The problems to which they are
addressed are problems of the Nation, not just of the administration.
The solution should come from the Nation, not just from the adminis-
tration. In that spirit, as partners in a common effort where no one
can claim exclusive virtue or wisdom, we welcome your questions and
suggestions. : :

Thank you.

Chairman Proxmire. Thank you, Mr. Stein.

Mr. Solomon, have vou a separate statement?

Mr. Soromon. No, sir.

Chairman Proxmire. You concur in the statement which has been
delivered ?

Mr. Soromon. Completely. _

Chairman Proxmire. Mr. Stein, I want to commend you on hitting
what I think is the number one economic problem. We seem to agree,
stressing that unemployment is our No. 1 economic problem and hitting
it so forthrightly and forcefully.

You say in your statement that the administration has initiated the
strongest program to reduce unemployment there has ever been in
this country.

I just can’t accept that. It seems to me that the new economic pro-
gram has been designed primarily as an anti-inflation program. It has
set up institutions, both the Pay Board and the Price Commission, to
cope with inflation. Tt set a @oal on inflation which it did not set on un-
employment. It seems to have concentrated a great deal of its stress in
the area of inflation.

I don’t fault them for that, because inflation is a problem. But there
doesn’t seem to be any really comparable effort that I can see to cope
with unemployment. ,

You stress as the cornerstone of the effort to promote emplovyment
and diminish unemployment, the fiscal stimulus in the revised 1972
budget. The trouble is, Mr. Stein, as you know. that that stimulns will
be temporary. It reaches its peak in the first half of calendar year 1972,
that is, by July 1, and then it declines.

I certainly question whether the unemployment problem will be
brought under control so quickly that we should begin to move toward
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budget restraint 6 months from now. Budget timing is spelled out in
-your statement. ,

One other point before I ask you to respond. The initiatives we have
had have come from Congress, not from this administration. The
public- service employment program was a congressional initiative
which the President actually vetoed the first time around. .

I am afraid I don’t see this initiative acknowledged anywhere in
the Economic Report. Can you specify the job-creating expenditures
in the budget ?

Mr. Sterx. I think all the expenditures are job creating, Mr. Chair-
man. We have submitted a budget with a $38.8 billion deficit. I don’t
think you should belittle that. ' .

Chairman Proxyire. I am not trying to belittle that.

Mr. Sterv. I think we are entitled to say that we have given the
economy a very important fiscal stimulus. In fact, I was looking
through the record and probably-the last peacetime year in which we
had a deficit which was as large a share of the national income was
1936. I took some comfort from the fact that the administration which
survived that deficit carried 46 States at a time -when there were only 48.

I find it difficult to respond to a statement which says that all you
have given us is a fiscal stimulus when we have given you a $33.8-
billion deficit. '

Chairman Proxyigre. The point I made was that the fiscal stimulus
stops in 6 months and shifts. ‘ '

Mr. Stein. This is a classic prescription for getting an economy
out of the doldrums, out of a dull spot, and moving along the path
toward full employment. We have incorporated a budget which has
these characteristics into our projections. We have incorporated into
our projections a budget which reaches its maximum stimulus, as
measured by the actual deficit or by the full employment deficit, in
the second quarter of 1972, and that deficit diminishes thereafter. Of
course, in forecasting the economy you have to add up all the pieces,
not just the fiscal piece. A

A's we see it, after we pass the first half of 1972, we will be having

.an increase in business activity and investment in plant and equip-
ment. We would expect that the rise in the economy in the first half of
this year will generate a higher rate of investment expenditures. We
expect, and with good reasons, I think, that the steps we have taken on
the international front will be giving us a rise in our net export posi-
tion. So we will have other forces coming into play in the economy
which will generate continued expansion of demand.

Moreover, I think it is too one-sided to say that the price-wage
control system is only a system for restraining inflation. An important
reason for adopting the price-wage control system, as we say many
times in the report and in our testimony, was to assure that as we ex-
panded demand we got out of that expansion an increase in output
and employment and not justan increase in prices.

Moreover, we think that the price-wage control system by itself con-
tributes to an increase in demand. We were told repeatedly last sum-
mer before August 15 that the economy was suftering from great
anxiety about inflation and that the reason consumers would not buy
and the reason the businessman did not invest was that they felt they
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had been left alone by the Government. The Government, we were told,
was not intervening as forcefully as it should in restraint of inflation.

Well, we have intervened in the most forceful way that the Govern-
ment has ever done in peacetime in this country. Furthermore, I think
we should not leave out of account in this balance sheet the steps that
have been taken on the international side, which are really very power-
ful. It is a combination of these measures, all of which I would de-
scribe as pro-employment, anti-unemployment measures, that adds up
to this package.

Chairman Proxmire. You concede that the fiscal stimulus is con-
fined, at least as far as it being stronger, to the first 6 months of
this year and then it diminishes.

You seem to rely on an increase in business investments in plant
and equipment at a time when we are operating at 75 percent capacity
or less. It is hard for me to place much reliance on that. :

Then you rely to some extent on a shift in foreign trade, that we will
be exporting more and importing less. That is likely, but it is un-
likely, it seems to me, to be very great in view of what seems to be
happening.on the basis of the reactions to the exchange adjustment.
We will get something there.

You rely on the greater confidence on the part of the public be-
cause of the anti-inflation program. There may be something to that,
but as long as unemployment is 6 percent we have counterveiling
and pessimistic effect. 2 .

What would you think, Mr: Stein, and give me your reaction, as
" to the effects of this? Suppose Président Nixon should go on televi-

sion tomorrow night and call on Congress to enact a program which
would: provide for 100,000 new jobs by the Federal Government, Fed-
eral Government.funding, per month until unemployment is below
5 percent. Suppose you:had that'kind. of specific, direct method of
getting unemployment down? What would be the effect in terms of
inflation, in terms of stimulating the economy? Would it be sound
or unsound ? Co o e

Mr. Stein. Considering the reaction of the Congress to his previous
recommendation, for him to go on television and ask Congress to do,
that would probably have no effect. We have quite a .number of
recommendations now, before the Congress which have not been acted
upon.’: - .. - ST :

Chairman Proxmrre. On something like that, I think I would cer-
tainly disagree. I think there would be a tremendous. response. We
have proposals to provide for a half million public jobs in the Senate
and I think in the House, too, supported by many Members of Con-

" gress, with no administration support for them, and it is probably
less likely that they will be enacted. Let’s assume the President could
accomplish this. What would be the effect on the economy ?.

Mr.- Stern: I think the fiscal program we have put before you is
more powerful than that. Now you want to add something which I
roughly expect would raise the annual rate of Federal -outlays by
$12 billion: We have just proposed an increase in the ;annual rate of
Federal.outlays of $29 billion. We think that will give us an orderly
path of expansion. To add another $12 billion would be a little ex-
cessive, starting with a deficit of $38.8 billion. T am not one who makes
a fetish about deficits, but there is no sense adding $12 billion on top
of $38.8 billion.
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I don’t know that this would go over very well. I 'had some grilling
before the House Appropriations Committee about the deficit we have.
Whether the effects of the added spending would be a plus or a minus
when you consider the reaction in the economy at large, I don’t know.

I think we have a program that is going to reduce the rate of unem-
ployment at a rate that 1s consistent with the achievement of our other
(()lbjectives. This will be rated as a substantial achievement when it is

one.

It is really a question of arithmetic. At some point more expansion
becomes excessive. We have concluded, on the basis of some arithmetic,
that a $29 billion increase in expenditures between calendar 1971 and
calendar 1972, plus a $4 billion tax reduction, is quite a large, effective,
and lavmple fiscal stimulus. I think another $12 billion would be too
much.

Chairman Prox»ire. You may have to eat those words, but with the
President performing the way he has been, he has surprised us before.

We have only one big issue, in my view, or one economic issue, or
may have, and that is unemployment. The President can steal it from
us any time he does this, and we have nothing left. - -

Mr. StEiN. We welcome your advice. -

Chairman Proxmire. You may be coming in saying this is the most
inspired, new, vigorous program for unemployment the country has
ever seei.

Mr. SteIN. We adopted a position of flexibility, sir.

Chairman Proxmire. My time is up.

Senator Javits.

Senator Javirs. Thank you, Mr. Chairman. .

Mr. Stéin, I am very interested in the relationship of the $100 billion
projected increase in GNP and the deficit. In other words, we project
a $100 billion increase. Is that or is it not reflected in the $38-billion
expected deficit ?

Mr. Strin. It is really reflected in both directions. The deficit con-
tributes to the $100 billion increase and the $100 billion increase con-
tributes to the reduction of the deficit in the second fiscal year. Of
course, the revenues will expand. One of the reasons we have a decline
in the deficit in the unified budget from $38.8 billion in fiscal 1972 to
$25.5 billion in fiscal 1973 is that the economy will be rising and will be
closer to its potential in fiscal 1973 than in fiscal 1972. The $100.billion
cannot be derived as a simple multiple of the $38.8 billion. It does
depend on how we get the $38.8 billion.

But in our projection of the approximately $100-billion increase, we
are taking account of the fact that, as we explained at more length
in our Economic Report, there will be a certain increase in Federal
Government direct purchases of goods and services; there will be an
increase in purchases by State and local governments as a result of a
big increase in grants-in-aid, including perhaps revenue sharing; and
there will be an increase in consumer expeditures as a result of the tax
reductions and increased benefits of various kinds.

; So these things all add up and contribute, in this year very power-
ully..

