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THE 1972 ECONOMIC REPORT OF THE PRESIDENT

The letter appearing below was sent to the following organizations:
The American Bankers Association, American Farm Bureau Federa-
tion, AFL-CIO, American Life Convention, Chamber of Commerce
of the United States, Communications Workers of America, Confer-
ence on Economic Progress, Conservation Foundation, Consumer Fed-
eration of America, Consumers Union of the U.S., Inc., Cooperative
League of the U.S.A., Cuna International, Inc., Federal Statistics
Users' Conference, Financial Executives Institute, Friends of the
Earth, Independent Bankers Association, Investment Bankers As-
sociation, Investment Company Institute, Life Insurance Associa-
tion of America, Machinery and Allied Products Institute, National
Association of Manufacturers, National Association of Mutual Sav-
ings Banks, National Association of Security Dealers, National Farm-
ers Union, National Federation of Independent Business, Inc., Na-
tional Federation of Independent Unions, the National Grange, Na-
tional League of Insured Savings Associations, National Planming
Association, Sierra Club, United Mine Workers of America, and
United States Savings and Loan League. These organizations were
invited to submit their views or comments on the text and recom-
mendations contained in the 1972 Economic Report of the President.
Nineteen organizations submitted statements and their views were
considered by the Joint Economic Committee in the preparation of
its report on the President's Economic Report.

FEBRuARY 4, 1972.
DEAR : Under the Employment Act of 1946 the Joint Economic

Committee has the responsibility of filing each year a report containing its
findings and conclusions with respect to the recommendations made by the
President in his Economic Report. Because of the limited number of days avail-
able for hearings, the committee is requesting a number of leaders of business
and finance, labor, agriculture, consumer, and environmental organizations to
submit statements for the record on the economic issues facing the Nation. These
statements will be made a part of our hearings on the Economic Report in a
printed volume containing such invited statements;

We therefore invite your comments on the economic issues which concern the
Nation and your own organization. Under separate cover we are sending you a
copy of the 1972 Economic Report of the President, filed January 27.

We would like to distribute copies of your statement to the members of the
committee and the staff, and would therefore appreciate your sending 30 copies,
by Friday, March 10, 1972, to Mr. Hamilton D. Gewehr, administrative clerk,
Room G-133, New Senate Office Building, Washington, D.C. 20510.

Sincerely,
WILLIAM PROXMIRE, Chairman.
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AMERICAN BANKERS ASSOCIATION

By ALLEN P. STULTS, President

The American Bankers Association has applauded President Nixon
for taking bold action since August 15, 1971, to stem persisting infla-
tionary pressures domestically and to reverse the growing deficit in our
international balance of payments. At the same time, the association
has also stressed the need to complement controls with appropriate
fiscal and monetary policy measures, in order to permit an early phase-
out of the temporarily imposed wage-price constraints.

Members of the banking and financial community recognize that
fiscal and monetary policy measures must be responsive to the needs
of a growing economy. At the same time, however, it is important to
note that a fine line exists between appropriate stimulation of real eco-
nomic growth and the rekindling of inflationary expectations. Clearly,
the anticipated $38.8 billion deficit for this fiscal year-which would
involve an estimated $8 billion deficit even if the economy were oper-
ating at full employment-could tip the scales in the direction of
renewed inflationary pressures and expectations. This, in turn. may
jeopardize the possibility of achieving noninflationary growth domes-
tically and an improved trade position internationally, as envisioned
under the President's new economic program.

In the area of monetary policy, we note that the Federal Reserve
has again moved to ease monetary conditions substantially, and short-
term interest rates have fallen dramatically. This effort to make credit
conditions much easier as the economy moves upward has certain dis-
turbing implications. The weakness of the dollar in foreign exchange
markets, and continued uneasiness in domestic money markets, reflect
these concerns and bear witness to the persistent uncertainty which
exists about inflation both at home and abroad.

The failure to achieve a steadier pattern in monetary policy also
has important implications for both financial conditions in the short
run and the achievement of sustained economic growth in the long run.
To be sure, the need to finance a substantially enlarged Federal deficit,
coupled with other credit demands which can-be expected to develop
in 1972, only compounds the difficulties associated with achieving or-
derly growth in money and credit. A less expansionary fiscal policy
than currently envisioned would moderate prospective upward pres-
sures on interest rates and be more conducive to an orderly growth in
monetary aggregates. This, in turn, would alleviate the dangers of
seriously disruptive changes in the total flow and allocation of credit
that would accompany the development of excessive upward pressures
on rates of interest.

Improved productivity represents another important ingredient for
achieving noninflationary growth in our economv. The association has
long supported the modernization of plant facilities and work rules,
and the elimination of numerous rigidities in the economy, as steps to-
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ward increasing the growth of productivity. Additional attention
should be focused on the development of appropriate programs and
policies in this area.