Senator Javirs. Why should we rely on that estimate when your last
estimate was wide of the mark?
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Mr. Stei~. I hope you will not rely on my estimate. You will have
other witnesses before you. You have our facts before you. You can
make your own judgment. We recognize that last year’s estimate was
mistaken. The size of the mistake has been kind of grossly exaggerated.
It was a little larger than the average error of estimates made by coun-
cils of economic advisers in the past 10 years, but not much larger. We
think this is an estimate in which more confidence can be placed be-
cause what we are predicting is a rather different thing than we were
predicting a year ago. A year ago we were saying that the targets of
policy should be to wrench the economy out of its rather stagnant
course and make it move much more rapidly than it had been moving
:%nd much more rapidly than anybody thought. it would move, except

or us. :

We recognized that this would be a difficult task for policy. For
reasons which we explained in the report, we did not make the change
of policy in time to achieve this result in view of the conflict with other
objectives. This time what we are forecasting is really an extension of
the present course of the economy. :

We are making a forecast, which I believe you will find as these
hearings progress, that is very much like that made by a lot of other
people. No drastic. change in the path of the economy is required to
achieve this result,.only. a continuation and slight acceleration of the
rate of increase we had 1n the fourth quarter. '

But I hope you will form yourown judgment. . - A

Senator Javrrs. Thank you. Now I would like to.ask you about pro-
ductivity. As you know, this has been a major activity of my own. I
notice you rely on it very heavily here in what you feel is charting a
constructive economic course for the country. I would like to juxtapese
two statements. and ask you about them. You say in your statement,
“These objectives include reasonable price stability, balance in our in-
ternational economic position, and an increase in productivity which
is the only durable source of an increase in the real incomes of
workers.” : '

I thoroughly agree.. -~ .- . . . . .

Then in your statement you say, “Steps to contribute to rising pro-
ductivity, notably by encouraging business investment in research and
development.” . . . )

I look in vein for any question of dealing with the stimulation of
productivity by the individual worker. We read, for example, sensa-
tional news the other day about the General Motors Vega plant where
there was a slowdown by young workers because of lack of motivation.
. The Congress provided $10 million in the Economic Stabilization
Act for the National Productivity Council to endeavor to. raise the
morale of the workers, efficiency, absenteeism, alcoholism, and many
others. Is the administration planning anything on that score as, for
example, the local Productivity Councils on a. plant or regional basis
that we had in World War I1?

Mr. Ster~. Senator, I'did not go into this for the reason explained
here that George Shultz has been the chairman of the National Com-
mission on Productivity, and he will present a full-dress statement
on this subject when he appears here tomorrow. I was not able to
attend the last meeting of the National Commission, which was last
week, because I was in Europe. I am sure that they plan to imple-
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ment the program which the legislation you presented will authorize;
he can explain that in more detail.

Senator Javirs. My last line of questioning relates to exports and
imports: You say that our position is going to be improved in a major
way if we have an excess of exports over imports, and that this may
be a reasonable expectation as the effects of the currency realinement
slowly work their way through the international system.

T would like to commend the administration for 1ts decision to sub-
mit the bill increasing the price of gold this week, as we understand. I,
for one, have been much opposed to holding it up as a hostage for
trade concessions. The.danger of this negotiating tactic was reflected
in the recent instability of the world’s money markets.

As you see the situation now, do you feel that the weakness in the
gold market may indicate that we are overstaying our markét on ap-
proving this agreement and that we will face very soon the need for
another devaluation because of the weakness of the dollar?

Mr. Soromon. May I respond to that?

‘Senator Javrrs. Surely.

Mr. Soronon. It will give Chairman Stein a little rest.

All sorts of things affect the gold market. The slightest rumor that
the United States may change the price of gold by more than the
$3.00 to which they have agreed could be enough to set it off. It is a very
thin market. I don’t think we should worry too much about that.

On the basic underlying factors, it is perfectly clear that the positive
things working for us will take time. The reevaluation or realine-
ment of the dollar relative to other currencies will probably not have
its full effect until 2 years have passed. It will only begin to have an
effect this year. : ‘ o S
" The other major thing we can count on'is that the deterioration in
America’s relative competition position, measured in terms of unit
labor costs, or any similar numbers, has turned around. The U.S.
position improved greatly between 1961 and 1965. It began to go down-
hill between 1965 and 1969, relative to our major trading partners. It
has turned around again and is improving very rapidly now. So in
terms of relative costs and prices, the combination of realinement and
this basic improvement in our performance is going to produce a
strong long-term improvement in our position. -

In the short run we are suffering from two adverse factors. In the
first place, we are expanding much faster than our normal rate of ex-
pansion, which means-that our imports will rise faster. Our major
competitors, outside of Canada, will be expanding in 1972 much slower
than their long-term rates of expansion. Germany, I am told, is ex-
pecting real growth of 214 percent in 1972. As a result, the short:
run factors are against us. -

T would imagine that our net export position, which became nega-
tive in the fourth quarter, will start improving and that the rate of
improvement will be very strong by 1973. I think then we may well
hear the opposite of all the things we are hearing now.

Senator Javirs. At any rate, you anticipate an excess of exports
over imports in this year?

Mr. Soromon. No. I think the improvement takes us from a nega-
tive position towards a positive position. For the year as a whole it
may turn out to be very close to zero. '
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Senator Javrrs. Just one further question, if the Chair will let me
ask: How high a priority does the Council of Economic Advisers give
passage by the Congress of this bill increasing the price of gold ?

Mr. Soromon. I give it high priority. I think it is part of a settle-
ment. The sooner it is done, the better.

Senator Javrrs. Is it the highest priority in our international eco-
nomic situation ? )

Mr. Soromon. It confirms the rates settled in December, the final
confirmation of them. A

Senator Javits. Would you give it the highest priority of any inter-
national economic measure ¢

Mr. SoLomon. I think so.

Senator Javrrs. Thank you.

Mr. Strin, May I add something? The Senator referred in passing
to the possible need for further change in the exchange rates. I should
say that at a meeting which I recently attended in Paris, where the
governments of the 22 leading industrial countries discussed the in-
ternational financial and economic situation, there was no thought
whatever. that the arrangements reached in December needed to be
revised in any way. Nor was there any suggestion that any evidence
had accumulated since December 18 to indicate a possible desirability
of reconsidering the pattern of relative exchange rates established
there. I think it is important to note that.

Senator Javirs. You think that agreement is solid right now?

Mr. Stern. Absolutely.

Senator Javirs. Thank you.

Chairman Proxyire. Congressman Patman.

Representative Parman. Mr. Stein, do you- think the administra-
tion made a mistake by waiting so long to impose price and wage con-
trols after having been given the power to do so 12 or 14 months
before they were actually imposed ?

Mr. Steix. I don’t find it very fruitful to reconstruct history.

Representative Parman. I can’t hear you.

Mr. Sterx. I.don’t find it very fruitful to reconstruct history or easy
to tell what would happen if we did something other than we did. T
think we had very good reasons for not taking the step before we did.
I think we have an obligation to try to make this system work, to give
it every opportunity to work, and not to make so crucial a decision on
the basis of weak and uncertain evidence.

I think this view was shared by the Congress, because Congress
obviously had the opportunity twice to impose these controls, to take
action to make the controls mandatory, and didn’t take those oppor-
tunities. So T think the decision was made, considering the drastic
character of the decision, when a sufficient body of evidence was
available.

Representative PaTmax. You personally were opposed to even Con-
gres;‘ giving you the power to control prices and wages, were you
not ¢

Mr. Sterx. I don’t remember I had a concern about their giving the
power to us.

- Representative Parmax. You were quoted in the press as being
opposed. :
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Mr. Stev. I was certainly opposed to the controls. At the time
Congress passed the legislation, I was certainly opposed to imposing
price and wage controls. -

Representative Patatan. However, if you had imposed them then
when you had the first authority to do so, you would not have had some
of the major problems about dating back the wage increases.and
things like that, would you? =~ : o

~ Myr. Sterx. I think maybe if we had imposed them then we wouldn’t
have them now. The classic problem about controls is that if they
are given too big a job to do they simply break down. If they are
imposed in situations in which the forces toward increasing wages and
prices on the demand side and on the cost side are both too great, they
do not survive very long nor leave much of a trace. - e

I think we have imposed the controls in circumstances where-they
confirm the trend of the economy and help it to achieve the situation
which it otherwise haltingly would have achieved. I think that was the
proper thing to do. I don’t think one can simply ptredict that if you
had put them on on May 25, 1970, they would now have been doing
a good job for us.

Representative Patman. I would like to turn to the subject of why
you did not impose controls over interest rates. In the law, 203 (e),
whenever the authority of this title is implemented with respect to
significant segments of the economy, “the Presidient shall”’—not may,
but it is “shall”—“require the issuance of regulations or orders pro-
viding for the stabilization of interest rates and finance charges, unless
he issues a determination accompanied by a statement of reasons that
such regulations or orders are not necessary to maintain such rates
and charges at levels consonant with orderly economic growth.”

" Do you have a copy of the order that the President issued ?

Mr. Stein. I don’t have it, but the Cost of Living Council issued
such a statement.

Representative Patman. Would you put it in the record at this
point ?

Mr. Stezw. Certainly.

(The document to be furnished follows:)

EXECUTIVE OFFICE OF THE PRESIDENT,
CosT oF LiviNng COUNCIL,
Washington, D.C., December 22, 1971.

DETERMINATION AND STATEMENT OF REASONS REGARDING INTEREST RATE REGULATIONS

The large volume of borrowing and lending at declining interest rates which
has occurred during the past year indicates that eredit market conditions are
making a significant positive contribution to economic growth. During the first
three quarters of 1971, net borrowing by households and nonfinancial business
units was more than 30 percent larger than the 1967-1970 average, a greater
increase than the 17 percent growth of Gross National Product over the same
period. .

These large credit flows have financed a sharp increase in spending in three
credit-dependent areas—residential housing, consumer durables, and state and
local government. Moreover, the large volume of capital market financing by
business has improved corporate debt structure and liquidity positions and laid
the groundwork for a sizable expansion in business capital outlays next year, a
prospect that is confirmed by recent business anticipation surveys.

The appropriate level of interest rates consistent with orderly economic
growth changes in response to a number of complex influences, including infla-
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tionary expectations, the supply of savings, and the pressure of credit demands.
The Committee on Interest and Dividends has been directed to maintain close
surveillance of interest rate developments and, working with the Cost of Living
Council, "is. formulating- and preparing to implement a program for obtaining -
voluntary restraints.on-interest rates. It will pay particular attention to those
rates most directly affecting the American family, including interest rates on
mortgage and consumer loans. The Committee will make a special effort to
ensure that rates in these areas reflect lower costs of funds in the credit market.
Although, as economic expansion accelerates in the months ahead, interest rates
generally may rise somewhat, rates on mortgage and consumer loans. should
nevertheless be at a level that permits the American family to obtain on equitable
terms the credit necessary for a rising standard of living.

Recent interest rate experience has reflected the abatement of inflationary
expectations and an ample flow of savings. In security markets, interest rates
on new high quality corporate bonds are now only slightly above 7 percent in
contrast to more than 9 percent in mid-1970 and 8 percent in mid-August 1971.
Municipal bond rates have declined from 7 percent in mid-1970 to 51 percent
with nearly half of the change taking place since mid-August 1971. Rates on
home mortgages, which averaged 8.5 percent in 1970, recently have been around
7.8 petrcent. The bank loan rate to prime customers, an indicator of the cost of
business borrowing, was 8% percent in early March 1970, had fallen to 6
percent by mid-August, and has been between 514 and 5% percent most recently.

In view of the above, and in accordance with the requirements of Section
203 (e) of the Economic Stabilization Act of 1970, as amended, the Cost of
Living Council hereby determines that the issuance of mandatory regulations
and orders providing for the stabilization of interest rates and finance charges is
not necessary at this time to maintain such rates and charges at levels con-
sonant with orderly economic growth.

By direction of the Council.

PAUL W, McCRACKEN,
Vice Chariman.

Representative Patarax. The Council of Economic Advisers has
issued a statement purporting to explain why they did not choose
to control interest rates and finance charges. The statement, in effect,
said that as long as market rates were going down, there was no rea-
son for control. Mortgage interest rates, which have remained high,
were hardly mentioned, and consumer loans and installment pur-
chase rates were not mentioned at all.

Legislative history going to the act makes it clear that all in-
terest rates and finance charges shall be controlled. In lieu of a deci-
sion not to control, a full explanation is required, and the explana-
tion shall go into all interest rates and finance charges.

The Council failed to do this. How could you, in good conscience,
say that you are in favor of people continuing to pay 36 percent
interest when that means this: 36 percent interest means that the
lender gets his money back, the whole amount, in 2 years and 8 months?
In other words, he would get 200 percent back.

There is no oil well gusher in the United States that equals that
kind of return. How can you expect poor people to get along and
not -be in. poverty and have to pay as much as 36-percent interest ?

The President didn’t mention that, did he? He didn’t mention 36-
percent interest. Yet it is well-known all over the Nation. It is in
the laws of some States. So it is just absolutely ignored. Twenty-four
percent prevails in most of the States on installment purchasing and
18 percent on all others. Yet, notwithstanding these rates, that are
such a burden on the poor, which hurts everybody, he just failed to
impose-them when the law specifically requires it, unless he can show
that the rates charged are not extraordinary or not exorbitant. You
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are saying, in effect, that 36 percent is not exorbitant, 18 percent is
not exorbitant.

Don’t you think you are going rather far?

Mr. Stein. Mr. Congressman, the law does not contain the words-
“extraordinary,” “exorbitant,” “unfair,” “usurious,” or any such
thing. The law says that the President shall make a finding that the
rates are not inconsistent with orderly economic growth.

Representative Parman. Not what?

Mr. SteiN. Not inconsistent with orderly economic growth. I
didn’t write that language. I assume it was written here. It is in the
Economic Stabilization Act amendments.

Representative Patatax. How are you going to pass on that orderly
economic growth ¢ Are you going to say that 36 percent is always good
for orderly economic growth? That is what you are saying now.

Mr. Sterx. We have had lots of periods of orderly economic growth
with 36-percent interest rates on the kind of loans you are talking
about. Of course, as you say, the lender gets his money back in 2 years
and 8 months, if he ever gets it back at all. You are also assuming
that there is no cost of managing these accounts. It is quite obvious
this is a very expensive kind of lending business to do. The people
who are doing it are not getting fabulously wealthy. This is some-
thing one can go into if he wants to make loans to poor people at
less than 36 percent.

Representative Patman. That was in the old days. Now it is in
the hands of the experts.

Mr. SteN. In any case, the law requires that the President make
a determination that the rates are not inconsistent with orderly eco-
nomic growth. We made such a determination. We determined that
the interest rates that we have, say, on mortgages, are consistent cur-
rently with the very high rate of housing starts.

‘We made the determination that the kinds of rates we have on auto-
mobile paper, for example, are consistent with the very high rate
of automobile production and sales, We had the highest rate of auto-
mobile sales in history. So we were not asked to make any finding of
what is the just interest rate. ’

Representative PaTyaan. Are you watching this interest rate busi-
ness? You boast that the interest rates are going down. The other
day, and this is typical of one of many banks in this country, a large
bank reduced its prime rate by one-fourth of 1 percent, but immedi-
ately reduced the amount that the consumers were saving one-half of
1 percent. Of course, they are not making many housing loans where
that one-fourth reduction is applicable. .

But the one-half of 1 percent would give them several times as much
as they would be taking a loss on, if it were a loss, on the one-fourth
of 1 percent. So the trickle down theory which applies here means
that very little goes down in the way of reductions. That is for the
big people. The poor and the people who are fighting poverty are
not helped substantially by it.

In other words, you are giving the advantage to the rich, plainly
and simply, and not giving proper consideration to the poor. I think
it is very evident and very plain.

Mr. Stein. I don’t accept that description of our policy, of course.

Representative Pataax. I am not saying you accept it.
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. That is all, Mr. Chairman, for the present.

Chairman Proxaire. Congressman Conable.

Representative CoxaBre. Thank you, Mr. Chairman.

Mr. Stein, I think it is a fine and comprehensive report you have
given us this morning. I would like to inquire to a degree about infla-
tion. I think one of the strengths of your report is the fact you have
pointed out that unemployment is not a homogeneous matter, that it
affects different groups in different ways. Inflation is pretty much the
same thing, isn’t it? It is not a homogeneous matter either. In other
words, there are likely-to be points of slack and of superheat in the
economy that bring about distortions in price pressures; isn’t that
correct?

Mr. SteIN. Yes. Many of the consequences of inflation arise from
the fact that it is not evenly distributed throughout the economy.

Representative Conasre. And that is reflected in your expectation,
that as time goes on you would be able to decontrol some areas of the
economy while corntrols might stay on in other areas for a longer pe-
riod of time. I note in your statement you say, “The control system
will be retained as long as is necesary to achieve its goal.” That doesn’t
mean that it is likely to be kept together as one piece. It is likely to
be decontrolled piecemeal ; isn’t it?

Mr. Sterv. That has been my thought. Agam, we have no commit-
ments to decontrolling any part of it. But it has always been my
thought that some sectors of the economy would be decontrolled be-
fore others.

Representative Coxasre. I wonder if you have made any analysis
of where the areas of superheat in the economy might come as a re-
sult of the stimulation program you have embarked on. For instance,
I recall it wasn’t more than a couple of years ago that we repealed
the investment credit, which is now reinstated, because of the fact
that we had so. much swperheat in the area of capital investment at
that time.

Have you considered the possible 1mphcat10ns of the boom, for in-
stance, in housing at the present time? I note in the New York Times
this morning that there is considerable upward pressure on plywood
and lumber prices. <

Is that likely to be an area of trouble? If so, how do we cope with
it? We have a mechanism for dealing with it, of course, in the flexible
price control system that the President has imposed

Would you care to comment on that type of problem?

Mr. Stern. We think that housing construction activity is fairly
near its peak and that starts are probably already around their peak.
We expect the starts for the year of 1972 to be higher than for 197 1,
but not as high as the fourth quarter of 1971.

The problem of rising lumber and plywood prices has been with us
off and un since 1969. I do think with the present control mechanism
we have a better handle on dealing with it. But I don’t think we are
going to have a big problem there, because we are near the top of
the housing construction.

Representa,tlve Conasre. Are there other areas of potential problem
that you might be willing to mention that are going to require special
attention, or at least close watching?
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Mr. Ster~. I do think that the expansion we see is quite. well dis-
tributed around the economy. It is not highly concentrated. There
are some areas where we will undoubtedly get higher than average
price increases, and the public utility area may be one of those be-
cause rates have lagged.

The rise of rates to a level which will attract the capital required
for meeting the needs of the country in the years ahead may be fairly
substantial after a long period in which rate increases have been small.
That is the one that stands out in my mind.

Representative ConasLE. What about textiles? We have recently
concluded textile agreements. I am by no means convinced that volun-
tary quotas are any sounder than involuntary quotas, as an economic
device. I acknowledge the political necessity of achieving this if we
are not to have a hook on which a lot of protectionist type legislation
can be hung. But can we expect an upward movement of prices in
the textile field as a result of the limitation of the most effective, some
would say the most destructive, competition that has come from abroad
previously ?

Mr. Stern. I am not really able to comment on that in any detail.
Textile prices will be under control. During the freeze the prices of
some textiles were caught in the situation where contracts providing
for increases in prices in the future could not be honored by virtue of
the freeze, and there was a kind of cost-price squeeze for the domestic
textile industry. I assume this squeeze will be somewhat relieved dur-
ing phase IL.

I will submit something on this subject for the record.