Finally, the association wishes to express the uneasiness of the finan-
cial community concerning the implementation of certain aspects of
the phase II wage-price program. The difficulties experienced by the
Wage Board in holding wage increases to a level consistent with the
Price Commission's goals obviously contribute to inequities, and may
result in a breakdown of public support for the program before it has
achieved its objectives.

In summary, we strongly recommend that the administration place
greater emphasis on programs designed to garner the long-term em-
ployment benefits of noninflationary economic policies. To achieve this,
we urge the administration and the Congress to hold the growth of
Federal expenditures below present budget levels during the critical
months that lie ahead. This would permit the monetary authorities to
adopt a steadier approach to implementing monetary policy. In addi-
tion, we suggest that the Congress and the administration continue to
emphasize the importance of productivity as a basic determinant of
compensation levels. Finally, we urge the Wage Board and the Price
Commission to work together more closely in the future to insure the
success of the President's efforts to curtail inflationary pressures and
expectations in the economy. Hopefully, taken together these measures
will enable the administration, at an early date, to remove the re-
straints temporarily imposed on wage and price decisionmaking in the
economy.



AMERICAN FARM BUREAU FEDERATION

We appreciate the opportunity to present the views of the American
Farm Bureau Federation with respect to the President's Economic
Report for 1972.

Farm Bureau is a general farm organization with 2,057,665 members
in 49 States and Puerto Rico.

Farm Bureau members have had a longtime interest in the subject
matter of the Economic Report which deals primarily with monetary,
spending, tax, trade, and employment policies and their effects on
our economy.

W've will confine our comments to three aspects of the current eco-
nomic situation that are of major concern to farm people.

GOVERNMENT SPENDING AND INFLATION

At our most recent annual meeting in December 1971, officials voting
delegates representing the member State Farm Bureaus adopted the
following policies with respect to government spending, inflation, and
economic controls.

Inflation is a serious threat to economic stability. Excessive Federal Gov-
ernment spending is the basic cause of our current problem of inflation. Deficit
spending by the Federal Government and policies which expand -the supply of
money and credit faster than production clearly lead to inflation. Both Con-
gress and the executive branch of government must face up to this fact and
bring expenditures into balance with income at tax rates which are not
oppressive.

We support current efforts to halt inflation-including controls designed to
bring prices, wages, and productivity into better balance.

Recognizing that such controls can at best bring about favorable results
in the short term, we believe legislative authority for these controls should
not be extended for more than 1 year. At the same time, we believe more
attention should be given by both the executive and legislative branches of
government to the fact that Federal budget deficits of the magnitude projected
for 1972 -will fuel inflation, rather than halt it. regardless of other actions.

Therefore, we insist that steps be taken now to reduce the 1972 deficit and
achieve a balance between tax receipts and Federal expenditures in the 1973
budget. This will indicate to all segments of the economy that the administration
and Congress are willing to exercise the same restraints which have been pro-
posed for the private sectors of the economy, both labor and management. If
this is done, we expect labor to accept contracts which do not exceed its contribu-
tions to productivity increases, and -therefore do not require higher prices.

We encourage an all-out effort to make the public aware of these basic
economic facts so that they will be in a position to cause the Congress and the
executive branch of government to control inflation and bring about a stable
growth based on increased productivity.

It is apparent from this policy statement that inflation is of major
concern to farm people. And it is also apparent that thev understand
the root cause of inflation-excessive Government spending resulting
in huge Federal deficits which have been financed through expansion
in the supply of money.
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Before proceeding to the 1973 budget, let us take a look backward
to help achieve perspective. Prior to the mid-1960's, the U.S. economy
had experienced relative stability for more than a decade. Prices,
wages, and Government expenditures had risen with productivity and
normal economic expansion. In the mid-1960's, decisions were made
(1) to expand vastly the war in Southeast Asia, and (2) at the
same time, to launch huge new domestic programs, particularly in
the social field. Thus, the seeds of todayvs economic problems were
planted. The following tables illustrate the economic course we have
traveled.

Yearend
Money Federal

supply ' . Percent debt total Percent
Year (billions) change (billions) change

1965- -- $---------------- -- ------------------ $476.1 - $320.9 .
1966 -497.2 +4. 4 329.3 +2. 6
1967 -549.6 +10. 5 344.7 +4. 7
1968 -596. 2 +8. 5 358.0 +3.9
1969 ------- 599.3 +. 5 368. 2 +2. 8
1970 -659.6 +10. 1 389. 2 +5. 7
1971 -751.5 +13.9 424.1 +9. 0

l The money supply data shown above include currency, demand deposits, time deposits in commercial banks, de-
posits in mutual savings banks, and savings and loan shares.

Source: Economic Report of the President, January 1972.