(The following information was subsequently supplied for the

record :)
TEXTILES

Ezport Restrictions on Manmade and Woolen Tewtiles

Last fall, the U.S. negotiated agreements for restrictions on exports of these
products effective October 1, 1971. (Cotton textiles and apparel imports have
been under restrictions since 1962). The agreement called for exports to the
U.S. of wool products to be restricted to an increase of one percent annually and
manmade yarns and textiles to the following levels:

Annual rate of increase

Percent
Japan _ 5.0
Hong Kong 7.1
Taiwan and Korea (higher rates in first 3 years) 75

/

Since these countries had been increasing manmade textiles exports to the
U.S. at an annual rate of 61 percent in 1971, this represented a very sharp re-
duction. In fact, in order to get down to the new rate, shipments have had to be
absolutely reduced from the final months before the agreement. Commerce Depart-
ment sources believe that the agreement has already had a stimulative effect
(partly psychological) on the U.S. textile industry.

Price Behavior of Textiles

Apparel commodities as reflected in the consumer price index (CPI) have
shown a slower rate of price increase in the 12 months ended in December 1971
(2.2 percent for women’s and girl’s and 1.7 percent for men’s and boy’s apparel)
‘than have the total CPI (3.4 percent) or non-food commodities (2.3 percent).
Other price changes in textiles and apparel products at both the wholesale and
retail level are shown in the attached table.

The December price data are probably too early to show any significant effects
-of the new export agreement.

76-150—72—pt. 1——3
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Employment and Output

Employment data for the textile and apparel industries in recent periods are
shown in Table 3. The decline of recent years appears to have reversed in the
12 months ending in December 1971. Textile and apparel output as measured by
the Federal Reserve Board’s indexes of industrial production are shown in
Table 4. The fact that output has risen 5 percent from December 1970 to Decem-
ber 1971 while employment is up less than'one percent indicates substantially
increased productivity.

Financial Performance

. The return on equity in both the textiles and apparel industries tended to
improve in 1971 as the most recent survey data show:

Profits after taxes as percentage of
stockholders’ equity

. . Apparel and
Textile mill  other finished
products products
8.5 .12.3
1.7 1.9
5.1 9.5

1971:
January-March 4.6 5.5
April-June____ 7.2 10.9
July-September_ e 6.5 12.5

Source: Federal Trade Commission; Securities and Exchange Commission.

TABLE 1.—CONSUMER PRICE INDEXES, APPAREL COMMODITIES
{Seasonally adjusted; 1967 =100]

Men's and  Women’s and

boys girls

1970:
ANNUAl BVETAZE._ . . oot e eeees 117.1 116.0
71Decemher .................................................................. 118.9 119.0
AUBUSE oot 120.3 120.0
December. ... ... _.._._ 120.9 121.6
Percent change December to December. ... .___.__. 1.7 2.2
Percent change August to December (annual rates) 1.5 4.1

Source: Department of Labor, Bureau of Labor Statistics.

TABLE 2.—WHOLESALE PRICE INDEXES—TEXTILE PRODUCTS AND APPAREL

{1967 =100]

Textile

products

and
apparel Cotton Woolen  Manmade Apparel

(03) (031) (032) (033) (035
1970:

Annual average. ... .. 107.2 105.6 99.4 102.1 111.0
71l.)ecember .................................. 106. 7 106.9 96.8 97.5 111.9
AUBUSY e 109.7 -~ 112.5 92.7 103.1 113.6
December_. ... ... ... 110.6 113.6 91.5 104.3 113.8
Percent change December-December 3.7 6.3 —-55 7.0 1.7
Percentchange atannual rate August-December. 2.5 3.0 3.8 3.5 .5

Source: Department of Labor, Bureau of Labor Statistics.
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TABLE 3.—TEXTILE AND APPAREL INDUSTRY—EMPLOYMENT
[Seasonally adjusted]

Employees in thousands

Apparel
Textile and other
mill textile
products products Total
1970:
Annual average. 978 1,372 2,350
June 972 1,31 2,343
. 961 1,360 2,321
197
962 1,361 2,323
956 1,357 2,313
December.. 977 1,349 2,326

Source: Department of Labor, Bureau of Labor Statistics.

TABLE 4.—INDEX OF INDUSTRIAL PRODUCTION—TEXTILE, APPAREL, AND LEATHER (SEASONALLY ADJUSTED)

{1967 =100]

Textile,
apparel,

an
leather
ANNUA AVETAGE. -« o et eeecaecccccmeecececsemeeecmcsenecemcecceceameessmonnnn 100.2
une....__ooo.- - 9.7
December ..o oeaaoo.. - 97.1
g 1Percent change (SAAR), June-Decemb - =51
Annual average. ..o ooccooaccnamaeno- . 100. 6
JUNG et ee e cmcee e e e e meemaemeeseeen————————— - 102.4
[ L] 1 -1 P - 102.0
Percentchange, 1970-71 . i imcceiiccacccccmeecacmana- . .4
Percent change gSAAR),June—December ...... - -.8
Percent chang ber-D DO e et mececcecmcremac e mncaaean 5.0

Source: Federal Reserve Board.

Representative ConaBre. Is there evidence of adjustment by the
domestic textile industry to international competition? These quota
arrangements were set up, according to your report, at least in part,
to give the industry time to adjust to international competition.

Mr. StexN. I think there are two things: There is technological ad-
vance going on in the industry and style improvement which enables
the industry to compete more effectively. Also, there probably is some
trimming down of less efficient producers.

Representative ConaBLe. One last question, sir: You mentioned the
fact that it would take some time for the currency realignment to
improve our balance of trade, because of arrangements previously
entered into and because of the fact we will have to start competing
in a whole new currency context. ‘

Are we likely to have any distorting short-term flows of capital into
or out of the country that could cause economic problems of some
magnitude? I recall that during the last year we had some rather
severe short-term flows that probably were the reason August 15 came
on August 15, as a matter of fact.

Is there any short-term concern about this pending accommodation
to the new currency alinement ?

Mr. Soromon. No, Mr. Conable. The situation is very different
this year than last. Last year there was widespread speculative reason -
for believing, and I don’t mean speculative in the majority sense,
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that the value of foreign currencies would rise relative to the dollar.
You could expect people to hold more money in foreign currencies and
at the same time get a higher rate of interest. It is natural that
people would do that, and they did no. This year, the only thing pre-
venting a currency influx back across the Atlantic is that our interest
rates are lower relative to European rates. They have been bringing
theirs down but are unwilling to bring them down as fast as ours
have been coming down.

On the other hand, we are unwilling to have a high interest rate
policy just to accommodate capital flows. The system of controls that
they have imposed against short-term capital movements from here
to there are much more effective now than they were a year ago. Also,
the long run situation is much more favorable to the United States.

Representative ConasLe. Is our relative rate of inflation good in
comparison to theirs, as the interest rates are?

Mr. SoLomon. Yes; I think one could say without any contradiction
that the United States, in terms of price, output, unit labor cost will
be the best performing economy in 1972, bar none. I am including
Japan, Germany, and the United Kingdom.

Representative Conapre. Thank you, Mr. Chairman.

Chairman Proxmrre. Congressman Reuss.

Representative Rewss. Thank you.

Mr. Stein, on this subject of unemployment, particularly of young
people, some 60 of us Democrats in the House are sponsoring a bill
to provide 500,000 public service jobs now, federally funded, at the
State and local level. It is very like the bill which President Nixon
vetoed just 14 months ago.

Does the administration support or oppose our bill ¢

Mr. Stern. I must say T hadn’t heard about it.

Representative Reuss. Well, you know what it is about, having
listened to me.

Mr. Ster~. Can you tell me how much it costs?

Representative Reuss. Insofar as it does what the bill that the
President vetoed in December 1970 does, you are familiar with that?

Mr. SteIN. Yes. '

Representative Reuss. He vetoed that, incidentally, saving things
are going to get better. Actually, unemployment has increased a good
deal since then. What is your answer ?

Mr. Stein. Unemployment has increased a good deal since when?

Representative Reuss. Since December 1970. It was then 5.7 percent
and it is 5.9 percent now.

At any rate, will you tell me whether you support or oppose that
legislation ?

Mr. StemN. Since I haven’t heard about this previously, I cannot
say what the administration thinks about it. I would oppose it. As
T have indicated earlier, we have presented about as expansive a
budget as we think is appropriate in the present circumstances. You
haven’t told me how much these 500,000 jobs would cost. I can hardly
think of it costing less than $2.5 billion.

Representative Reuss. It doesn’t.

Mr. Stein. It doesn’t cost less than $2.5 billion? Would you like
to tell me how much?

Representative Reuss. Anyway, you are against it ?
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Mr. SteIN. Yes.

Representative Reuss. In telling us what you are doing about un-
employment, in your statement, particularly, you say that in fiscal
1978 you are going to do very well, you are going to provide work
support job slots for an estimated 874,000 new enrollees.

The fact is, is it not, that that is a decrease and that in fiscal 1972
you provided job slots for 950,000 new enrollees, so you are going
downhill.

Mr. Stein. The number of new enrollees is going down, but the
total amount of money spent is going up. I would like to correct some-
thing that we said earlier about the unemployment rate having gone
up from December 1970 to December 1971. That is not correct. The
unemployment rate in December 1970 was 6.1 percent, and in December
1971 1t was 6 percent which is not a very big difference, but at least
we ought to get that on the record.

Representative Reuss. Anyway, you are not bragging about the
fact that you are reducing the number of new enrollees from 950,000
in 1972 to 874,000 in 1973% From your statement, I thought you were
proud of it, but now that I look at the budget you are going backwards,
aren’t you?

Mr. Stern. We are not going backwards in terms of the number of
persons enrolled in the program. We are reducing the number of new
ones. We are increasing expenditures for the total manpower programs,
as I have indicated. We have increased the budget by about 20 percent,
which is about $1 billion.

Representative Reuss. Let me turn to the international side. Wher-
ever 1 go and whatever I read, I find great interest in the fact that the
United States now owes official short-term obligations on the order of
$50 billion. There is great interest in the possible future convertibility
of these sums. There is talk of the possible establishment of regional
European monetary systems if we don’t come up with some better way
of financing our deficits.

I read the international section of the economic report, some 35 pages
long, without finding a single word to indicate that you even recognize
that there is this dollar overhang, that there is a problem of converti-
bility, a problem of the financing of deficits. There is a section on
monetary reform which begins on page 163 saying, “The primary
questions with which negotiators must deal are clear,” but then you
don’t list anything about the overhang. It can’t be just an accident that
no mention of this important problem is made. Why is that ?

Mr. Soromox. May I respond to that?

The reason we suspended convertibility was that the overhang al-
ready in existence on August 14 was larger than we could accommodate.
Since then the overhang has increased greatly. Whether or not it is
really an overhang we won’t know for a while. At least up to the end
of 1970 the rest of the world was not only willing but anxious to absorb
these liquid dollars, and did not permit us very easily to take steps to
remedy the outflow of dollars.

Representative Reuss. But starting last May their eagerness was
quite restrained, wasn't it ? .

Mr. Sovoarox. Starting last May, their eagerness became restrained
and our suggestion was very simple: A massive, realistic realinement
that would cure the outflow of dollars once and for all. No amount of
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mathematical calculation will tell you the precise realinement re-
quired. Only the market could tell us.

In a sense, Europe wanted it both ways. They wanted us to accept
numerically calculated realinements that might seem to be appropriate
in everybody’s opinion, but may not be appropriate at all. If they are
not appropriate, then there will be continued outflows of dollars for
a while.

Representative Reuss. Your assertion, then, is that the Europeans,
the Japanese and the other holders of the roughly $50 billion of Ameri-
can liabilities will just have to sit tight on them for some years to
come. There is no suggestion of a policy by this country with respect
tothem? :

Mr. Sor.oaon. On the contrary, I think that the question of the over-
hang, the question of what instrument shall provide future reserve
assets, and just how the preferences of individual countries for alter-
native forms of reserve assets are satisfied all have to be settled in one.
large bundle in the future reform of the system.

We cannot separate out the issues one by one.

Representative Reuss. How do you account for the failure of the
report, 35 pages in the international section, even mentioning this
problem? It is a nagging and difficult problem, but that really
shouldn’t be a reason for not addressing ourselves to.it.

Mr. Soromon. There wasn’t much constructive that one could say
about, it. There are plans, literally from A to Z, named after their
individual authors, on just how the problem should be treated and I
could have produced a few more of my own. But this would not have
been constructive. It is a matter for the IMF, the European countries
and ourselves to sit down and, over the course of a year, find one set
of plansacceptable to all. This will happen. ‘

Representative Reuss. Thank you.

Finally, I want to respond to your request for suggestions. You keep
saying, particularly to us Democrats when you talk about unemploy-
ment, in effect, “Look, what more do you want? We have a $39 billion
budget defict.”

Speaking for myself, and I think for most people on this side of the
aisle, thanks for nothing. We don’t want that kind of a deficit at all.
We don’t think that enormous inefficient budget deficits were ever
indicated by Lord Keynes. We don’t think that endless giveaways to
large corporate firms that don’t need them, to banks which have over-
extended themselves on loans, or on the revenue side endless loopholes
in the tax system—both creating horrendous and continuing budget
deficits with no progress on current unemployment—is a good way to
run the country.

My suggestion, very soberly offered, is that the administration re-
consider its economic report and its budget. I think they are dead
wrong.

Mrg.gSTEIN. Are you suggesting we should balance the budget?

Representative Reuss. I certainly am not. I am suggesting that you
should attack the unemployment problem efficiently rather than by
the application vulgarized Keynesian deficits, you should reduce the
deficit somewhat, and sharpen your expenditures and your revenues
soasto doa job on unemployment.

I think your economic report and your budget are a disaster. My
suggestion would be to go back to the drawing board and produce new
ones.
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Mr. Sters. We have produced a policy which we believe incorpo- -
rates what modern economics has to tell us. Lord Keynes is not a
member of our Council.

Representative Reuss. The President has said that he is the
Keynesian today.

Mr. Sten. We did it all on our own. I cannot avoid historical recol-
lection. It sounds like what the Republicans told FDR in 1936: That
this deficit will not get you anywhere, why don’t you do the thing that
will inspire confidence, and so on. I think that is a blind alley.

Representative Reuss. But that is not what I am saying. I am not
saying that deficits will get you no place. I am saying that deficits
which are grossly excessive, because instead of zeroing in on the un-
employment problem they concentrate on unnecessary giveaways that
treat unemployment only in a remote and expensive trickle-down
manner— I am saying that that is not a very good excuse for running a
$39 billion budget deficit.

My time is up.

Chairman Proxaire. Congressman Brown.

Representative Browx. Thank you, Mr. Chairman.

.I am delighted to see the two of you here. I would have been even
more delighted if the third new member had been here. As a matter
of fact, that is what I came over for. But it is pleasant to see you,
anyway. :

In your statement, you spend a fair amount of space discussing the
new distribution of unemployment with reference particularly to the
fact that the unemployment rates among youngsters are higher today
than they have been in comparable periods of unemployment in the
past, and that the rates of unemployment among those above 25 years
of age would seem to be lower in this particular period than has been
the case in previous times of high employment.

Can you give me some information about the impact that an increase
in the minimum wage would have with reference to this particular
aspect of unemployment ?

Mr. Sterx. I think a general increase in the minimum wage would
be very harmful to the employment of young people. It would increase
their unemployment rates. As you know, the Administration proposed
a differential system in which the minimum wage of young.people
would be lower than that of mature workers. I think that was the most
reasonable approach to this problem. The employer, after all, has his
choice. He can hire mature workers or young people. If the minimum
wage presents a discrimination in their relative wages, he is certainly
going to hire the lower paid worker.

Representative Browx. Is this rather sharp change here expl ainable
by anything in particular in terms of either our laws or our Federal
policies with regard to the employment of young people? I think if
we assume that we want to get a low rate of unemployment, 4 per-
cent or thereabouts, and if we note that our unemployment rate, as it
is reflected now, includes a much higher percentage of unemployment
in the young, then it would occur to me that we ought to have a policy
which ‘would encourage the employment of the young, or we ought
to be a little more realistic in our judgment of what unemployment
among the young actually means or actually is.
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What accounts for this increase of unemployment in young people
in times of current high employment, or in times of previous high
employment ?

Mr. Sters. Iam sure I don’t know the answer to that. We suggested
in the paper that the increase in the relative numbers of young people
in the total labor force probably has something to do with the increase
in their relative unemployment. But that does hinge on the fact to
which you have already alluded; that is, the failure of their relative
wages to respond properly in order to make the larger number of
young people employable. I think that the minimum wage has had
something to do with that. At least, some studies have observed a
tendency for the unemployment rate of young people to rise rather
sharply when the minimum wage level is raised and for their un-
employment rate then to subside as the general course of increases in
average wages and in prices erodes the effect of the minimum wage.
Then we get another step in the minimum wage and another period
during which the unemployment rates of young people are relatively
high. That subsides again and the same process operates. But there
are probably other factors at work directly affecting relative wages.

The other point made in our testimony was a larger proportion of
the young population is in school than was previously the case.

Representative Brow~. I am sorry, I missed what you said.

Mr. StriN. A larger proportion of the young peopls are in school
than was previously the case. Young people who are in school and
looking for jobs tend to have higher unemployment rates than young
people who are not in school and looking for jobs, because the kind
of jobs that they can effectively take are limited. So they are counted
as unemployed, but they suffer from the fact that they are in school,.
if you can call it that.

Representative Brown. Has anybody given any thought to the fact
that we may be an increasingly fechnological society wherein an ex--
perienced workman has more value or merit in the economic program
than one who is relatively inexperienced would have had in, say, an
agricultural society ¢ Similarly, therefore, the opportunities for young-
people who have not been trained in vocational skills or in the tech.
nological skills may be, in fact, reducing.- Is that in the picture
somewhere ?

Mr. Steix. Well, I think that is a possibility. There are a lot of
possibilities. As we explained in our report, this is one of the things:
that we want to look into this year. One thing that apparently is hap-
pening is that the difference in educational attainment between the-
average person in the workforce and the ones now entering it for the
first time is less than it formerly was. When educational attainment:
is rising rapidly, then the new people coming out of high school with-
12 years of education are better educated than the average already
in the labor force who may on the average have 8 years. Formerly-
new entrants had the advantage of higher levels of education than-
the ones already out there, but now this difference is diminishing.

Representative Brown. It might make a worthy study for this:
committee sometime to see whether or not, in effect, we are being-
realistic in the count of unemployment among young people who are-
in school seeking employment versus, as you suggested, those who-
are out of school seeking employment, and what their relative posi~
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tion is in the labor market and how it is affected directly by increases
in the minimum wage.

I feel to some extent the same thing may apply to minorities, which
‘is the other very high rate of unemployment in our current situation.

In your statement, in referring to Federal expenditures in the 1972
‘budget, you suggest that certain legislation is going to be required
to bring about the early expansion of outlays. How much of the
President’s proposed budget for fiscal 1973 requires additional legisla-
‘tion from the Congress?

Mr. Steix. I am not able to answer that. That, of course, is a large
number. I was referring to the early expansion of outlays and really
had in mind the remainder of fiscal 1972 where the most important
‘thing is revenue sharing. I could look up the answer to your other
-question, however.

Representative Brown. Could you give me a generalized comment
-as to how much of this program is dependent upon legislation which is
not yet approved by the Congress?

- Mr. Stern. If by legislation you mean the authorizing legislation,
I think something like one-third of the fiscal 1973 expenditures will
-come out of funds still to be authorized.