All
- Government Per capila Purchasing

spending Percent disposable Percent power of
Year (billions) change income change the dollar '

1965 -- $186.9 - .- $-- - $2,436 . $1. 058
1966 212.3 +13. 6 2, 605 +6. 9 1. 029
1967 ---- 242.9 +14. 4 2,751 +5. 1.080
1968.----------------- 270.3 +11. 3 2,946 +-7. 1 .960
1969 288.2 +6. 6 3,130 +6. 2 .911
1970 313.6 +8. 8 3,358 +7. 3 .860
1971 341.1 +8. 8 3,581 +6. 6 .824

' Based on consumer prices with 1967 equaling 100.

Source: Economic Report of the President, January 1972.

The first table shows the relationship between the supply of money
and the yearly change in the level of debt resulting from deficit spend-
ing. An analysis of this table would appear to substantiate an exerpt
from a speech recently made by Dr. W. Allen Wallis, chancellor of
the University of Rochester, at a conference on collective bargaining
sponsored by the Wharton School of Finance and Commerce of the
University of Pennsylvania.

Dr. Wallis said:
Inflation can be generated only by the government. Business firms, labor

unions, or consumers with excessive market power can do many objectionable
things that are contrary to the public interest; but one objectionable thing that
they cannot do is to cause inflation-or, for that matter, prevent it. Within our
government the only important power to cause or prevent inflation lies with
the Federal Reserve Board. If government -has a large deficit, this will not
cause inflation unless funds are supplied for financing the deficit; correspond-
ingly, a surplus will not cause deflation unless the money supply is allowed to
lag.

The second table shows dramatic increases in mer capita disnosable
income during the 1965-71 period, but it should also be noted that total
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government expenditures have been going up at an even faster rate.
The last column reflects the decline in the value of the dollar during
this period.

As shown in the center column of the second table, per capita income
increased by $1,14'5 during this period-from $2,436 to $3,581. How-
ever, using 1967 dollars as a base, this increase in per capita income was
only $374-from $2,578 to $2,952. This means that from 1965 to 1971
one needed $3 in increased income in order to have an increase of $1
in purchasing power. Recognizing this fact, it clearly would be a
mistake to place the blame for inflation on the increase that took place
in income.

With these factors in mind, let us turn to the budget of the United
States for fiscal year 1973. It calls for expenditures of $246.2 billion
and receipts of $220.8 billion-leaving a projected deficit of $25.4
billion. Of even more concern is the report that the defficit for the cur-
rent fiscal year will rise to $38.8 billion, up from $11.6 billion-the fig-
ure projected a year ago when the 1972 budget was proposed.

These projected deficits, as the committee knows, are forecast on the
basis of the unified budget. IV-hen the two deficits are calculated on the
basis of how much the total debt subject to limitation will rise, they
are respectively $46.5 billion in 1972 and $35.9 billion in 1973.

Likewise, the 1973 deficit is projected on the basis of several factors
which in the past have proved to be less than a reliable basis for
calculation. In the first place, the budget assumes that expenditures
will hold firm at $246.2 billion. In the current fiscal year, expenditures
will run an estimated $6.3 billion more than was projected in January,
1971.

The 1973 budget also assumes a rather dramatic increase in tax
revenues-due to an estimated sharp upturn in the economy rather
than tax rate increases. Tax revenues for 1972 will fall more than $15
billion short of last January's projections-in part because of the cuts
applicable during the current fiscal year.

Therefore, if the economy expands in 1973 at a rate no faster than
the 1972 rate-and if expenditures rise above budget estimates by an
amount similar to the 1972 figure-the 1973 deficit on a unified budget
basis would be more like $45.4 billion than $25.4 billion. As far as
Farm Bureau members are concerned, neither figure is acceptable.
We expect the economy to expand at a somewhat faster rate than in
1971; however, there clearly is a danger that the Administration's
projections may underestimate the 1973 deficit.

Farm Bureau's recommendations to deal with these fiscal dilemmas
will receive primary consideration at the next meeting of the AFBF
Board of Directors which meets in early March. In years past, when
spending cuts were needed to avoid deficits, we have recommended
budget cuts on a line item basis.

DOLLAR DEVALIATION AND TRADE

The position of the dollar in relation to other currencies and our bal-
ance-of-payments problem are closely related to our domestic inflation
problem.

The international monetary agreement reached in December 1971 is
significant because it ended a crisis and headed off the danger of an
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international trade war. It has created an opportunity for a substantial
improvement in this country's balance of payments with other coun-
tries. It is not, in itself, a permanent solution to the problems which
reduced the value of the dollar in international markets and created
the threat of an international trade war. There is still an urgent need
to reduce barriers to U.S. exports-such as the Common Market's
variable import fees.