Representative Brown. Revenue sharing is an example of something
that is included in the budget, which is not even through the one House
-of the Congress yet ; isn’t that correct ?

Mr. Stein. That is right.

Representative Brown. On page 32 of the Economic Report of the
President you note that there is a persistent high level of personal
savings. Is there an anticipation of that, that savings rate is likely to
modify, or is it your feeling that we have reached an era when a
mnew norm may be appropriate to our consideration of the savings
Tate ? :

Mr. Sterx. Let me go back to your other question first. Of the out-
lays in 1978 of $246 billion, $127 billion would come from new
.authority still to be provided by the Congress. So it is not one-third
but more like one-half.

Representative Browx. Those are not necessarily all new progrars,
‘but some are programs which have to be authorized for continuation ?

Mr. Sterin. That is right.

We do not count in our calendar 1972 projection on a reduction in
‘the savings rate, partly because our observation is that when personal
income after taxes rises very rapidly, the expenditures tend not to
keep pace. This is a force that would be making for a rise. On the
-other hand, we do thing the situation affecting the consumer will be-
come more favorable, and on balance what we look for is a stable
:savings rate in 1972.

‘With respect to the longer run future, there may be developments
which would tend to make the personal savings rate higher, but I
-don’t see that as probable at the moment. I think we will get back
to a lower personal savings rate. Over long periods of time the savings
rate in this country has been fairly stable under conditions of full
-employment.

Representative Brown. I wonder if you could have someone search
-out for a response to the question I asked. I would like to clarify it, if
I may. I would like to know what programs which are not now on the
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books are included in the expenditures that you have anticipated for
the coming fiscal year that would require action by the Congress.

In other words, entirely new programs, not a continuation of exist-
Ing programs that may just in this year be falling due for reauthoriza-
tion but, rather, new programs.

Mr. Srein. I will supply that for the record.

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

In fiscal year 1973 approximately $11,265 million of outlays will require ac-
tion by the Congress. This amount includes only those programs classified as
“new and expanded.” A breakdown into categories is given in Table 16 of the
Budget (page 540). No information exists which will differentiate between en-
tirely new programs and expanded programs.

Chairman Proxmire. Mrs. Griffiths.

Representative GrirriTas. I would like to ask you about the total
budget. Do you feel that the quarterly analysis of the budget on an
NTA basis is preferable as related to full employment? Just supply
that, if you wish.

q Mr. StriN. The finer the time period you ask for the less reliable the
ata.

Representative Grrrrrras. Let’s say quarterly.

Mr. Srein. That is what you said. Would you please accept half-
year figures? :

Representative Grrrrrras. Well, I will accept practically anything,
but try to get something that makes it more realistic. It would be so
much better to show it quarterly. Do the best you can, will you? It is
really terribly difficult. When I began looking back through the
budget, I didn’t know exactly what happened sometimes. So I would
like to look at them.

Mr. StEI~. I will supply that for the record.

(The following information was subsequently supplied for the
record :)
: NIA FULL EMPLOYMENT EXPENDITURES AND RECEIPTS

[Billions of dollars, SAAR]

Half years Expenditures - Receipts Surplus

223.8 221.7 3.9

244.8 235.4 —9.4

250. 1 246. 1 —-4.0

257.6 256.7 -0.9

e mmmmm et em e e e mmma e m e ————— 234.3 1229.3 —-5.0

Fiscal year 1973, . el 253.9 3249.9 —4.0

1 Due to a social security tax base change January 1972, there will be a $2,300,000,000 difference between the average
of the 2 seasonally adjusted 1% years and the unadjusted data (the latter being used for calculating the fiscal year totals).

2 Due to the timing of personal tax payments other than withheld, there is a $1,400,000,000 difference between the
average of the 2 seasonally adjusted 14 years and the unadjusted data.

Representative Grirrrras. How real are these budget estimates? You
are showing a $10 billion expenditure before June 1, based on the
passage of H.R. 1 and revenue sharing. How could we pass H.R. 1
ﬁnd yo;l get out any appreciable amount of money under that before

unel?

Mr. Sterv. HL.R. 1 has been around for quite awhile, as I recall. I
believe Congress has had no difficulty about authorizing retroactive
payments.
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Representative GrirriTHS. Are you contemplating retroactive pay-
ments in welfare?

Mr. Stein. For fiscal 1972 there are no expenditures under the new
welfare program.

Representative Griffiths. You don’t assume that any money is going
out under the budget for H.R.1? '

Mzr. Stexn. There are social security benefit increases.
HII{{epIéesenta,tive GrrrriTas. But nothing under the welfare part for

R. 18

Mr. Stern. Not in fiscal 1972.

Representative GrrrriTas. What are you doing on the $1 billion
that you show as an expenditure on public works projects authorized
before 1964? What are those public works projects on which you are
going to spend $1 billion? When are you spending it?

Mr. SteIN. That is a question that I am afraid you will have to ask
Mr. Shultz tomorrow. I don’t know the answer to that.

Representative GrirrrTHs. You can’t supply the answer?

Mr. SteIiN. Yes, I could, but he can.

Representative Grirrrras. Would you do it? I won’t be here to-
IMOTTOW.

Mr. Stein. I will supply that for the record.

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

One billion dollars of funds for Public Works were authorized prior to 1964.
This represents an accelerated Public Works Program. The funds for this project
have been spent at the following times:

$884 million in fiscal year 1963, 1964, and 1965, $2 million in fiscal year 1972.
Nothing in fiscal year 1973. .

Representative Grrrrrras. When do the States get the $1 billion
on welfare, the advance payment, and under what circumstances?

Mr. StrN. I can’t answer that fully. We would expect that it would
be paid in the second quarter of this calendar year. '

Representative Grrrrrras. I would like to ask you: Can you supply
the answer on the amount of money that has gone, income-producing
money, into the foundations, revenue-producing businesses and to
other charitable areas during the past 10 years? Don’t you have some-
body who can do that? A

Mr. SteiN. Do you mean from the private sector or from the Gov-
ernment ? ~

Representative Grirrrras. From the private sector into foundations.
What has been the growth ?

Mr. Stern. We will do our best with that.

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

Information on the growth of funds flowing into private foundations is not
available. However, data on gross receipts, expenditures, assets and net worth
are available for 1967. These were given in detail in Taz Reform, 1969 Hearings
;)&f;gl)'e the Committee on Ways and Means (Appendix I to Part 1, February 18,

The summary schedules are reproduced heree. It will be noted that, in 1967,
foun;lations received approximately $285 million in contributions, gifts and
grants.
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Schedule 1.—Gross Receipts

1967
‘Gross sales or receipts from business activities $103, 730, 133
‘Gross profit from business activities 24, 818, 32¢
Interest received._-_ 191, 864, 575
Dividends received__- . ______ . 411, 895, 504
Rents received .o 20, 475,190
Royalties received-_ ——e 12, 665, 322
Gain (orloss) from sale of assets, excluding inventory items______ 263, 875, 992
Other income, excluding contributions, gifts, grants, ete_________ 64, 108, 272
Total gross income, including capital gain (or loss) _____.__ 989, 703, 171 '
Contributions, gifts, grants received—__________________________ 285, 378, 758
Total receipts, including capital gain (or loss) and con-
tributions, gifts, grants, ete, received. .. __ . ____________ 1, 275, 081,934
Schedule 2. —Fxpenses, Excluding Grants, Etc. Paid Out
1967
Compensation of officers, ete e $13, 107, 938
Other salaries and wages_.—— .. ____ o 106, 107, 598
Interest — - 2, 395, 214
Taxes .o _ _ e 6, 736, 547
Rent _ - —— 9, 490, 250
Depreciation (and depletion).___ e 12, 748, 546
Miscellaneous expenses . e 102, 157, 294
Total expenses, excluding contributions, gifts, grants, scholar-
ships, ete.___ 252, 743, 381
Schedule 3.—Grants, Htc. Paid Out
1967
Contributions, gifts, grants, scholarships, ete., paid out of current
or accumulated income - $646, 273, 588
-Contributions, gifts, grants, scholarships, ete., paid out of prin-
cipal _—__ e e e e 107, 985, 012

Total contributions, gifts, grants, scholarships, ete., paid
out of current or accumulated income and prineipal.____ 754, 258, 600
Accumulation of income from date of organization (for purposes
of comparison, the accumulated (unspent) income was over $1
billion at the close of 1960 and over $367 million at the begin-
ming of the first accounting period for which the foundations
submitted data to the subcommittee, usually 1951) o __________ 2, 029, 790, 175

SCHEDULE 4.—ASSETS

1967 1951
o SRR $188,865,705 __ ... __.._....
Accounts receivable less alfowance for bad debts. -- 90, 807, 104 _ R

Notes receivable less alowance for bad debts_._. 164, 063,661 _ R
VeI ORI OS . - - oo e cccm e 14,458,128 . ._.._....
Investments in Government obligations:

United States and instrumentalities_.___ . __ ... .. ... ... 965, 410,846 _

...... 112,918,935 _
...... 2,128,960, 553 _

.. 6,459,630,073 _
.- 13,115,132,123

State, subdivisions thereof, etc_._...
Investments in nongovernment bonds, etc
Investments in corporate stocks:

Carrying values of investments in corporate stocks.

Market values of investments in corporate stocks. .
Mortgage loans:

Number of loans - 441

Total amount. . .- e 87,796, 578
Other investments_____ ... eeieooo 385, 469, 863
Depreciable (and depletable) assets less accumulated depreciation (and depletion).. 221,082, 836
LN i 286, 295,919 . .
Other asSeYS. .. oo aaanaas 102,750,590 _ ... ...
Total assets, with market values of stocks being used wherever available. (Where

market quotations are unavilable, the stocks are shown at carrying values. Gen-
erally, assets other than stocks are shown at carrying values.)......_._.__.__... 17,864,072,928 _____._______...
Tota) assets based on carrying valwes. ... ... _____._.... 11, 208,510,865 $2,879 514,364
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Schedule 5.—Liabilities and net worth 1967

Accounts payable $36, 671, 665 -
Contributions, gifts, grants, ete., payable 835, 795, 687
Bonds and notes payable. 32, 886, 747
Mortgages payable 9, 730, 020
Other liabilities 112, 873, 241
Capital stock : .