The countries of the free world have merely bought time to work out
international trade problems, and to adopt domestic policies that will
be more effective in stabilizing the domestic and foreign values of their
currencies. No international agreement can long preserve the value of
the dollar if the United States continues to promote inflation by exces-
sive government spending.

DocK STRIKES

In conclusion we would like to stress agriculture's interest in the
enactment of effective federal legislation to prevent costly transpor-
tation strikes such as the recent dock strikes.

These labor disputes came at the beginning of our 1971 harvest sea-
son when we needed all available facilities to move the largest crops
on record for grains and soybeans. Settlement of the west coast dock
strike does not lessen the need for some kind of standby legislation
which incorporates binding arbitration. Cooling-off periods provided
under the Taft-Hartley Act in labor disputes fail to meet the need for
long-range, satisfactory agreements. Agriculture, business, and labor
all suffer from strikes which interfere with our export trade channels.



AMERICAN FEDERATION OF LABOR AND CONGRESS OF
INDUSTRIAL ORGANIZATIONS

By I. W. ABEL, Chairman

Persistent and substantial slack plague the American economy, with
no sign of a significant reduction of unemployment, on the basis of
present trends and government policies. Wage and salary earners and
their families are paying the price for this prolonged economic mess.

The administration's promise of a sharp 1971 upturn from the engi-
neered recession of 1969-70 collapsed. The actual record for 1971 was
the highest unemployment in 10 years; a 4.3-percent rise in living costs;
a further decline in industry's operating rate; and a widespread lack
of confidence. The real volume of total national output rose only 2.7
percent, essentially in the services and residential construction. There
was no increase of industrial production, at all.

Productivity shot up in 1971, after a 2-year lag, and the increase of
unit labor costs was cut in half. But the rise in the price level continued,
with only little abatement, and the lion's share of the productivity-
gain went to profits, depreciation allowances, and other business in-
come.

Corporate after-tax profits, in the second-half of 1971, were 18 per-
cent greater than in the same period of 1970. This rise in after-tax
profits was almost three times faster than the 61/2 -percent increase of
total wage and salary payments to all employees.

By the start of 1972, 5.9 percent of the labor force was unemployed.
Industrial production was 3.6. percent below the pre-recession peak,
reached in 1969. Industrial operations were at only about 75 percent
of productive capacity-an operating rate as low as in 1958, a year of
a deep recession. Government reports show the economy was operating
some $70 billion below its potential.

In January 1972, according to the Department of Labor, the num-
ber of unemployed remained at 5.1 million and unemployment rates
were as high as 17.8 percent for teenagers, 11.6 percent for uinskilled
workers, 10.6 percent for Negroes, 9.8 percent for construction workers,
and 8.5 percent for GI's who returned to civilian life.

High unemployment among teenagers moved over, very sharply, to
young adults, 20-24 years of age, in 1970 and 1971. In January 1972,
the unemployment rate among these young adults was 10.1 percent-
almost double the 5.7-percent rate that prevailed through most of 1967,
1968, and 1969.

The continuing problem of high unemployment that began to ap-
pear. with the start of the recession of 1969-70, has not been caused
merelv bv a failure of the economy to generate enough jobs for entrants
into the growing labor force. The major cause has been large-scale em-
ployment declines in 1970 and 1971-primarily in manufacturing and
construction.
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In January 1972, manufacturing employment was down 1.6 million
from the prerecession peak reached in 1969-more than 2 years be-
fore-and jobs in construction were down 169,000.

The administration's remedy for this prolonged economic mess is
optimistic rhetoric, combined with trickle-down policies of increasing
Government subsidies for big business.

Having failed to deliver on its promise of a $90 billion gain in total
national output and declining unemployment in 1971, the administra-
tion now' forecasts a $100 billion gain in 1972-or 6 percent in real
volume-and a drop in the unemployment rate to "the neighborhood
of 5 percent" by the end of the year.

Even achievement of real economic expansion of 6 percent will
make little dent, if any, in the high level of iunemployment-due to
the expected rapid rise of productivity and growth of the labor force.
But there is no sound reason to believe that the administration's fore-
cast for 1972 will be much more accurate than last year's prediction.

Prolonged sluggishness continued through 1971 and into 1972. Resi-
dential construction, which increased in 1971, is probably leveling off
at present. Consumer expenditures-which account for about two-
thirds of total national output-rose at a yearly rate of only 4 percent
in the final quarter of 1971, after 'accounting for increased prices, and
there is no sign of a forthcoming, major extra boost from consumer
spending. With so much idle industrial capacity, only a modest in-
crease of real business outlays for plants and machines is expected.

Moreover, there is widespread lack of confidence. Consumers in the
upper quarter or half of the Nation's income distribution are saving
increased amounts of money, while most other consumers lack the
buying powver-or desire for a major increase in their debts-to boost
their spending substantially.

So private economic activities remain sluggish. A much faster rate
of economic expansion in 1972 largely depends on Government policies.
But the administration continues in its failure to present positive
measures to achieve even its own economic forecasts.

Moreover, the administration's trickle-down policies assure that a
major share of any economic expansion in 1972 will go to big business
and wealthy families. The administration's added tax loopholes, as
wvell as the inequities in the stabilization program, point clearly in that
direction.

Rather than proposing specific programs to create jobs and mass
consumer income, which could lift the economy and bolster' confidence,
the administration obtained congressional approval of tax bonanzas to
business, amounting to over $80 billion in 10 years.

The investment tax credit for business purchases of equipment and
the speedup of depreciation writeoffs, which amount to an effective
15-20 percent cut in the corporate tax rate, will shift another part of
the Federal tax burden to the backs of low- and middle-income people.
These measures are depriving the Treasury of urgently needed funds
to expand public facilities and services. In addition, they will provide
very little lift to the economy in 1972; with industry operating only
75 percent of its productive capacity, these tax bonanzas to business
cannot produce a substantial rise in the real volume of business outlays
for plants and machines.
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These tax bonanzas to business are adding to the Government's
growing financial troubles, created by the general economic mess. Ac-
cording to the President's recent budget mesage, the Federal debt will
rise nearly $92 billion in the 4 fiscal years from 1969 to 1973-more
than twice the debt increase in all the previous 24 years after the end
of World War II.

In the fiscal year ending June 30, 1972, for example, the expected
$39 billion Federal deficit is mainly caused by the loss of $27 billion
in tax receipts, according to the administration's own figures, due to
substantial slack in the economy; and high unemployment will add
$3.5 billion to unemployment insurance payments. On top of these
kinds of troubles, the administration has added tax giveaways to
business, which result in the loss of additional billions in tax receipts.
In order to provide some relief from these self-created financial trou-
bles, the administration is floating the idea of a national sales tax,
under the guise of a value-added tax, which would increase prices and
shift an even greater share of the Federal tax burden to low- and
middle-income people.

American jobs and technology continue to be exported at an alarm-
ing rate by multinational corporations and only a small part of the
profits of American subsidiaries abroad are being repatriated, as a
result of loopholes in the tax structure.

These developments are adding a lopsided economy, increased in-
equities, and an eroded tax base to the administration's dismal record
of managing the Nation's economy.

By early 1972, after 3 years of misguided economic policies and a
growing economic mess, the size of the task of turning the economy
around toward prosperity is great.

There have been 5.1 million unemployed in recent months. Several
hundred thousand people have stopped looking for work, after months
of fruitless job search, and are no longer included in the official un-
employment count; this group may be as great as 1 million or more
people. In addition, the labor force is growing about 1.5 million a year.

Therefore, about 1.5 to 2 million new jobs are needed in the next 12
months merely to keep unemployment from rising. In order to make a
significant dent in the high level of joblessness, about 2.5 to 3 million
new jobs are required in the next 12 months-a larger employment in-
crease than in any single year of the 1960's.

To start the economy on such a road to full employment would
require a sharp rise in the real volume of total national output of about
7 percent in the next 12 months. In order to approach full employment
rapidly, a similar rise in real national output would be required in the
succeeding 12 months.

The economic history of the first half of the 1960's, when the labor
force was growing at a much slower pace, provides a rough indication
of the great task of turning the economy around. It required real eco-
nomic expansion of 6.6 percent, between 1961 and 1962, to reduce un-
employment significantly and to increase industry's operating rate. In
the 2 years from 1963 to 1965, it took yearly increases in real national
output of about 6 percent, to boost employment by 3.3 million and
reduce the jobless rate from 5.7 to 4.5 percent.

Immediate. selective Government measures are needed to create
jobs, boost sales, and lift production-to provide the increasing num-
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ber of job opportunities for the unemployed and the rapidly growing
labor force.

Such measures are needed to boost industry's operating rate, the
only sound basis for increasing business outlays for plants and ma-
chines. They are required to boost productivity and reduce pressures
on costs and prices. And they are needed to provide the Government
with increased tax receipts.

Moreover, immediate boosts in public investment to create jobs and
lift the economy, now, would mesh with American society's need for
expanded public facilities and services.

The required measures must be decisive and selective, to create jobs
and provide the greatest impact for each dollar of Government outlay.

The American economy is much too large, too complex, too varied
and diverse to depend entirely, or even largely, on a simplistic push-
button approach to national economic policies. Dependence on overall
fiscal and/or monetary policy has proven to be much too expensive-
in unemployment, idle productive capacity, prolonged sluggishness
and huge, successive budget deficits. The simplistic push-button ap-
proach has been pursued at great cost to the American people and to
American society.

An emphasis is needed on pin-pointed, selected measures to get at
specific problems.