Preferred stock 42, 287, 371

Common stock _— 121,111, 273
Membership certificates 90, 075, 888
Paid-in or capital surplus 9, 772, 889, 554
Retained earnings—appropriated__ 270, 000, 626
Retained earnings—unappropriated :

Attributable to ordinary income (1, 119, 894, 644)

Attributable to gains from sales of assets 876, 385, 182

Less cost of treasury stock

Total liabilities and net worth based on.using carrying :
values of assets 11, 163, 710, 291
Representative Grrrrrras. What has been the growth of untaxed
money going into pensions for the last 10 years? Can you supply that?
Mr. SterN. We will try. . )
(The following information was subsequently supplied for the
record:)
The table below gives employers’ contributions to private pension funds as
well as funds’ total earnings for the past 10 years. Earnings are not subject

to taxation. Employer contributions are untaxed since they are deductible as
a business expense.

{Dollars in billions]

Employer Total
-, Year - contribution earnings
$4.7 $1.6

4.8 2.2

5.2 » 2.0

5.6 2.6

6.4 3.5

7.4 4.0

8.2 4.0

9.1 5.3

9.9 6.0

11.4 3.7

12.6 2.7

85.3 3.6

Note: Total untaxed =$122,900,000,000 (1960-70).

Representative Grrrrrras. The truth is you are not collecting
taxes. It isn’t just the people who are out of work, although I think
that is one of the great issues. It isn’t that alone. There have to be
some other reasons. I am asking the Treasury to supply me in an-
other committee with the amounts of money they would collect if
they taxed all welfare at the Social Security rate and then at an
income rate. It seems to me that it is not unreasonable for someone
to start considering this. I found out yesterday in talking with a
person who has gone on unemployment after he got everything he
could, was getting $20 more per month than when he was work-
i{llg. Tt seems to me we ought to start looking at some of these other
things. '

Mr. Stem~x. I agree with you, but our deficit is not the result of
those practices. Those practices have been going on for years and
years, including years when we didn’t have the deficit.
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Representative Grrrrrras. You are quite right, they have been go-
ing on for years and years. But this committee had hearings on pen-
sions, and the step-up into the pension funds is tremendous, as is
the step-up into foundations, as is the step-up of income-producing
funds into other areas that are going untaxed. I don’t think it is
tﬁta.lly insignificant. I think we at least might as well look at these
things. :

Mr. Stein. If I can get the information, I will supply it.

d Rep?resentative Grrrriras. Why do you think interest rates went
own? -

‘Mr. Stein. Interest rates went down for three reasons. I would
think. It depends on what period you take. They went down first
because the economy was soft and the private demand for credit was
weak. They went down because in the first part of 1971 we had a
considerable growth in the money supply. They went down, at least
after August 14th, because there was a greater expectation that we
would get back to reasonable price stability.

Representative Grirrrras. Do you anticipate they will go up this

ear ¢
Y Mr. Ster~. I anticipate that the short term rates will rise some-
what because business activity will rise. That is a characteristic of
the behavior of interest rates in times of rising economic activity.
I don’t really expect the long term rates to rise. They will be subject
to countervailing forces. On the one hand, the rate of inflation will
be lower than it has been, and, on the other hand, there will be some
increase in demand for funds. We also have the presence of a large
deficit.

Representative Grirrrras. Can you pinpoint the anticipated rise
in the building of houses? '

Mr. SterN. What do you mean pinpoint it?

Representative Grirrrras. Where is it going to occur? Is it going
to occur, for instance, in the suburban areas, in central cities, or
where % '

Mr. SterN. I am not able to answer that question. OQur estimates
are based on the relation of the total rate of housing starts in the
past and recently to certain overriding factors which seem to deter-
mine how much housing activity we have, such as the state of the
mortgage market and the state of vacancies around the country.
Obviously, construction will not evenly be divided throughout the
country. .

Representative Grrrrrrus. Isn’t it reasonable to look at some of the
social reasons? The suburban areas of Detroit for a Jong time had
the greatest boost in housing rates. The truth was the whites were
fleeing the city. Isn’t this now happening in Atlanta %

Mr. Ster~. I don’t know.

Representative Grirrrras. T think it is. As all of this happens, and
it is happening, how rapid do. you expect revenue sharing demands
to goup?

Mr. Ster. All demands on the budget rise very rapidly. T don’t
know what the import of your question is. We have a demand from
revenue sharing now which comes to us from the governors and from
the cities. It is very strong. I expect we will get revenue sharing and
no doubt when we have it the demands for it from States and local-
ities will rise further.
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Representative GrrrriTas. But as cities go broke, and Michigan
has two of them that are now in real problems over paying the police
and fire department pensions, don’t you presume that we are going
to be bombarded with these requests?

Mr. Sterv. Certainly.

Representative Grrrrrtas. Do you have a plan for doing anything
about such requests other than sharing revenue? For instance, let
me suggest this: I have asked somebody, who never supplied the
answer, if they could anticipate the cost of buying out the pension
systems for social security. There will come & day when maybe you
can make a real deal. In place of Mayor Lindsay’s settling with the
garbage workers for peace in his time, and half the income of a gar-
bage collector at the end of 20 years is a pension forever, maybe you
could settle fairly cheaply for social security, if the rest of us will
have to pay for it. Do you have any plans on that, besides revenue
sharing ?

Mr. Sterx. We have a varied program of revenue sharing, and we
also have a continuation of some categorical grants. You asked us
whether we have a plan besides revenue sharing. We have a plan for
revenne sharing. Let us get that and see what that does for the prob-
lem. That is our main contribution to a solution of this problem.

Representative Grrerrras. There is some question that revenue
sharing really solves the problem. It creates its own additional prob-
lems. It is entirely possible that when some of these people begin
explaining to their constituents in mid-America, the small towns,
making $300 monthly, that they are being taxed to pay a 38-year-old
garbage workers in the city of New York $9,000 in pensions, they
will not be very happy.

Thank you very much.

Chairman Proxmire. Congressman Moorhead.

Representative Moorueap. Thank you, Mr. Chairman.

Mr. Stein, I compliment you on your statement. The major thrust
of it is on the question of unemployment, and a great deal of its par-
ticularly on the youthful unemployed.

Looking at the economic indicators for December, it showed for the
category of experienced wage and salary workers an unemployment
rate of 5.9 percent, and for all workers 6 percent. That means that
the inexperienced workers, according to these figures, would be only
one-tenth of 1 percent.

Mr. Sterx. If the experienced, salary workers had a rate of 5.9 and
the average was 6, then the inexperienced must have been something
more than 6, depending on what proportion they are of the total.
These things don’t add up, but you have to average them. If there
were just as many inexperienced as experienced, and the experienced
were 5.9, then the inexperienced would be 6.1 percent, but since there
are fewer inexperienced than experienced, their rate is considerably
higher than that.

Representative MoormEaD. So these figures are consistent with your
testimony ?

Mr. StEIN. Yes.

Representative Moorueap. The second point is this question some-
body mentioned of belittling the budget deficit. I certainly don’t
want to put myself in that category.
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In this connection, Mr. Solomon, you were quoted in the New York:
Times of February 2 saying that the Congress should not try to.
reduce next year’s budget deficit significantly, not even by closing:
tax loopholes. Is that your position, sir?

Mr. Soromon. I was testifying before the Ways and Means and
the alternatives being considered there were to tolerate the deficit or
reduce it by cutting spending significantly or by increasing taxes
significantly. I said that no significant increase in tax rates at this.
time was appropriate.

Representative Moorurap. This quote used the term tax loopholes..
It would seem to me if we should have a $38.8 billion budget deficit
or $25 billion for next year to stimulate the economy, loopholes which.
benefit the high income persons are not particularly stimulative, and
that we should close those loopholes and either reduce the deficit or-
if we need a deficit of this size to spend additional money in increased
expenditures for manpower programs and the like. Wouldnt that.
make more economic sense ¢

Mr. Sovomon. Indeed,I went on to suggest that if there were choice

loopholes to be closed, that either other taxes be cut or the amounts.
be used for expenditures, with no attempt being made to alter the
balance between total revenues and total expenditures.
. Representative Moormrap. So you would favor a program of cut-
ting down on the tax loopholes that benefit the high income person
and using the additional money either for expenditures or for reduced
taxation in the lower brackets; is that correct?

Mr. SoromoN. As a basic matter of principle, yes, I am in favor of
that. But one must remember that one man’s loophole is another man’s
divine right, and vice versa. I think tax reform is very important for
our system. I just suggested that the problem of fiscal policy in the
broad sense not get all mixed up with the problem of tax reform at
this time. y

Representative Moorueap. I would like to ask both or either one
of you this question: The statement talks about a major realinement
of the exchange rates. You refer to that as part of your program.
I wasn’t sure from your statement whether you think that that major
realinement has taken place or that there will be future realinements.

Mr. Steiv. It has occurred. I think some place we say that it has
taken place. The system that was adopted allows for a certain range
of variation around the central rates that were established, so there
will be fluctuations going on within that range. But basically the
realinement has occurred.

Representative MooruEap. But in your report you indicate that
now 1s the time to have a real reworking of the Bretton Woods Agree-
ment and new_international monetary practices; is that correct?

Mr. SterN. Yes; we say that a discussion of this should start soon.
We have a number of problems to settle, as Congressman Reuss
indicated.

Representative MooruEeap. Do you contemplate that arising out
of that, or in connection with it, would be further realinements, or not ?

Mr. Stern. I would say no; that is not what is involved. I think
what may be involved in the reform would be some further determina-
tion of the conditions under which exchange rates might vary, without
any presupposition that this involves some change in the U.S. dollar
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in either direction, but just as a matter of the nature of the system.
There would have to be some discussion about the conditions under
which exchange rates could change.

Representative MooraEaD. In the report on page 163, you say under
what conditions should countries be permitted to let exchange values
of the currency be determined by market forces. By that do you mean
all nations or all nations except the United States ?

Mr. Stein. Of course, if 1t applies to all nations it applies to the
United States. If they are all floating, then our relative rate will vary.

Mr. Soromon. The idea of a transitional float has been suggested
for some time. When any individual nation, be it the United States or
France, finds that its rate is out of line, the old method of approaching
the problem had been to hang on, to defend the rate with your last bit
of gold, deflate your economy, raise interest rates, pray, until the
inevitable happened and you had to devalue. It generally happened
on a Sunday night. When the government would fall. ‘

Under the new system it has been suggested that the minute dis-
equilibrium is recognized, and it ought to be recognized swiftly, let
the rate float for a while, a transitional float, until you find a new rate.
This method avoids all the trauma and speculation. It has been sug-
gested strongly that this be part and parcel of any future mechanism
for exchange rate realinement, the use of a transitional float.

Representative Moorarap. Can we have a floating market guided
exchange valuation while this $50 billion overhang continues to exist,
or should that be financed in some way before we can solve our
international monetary exchange system on a semifloating basis?

Mr. Soromon. One can speak only of the past. We had a floating
system between August 15 and December 15 and I didn’t see any evi-
dence of trade falling apart as badly as some people suggested. In fact
the volume of trade increased enormously. Canada has been floating
since May 1970. I see no evidence that Canadian trade with the United
States has declined in any way, shape, or form. However, there seems
to be a strong preference for posted rates of the variety we now have.

Representative Moorurap. I would have to agree with you. I think
you should let the market, within some rules, tell us the value of money.
I wanted to be sure it was your judgment that this was to be applied
while we have the $50 billion overhang in existence. I gather your
testimony is “Yes.”

Mr. Soromon. This is one of the things that can be worked out,
the freedom of individual nations, including the United States, to alter
their exchange rates in the future. That will be part and parcel of
the reform. '

Representative Moorueap. Thank you.

Chairman Proxmire. Senator Percy. :

Senator Prrcy. I would like to ask you about the Hartke-Burke
trade bill, Mr. Stein. I happen to think that the passage of such a
measure would set us back decades. I think it would do irreparable
damage to future opportunities for economic growth in this country.
T very much would appreciate your expert opinion in this area.

Mr. Stein. We think this would be a terrible setback. Starting with
August 15 we made a decision to move in the direction of a more’
liberal trade policy and to move to solve our own international eco-
nomic policies by ways and means that did not involve restrictions, pro-
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tectionism, and so on. As one consequence of our movement, of our
decision to close the gold window and other things that were done at
that time, was an agreement on the part of other countries to initiate
negotiations towards a further general liberalization of trade.

I am not talking about the things that have been going on in the
last few days, but on a long-term basis. We think that the American
economy has a great deal to gain from general liberalization. Particu-
larly, we feel that the American farmer has a great deal to gain from
it. This is a two-handed game we are involved in. We can’t expect to
erect protective tariff barriers around the American economy and not
have retaliation. We have to have a continuation of the steps which
have now begun.

I think it 1s the worst of times to be talking this way.

Senator Percy. Mr. Solomon, do you want to add a comment?

Mr. Soromon. I agree with your wording of it. I think it would be
a terrible step back. It would hurt the American consumer and it
would hurt the American producer, in general. It does no good at all.

Senator Prrcy. Last week I questioned Mr. Moore about a
Conference Board report. I said at that time I would reserve further
discussion of it for your appearance. The Conference Board submitted
a background paper, entitled “The Industrial World Ahead,” to the
President in connection with the 3-day conference, which starts here
-in Washington today.

In this study the Board predicted it could take nearly 20 years to
achieve a full employment goal of 4-percent unemployment because of
our rapidly expanding labor market. The Board predicted that because
of many young people entering the labor force—the phenomenon that
you pointed out very clearly in your statement today—many of whom
will be inexperienced and relatively unskilled, the unemployment rate
will hover about 4.5 percent for the rest of the 1970’, ultimately drop-
ping to about 4 percent in the 1980’.

Would you care to comment on the Board’s estimates? Do you accept
the principal assumptions upon which the Board bases its estimates,
the basic assumptions on which it premises this report ?

Mr. Sterx. I would like to say several things about that. Things that
are submitted for a White House conference are often described in the
press as having been submitted to the President, which exaggerates
their status, at least in my mind. As I understand their report, these
figures, a 4.5-percent unemployment rate in the 1970’s and 4 percent
in the 1980’s, were assumptions used as a basis for making some other
estimates, the main purpose of the study not being to project what full
employment was either now or in 1980.

I don’t think we should invest these figures with any great value.
I think they are reflective of a certain condition which we have jndi-
cated in our report, the condition having to do with the proportion
of young people and women in the labor force.

But there are other things at work in the economy. With respect to
this whole matter of how far we can get unemployment down and by
what means, I think it is not useful to make the target now for the
- 1970’s. We are pushing to get the unemployment rate down now by all
kinds of means, by overall economic expansion and by manpower
policies. We shall continue pushing as long as it seems to be effective.
How far this will get us I don’t think we should determine in advance.
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Senator Percy. This past-10 days I have been back in my own State
a great deal, and T have never heard so much talk about the fiscal situa-
tion or so much discouragement about deficit financing. My constituents
feel that if this government—more conservative in fiscal policy than
many others—can’t balance the budget, what government ever can? If
we accept the fact in the Conference Board report that we are not
likely to get down to 4-percent unemployment for a decade at least,
does that mean, then, that under the full employment budget concept,
we are anticipating budget deficits and no surplus for the next decade?
Is that the outlook that we have ahead of us?

Mr. Stein. I tried to indicate that I don’t accept the Conference
Board study on that point as having any great value as evidence.
Neither do I regard ourselves as committed for all eternity to 4 per-
cent as the definition of full employment in the calculation of the full
employment budget. ‘

1 would not want to predict the deficit in 1980 on the basis of these
two pieces of information.

Mr. Soromon. May I add something, Senator?

Senator Percy. Possibly you could comment on the question of what
effect deficits have on inflationary pressures, how responsible were
they for inflation between 1965 and 1968, for instance, when at least
all of our Republican rhetoric said that that big $25 billion deficit had
a lot to do with inflationary pressures that were put on the economy.

How much value do you give deficits as putting inflationary pres-
sures on prices?

Mr. Soromox. I think one has to look at two other things, at least.
The condition of the economy in the year in which a deficit takes
place; whether or not you have any so-called full employment deficit,
or not, and then the size of the actual deficit.

The first two are important. In 1965 we were getting very close
to full employment, at least as measured by the rate of unemployment,
say, of married men. In that context, a rapid increase in Federal
spending, which was financed by a deficit, was both highly expansion-
ary and highly inflationary. There is no question about 1t.

On the other hand, a deficit that is caused primarily by a shortfall
of revenues due to less than full employment operations, is supportive,
not powerfully expansionary and certainly not inflationary.

The present deficit in fiscal 1972, I think, is expansionary, because
there is a full employment deficit. I don’t think it is inflationary be-
cause we have a lot of excess capacity.

Senator Percy. Mr. Stein, would you wish to comment ¢

Mr. Stein. No; I don’t believe so.

Senator Percy. In light of the very useful statement that you have
delivered us today on our unemployment condition, if we actually are
entering a situation in which unemployment is high because of the
growing number of inexperienced and unskilled workers, should the
Federal Government then aim to reduce such unemployment not pri-
marily through strong stimulative deficit spending policies but rather
through manpower training and development policies which increase -
the skills in our labor force? What is the Government’s role in this
area ?
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In this regard, I would want to comment very favorably on the
strong growth in the manpower expenditure proposed for fiscal 1973
which you described in your statement.

Mr. Stein. We are not maintaining that the 6 percent unemploy-
ment rate we have been having is entirely a consequence of the struc-
tural characteristics of the economy. We think the economy has been
suffering from a deficiency of demand and needs an increase in de-
mand. That is our main reliance.

We are also pointing out that that is not a sufficient attack upon
the unemployment problem that we need to have along with the in-
crease in demand not only bigger but also, we would hope, more effec-
tive manpower programs.

We are not saying that we should have the manpower programs and
forget about expanding: the economy. We think the economy needs
expansion and that we are giving it a big shot.

Senator Percy. Mr. Chairman, do I have time for two more
questions? '

Chairman Proxmire. All right. I have to go to the Floor and I have
some questions I would like to ask. :

Senator Peroy. Just a quick comment on productivity. There is a
misimpression that productivity increases actually will raise the un-
employment because such increases reduce the number of workers
required. Can you give us a statement as to the long-term effect of in-
creasing productivity in regard to creating new job opportunities and
expanding our employment market?

Mr. Stein. This is the kind of superstition which has bedeviled
economic policy ever since the Ludites tried to destroy the machinery in
the 1820’s, or thereabouts. § -

It is obvious, we have enormous demands in this country for real
output. As’our productivity increases we will be able to generate more
real output and more real income. We have to supplement the increase
'in productivity with policies to increase demand, that is, with the
monetary and fiscal policies, which will keep demand rising suffi-
cient to absorb the output that will be produced.

That is what we count on doing. That is what we have done over our
long history. We fall short of it from time to time, but on the average
we do it very well.

.Senator PErcy. I will reserve my remaining question for Mr. Shultz
tomorrow.

Chairman Proxmire. Mr. Stein, T am concerned w