On February 18, 1972, the AFL-CIO executive council presented
the following program of immediate economic policies and actions:

1. We urge the Congress to adopt an expanded and strengthened public service
employment program-Federal grants to the States, local governments, and
Federal agencies for the creation of jobs to provide needed public services.

A special program of Federal financial aid is required to step up job-creating,
short-term public works construction and repairs in areas of high unemployment.

We urge the President to release immediately a major portion of the billions
of dollars of congressionlally appropriated funds, which he has frozen-to create
jobs in a variety of Federal programs, ranging from Appalachia to highway
safety.

Such actions are essential to lift sales, production, employment, and public
confidence. They would also boost Government revenues as employment and in-
comes rise-the soundest way to reduce Federal deficits that have resulted from
the administration's engineered recession and continuing economic sluggishness.

2. Justice in the Federal tax structure and additional tax revenues are re-
quired-by eliminating the major loopholes of special tax privilege for corpora-
tions and wealthy families.

3. Congress should direct the Federal Reserve System to allocate a significant
portion of available bank credit, at reasonable interest rates, to effectuate the
construction of housing and community facilities.

A congressional review of the entire Federal Reserve System and the Nation's
monetary policy is long overdue-to bring America's central bank fully into
the Federal Government structure, to provide improved coordination of the
Nation's monetary policy and to make the board of governors and the managing
boards of the district banks more representative of the major groups of the
economy, including workers and consumers.

4. We call on the Congress to immediately increase the Federal minimum
wage and to extend the coverage of the Fair Labor Standards Act to the millions
of low-wage workers who are still outside of the law's protection. Early action
along these lines would improve the living standards of the working poor and
provide the economy with high velocity buying power that will be quickly spent.

5. Increases in the buying power of workers' wages and salaries are a basic
prerequisite for economic growth-to provide workers with a share in the bene-
fits of economic progress and to establish the foundation for the needed expansion
of consumer markets. Rapid economic growth will not be possible without a
substantial boost of consumer sales, which account for almost two-thirds of
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national output. The needed rise of consumer expenditures cannot possibly be
achieved, unless increases in the real incomes of workers are attained.

6. We urge the administration to quickly eliminate the inequities that abound
in the stabilization controls program and are undermining public confidence in
the Government's ability to manage the national economy on a fair and equita-
ble basis.

7. We urge the Congress to adopt the Burke-Hartke bill to stop the export of
American jobs and to repatriate the profits of American subsidies abroad.

THE ECONOMIC STABILIZATION PROGRAM

The administration's economic stabilization program is unfair and
inequitable.

While complex controls and notification requirements are imposed
on the wages of the vast majority of workers, a large part of the
cost of living has been completely decontrolled. Further exceptions
from price controls are announced almost weekly and the Price Com-
mission approves price increases on a wholesale basis.

Interest rates were never controlled. Neither were the prices of
fresh foods, -whioh are part of the daily expenses of every family.
Prices of used cars, used tires, used clothing and used furniture-
all bought primarily by poor people-are exempt from controls.

There are no controls on life insurance premiums, State and local
taxes, mortgage interest payments and the price of homes and land.

Even the President's Council of Economic Advisers reports that
21 percent of the Consumer Price Index is not subject to any controls
whatsoever. Moreover, there is no effective machinery to enforce what-
ever price and rent controls exist on the remaining part of the cost
of living.

Instead of trying to achieve a better balance in the control pro-
gram, 'the administration is continuing to inove it in a lopsided
direction. On January 19, the Cost of Living Council, headed by
Secretary of the Treasury John Connally and Director Donald Rums-
feld, lifted price controls from three-quarters of all retail stores
and nearly half of the Nation's rental units. Its excuse was that
complaints of violations were so numerous it was necessary to re-
duce the workload of the Internal Revenue Service, which is sup-
posed to enforce the program.

Ten days later, the Council added to the record of unfair poli-
cies, by exempting only hourly earnings below $1.90 an hour from
wage controls. This was clearly contrary to the terms of the amend-
ments to the Economic Stabilization Act, which had been adopted
toward the end of 1971.

In enacting those amendments, Congress had determined that wanae
controls should not be imposed on wage increases of "any individual
whose earnings are substandard or who is amongst the working poor."
Moreover, in response to a tentative recommendation from the Cost
of Living Council, a clear majority of the Pay Board had decided
that a $1.90 limitation was too low and would be "inconsistent with
the purposes of the amendments to the Economic Stabilization Act."

The Council rejected the Pay Board's advice and flouted the con-
gressional mandate.

A wage of $1.90 an hour results in annual earnings of $3,952 for
a full working year-below the Government's poverty line of more
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than $4,100 for a four-person family at current prices. It is about
44 percent less than the hourly earnings needed to reach the $7,000
annual income, which is the Labor Department's lowest estimate of
what it costs a family of four to live in an American urban area.

The unbalanced character of the economic control program is further
compounded by the big-business orientation of the Price Commission
decisions. The Price Commission permits businesses to profiteer on
cost increases-to allow businessmen 'to pass on additional cost in-
creases on a percentage basis, rather than on a dollar-for-dollar basis.
On February 3, the Commission announced that it planned to waive
the prenotification requirement on price increases of conglomerate sub-
sidiaries, which have less than $100 million annual sales in a particular
industrial classification.

Under these conditions, it is no wonder that prices continue up
so rapidly and that profits have begun to skyrocket, despite the dis-
appointing improvement of sales and production. In the second half
of 1971, corporate after-tax profits were up 18 percent from the same
period of 1970-nearly three times faster than the 61/2 percent rise
of total wage and salary payments to all employees in the Nation.

At its recent meeting, the AFL-CIO executive council declared:
No amount of slick propaganda can hide these self-evident facts from the

American people-there is no fairness and equity in the administration's so-
called control program. It is weighted against workers and their families, with
the greatest burden placed on the backs of those at the bottom of the economic
ladder, who are least able to protect themselves.

This flagrant favoritism is rapidly destroying the public support that is a pre-
requisite for a successful stabilization effort in a free society. It is undermining
confidence in the ability of the Government to manage the Nation's economy in
the public interest.

There must be fairness and equity in the economic stabilization program.
America's workers and the poor must not be forced to bear the full burden of eco-
nomic stabilization.

A key to achieving economic justice is ending the $1.90-an-hour limitation for
exemption from wage controls. We do not believe the unconscionable rejection of
the needs of low-wage workers and their families by the Cost of Living Council can
be allowed to stand.

PRICE CONTROLS

'While nearly universal wage controls are policed by employers, retail
price controls, such as they are, are rapidly being phased out.

Exempt from controls are all fresh fruits, vegetables, and other un-
processed foods, all new and used houses, all second-hand goods, in-
cluding used cars, more than 40 percent of all rental housing units and
75 percent of the N~ation's retail stores. Until early February, regula-
tory agencies, with the approval of the Price Commission, continued to
grant price increases in gas, electric, telephone, and insurance rates;
and the only Federal Government action has been a 30-day freeze.
Interest rates remain without mandatory controls, despite clear legisla-
tive authority to impose them.

Enforcement of remaining controls has been sporadic and for all
practical purposes, virtually nonexistent.

To date. there has been no vigorous action taken by the Government
to protect the consumer through recovering overcharges or by punish-
ing price violators. And while the administration has recently made a
show of bringing suits against retailers for failing to post base prices,
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it disposed of the greater part of this problem simply by exempting
most noncompliers from all controls. Since enforcement by a corps of
3,000 Internal Revenue Service agents is impossible, the answer is to
"exempt" and bury the problem.

There are, in fact, no direct retail price controls. Price restraints,
where they apply, are based on individual company costs, profit mar-
gins and markup percentages that are concealed in documents avail-
able only to the Price Commission and the Internal Revenue Service.

Large companies required to obtain advance approval of proposed
price increases from the Price Commission have obtained such ap-
provals on a speedy and virtually automatic basis.

Despite the administration's plea for help in making the price pro-
gram work, the consumer is rapidly being phased out of any direct
participation in aiding enforcement procedures. Consumer organiza-
tions, as such, have no representation on the Price Commission. Retail
shoppers have no way of knowing whether any particular price in-
crease is legally permissible or not. In effect, the consumer is on his own,
just as he would be without any official price control program at all.

The AFL-CIO Executive Council, at its recent meeting, urged adop-
tion of the following measures:

1. Consumer representation on the Price Commission.
2. Application of price controls over items not covered and the closing of all

loopholes.
3. Mandatory labeling of base and current prices on all retail items.
4. Establishment of adequate compliance and enforcement machinery.
5. Prompt processing of consumer complaints, including reports to consumers

on the disposition of their complaints.
6. Elimination of secrecy from Price Commission proceedings and provision for

open hearings.
7. Government action to assist consumers in the recovery of overcharges.

WAGE CONTROLS

The wage control setup, under the administration and business-
dominated Pay Board, continues to extend a web of confusion and
chaos in labor-management relations across the country.

Instead of simple and clear policies and procedures, with a great
degree of self-administration, the Pay Board has painfully compli-
cated regulations and reporting requirements sometimes followed by
official interpretations and reinterpretations that add to confusion.
Such developments have frequently left unions and managements
in the dark as to allowable increases in wages and fringe benefits and
required procedures. As a result, smaller unions and newly organized
groups of workers, in particular, have been vulnerable to the tactics
*of unscrupulous employers who attempt to stall and confuse contract
negotiations.

Moreover, the Pay Board's decision have added inequities to the
basic lack of balance in the administration's economic stabilization
program.

While major parts of the cost of living are exempt from price
and rent controls-and further exceptions are added almost weekly-
the Pay Board attempts to apply stringent controls on the pay in-
creases of the overwhelming majority of workers.

Pav increases for workers in even the smallest establishments re-
quire approval if they exceed the Pay Board's guidelines, although
their employers are not required to file any notification about price
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or rent increases and even may be completely exempt from such
controls.

The Pay Board's disapproval of the aerospace contracts repre-
sented a flagrant rejection of responsible collective bargaining, with
a loss of about $350 for each aerospace worker. There is now pending
a legal test of this inequitable determination by the Board.

In addition to hampering collective bargaining relationships, the
inequities and continuing confusion in the control setup are con-
tributing to the lack of confidence among consumers that pervades
the national economy.

Whatever justice has been achieved for workers in the wage sta-
bilization program-such as the granting of deferred increases that
were due during the freeze period, under previously negotiated
agreements-has been largely the work of the Congress, backed by
the Pay Board's labor members.

TAX JUSTICE

A few years ago the shocking fact that 154 individuals with an-
nual incomes of $200,000 and over in 1966-including 18 with an-
nual incomes of more than a million dollars-paid not 1 cent in
Federal income taxes, raised the specter of a taxpayers' revolt, and
sparked enactment of the Tax Reform. Act of 1969. Although this
act fell far short of the major overhaul necessary to achieve true
Federal tax reform, it represented a badly needed and long overdue
forward move. Some of the loopholes for wealthy businesses and
individuals were closed, others trimmed a bit, and some relief was
granted to low- and moderate-income individuals who have shoul-
dered too much of the Federal tax burden for far too long.

To many, including the AFICIO, the 1969 act was viewed as the
first step toward tax justice, carrying with it the promise that further
steps would be taken.

Unfortunately, the reverse has occurred. The administration and
Congress have failed to make any efforts toward completing the
unfinished business of tax reform. Rather, new loopholes and gim-
micks have been added and billions of potential tax dollars needed
to meet the Nations growing need for public facilities and services
have been placed beyond the reach of the Federal Government.

The administration-sponsored business-tax giveaways, included in
the recently passed Revenue Act of 1971, amount to a permanent re-
duction of the corporate tax rate of about 15 to 20 percent. The share of
the Federal tax burden borne by corporations and their wealthy stock-
holders will fall precipitously, and the great majority of Americans,
whose living standards depend on a job and -a paycheck, will be called
upon to make up the balance or suffer the consequences of shortages or
cutbacks in badly needed public facilities and services.

The yearly cost of the business-tax bonanzas to the American tax-
payer and the Federal Treasury will be over $5 billion in 1972, rising
to an annual loss of more than $10 billion by 1981, a decade total of
some $83 billion in Federal revenues foregone that could be used for
schools, hospitals, housing, pollution controls, and other public invest-
ments which would strengthen the economy and provide jobs, while
improving the quality of American life.
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The economy is in a mess as a result of 3 years of game plans, new
economic programs and "phases"-policies geared to the discredited
"trickle-down" economic theories of the 19th century. As a result, the
Federal budget, like the budgets of most working men and women and
their families, is in deep trouble.

Huge successive deficits-unprecedented during *any period since
*World War II-have been racked up by the administration. Fiscal
year 1970 closed out with a $2.8 billion deficit. which rose to $23 bil-
lion in 1971, and for the year ending June 30, 1972, a deficit of $38.8
billion is anticipated by the Treasury. The President recently re-
ported that a deficit of $25.5 billion is expected in fiscal vear 1973.
These deficits have been created essentially through the failure of the
economy to grow at a sufficient pace to provide enough jobs, incomes,
and tax revenues.

And a significant portion of these deficits could have been avoided
through fulfillment of the promise of tax reform.

The shortfall in economic growth as a result of recession and stag-
nation accounts for 80 percent of the $38.8 billion deficit expected
by the Treasury. Revenue losses of over $27 billion, and $3.5 billion
in added expenditures for unemployment insurance, are anticipated
in the official estimates for fiscal year 1972.

Closing some of the more glaring loopholes in the tax structure-
such as capital gains and depletion allowances, and eliminating the
administration-sponsored business-tax giveaways of the 1971 Revenue
Act-would add an additional $15-$20 billion in Federal tax revenles.

Thus, through high employment and tax reforms, as much as $50
billion of additional revenues could have been made available. This
amount would be sufficient to wipe out the $38.8 billion deficit and
add billions of dollars to the Federal funds available for national
priority needs.

Such reforms would put us back on the road to tax justice and pro-
vide a badly needed increase in the confidence the American people
have in the ability of their Government to tax fairly and provide ap-
propriate levels of public facilities and services. and a healthy econ-
omy. The AFLCIO commends Congressman Mills and other Mem-
bers of the House of Representatives who are demanding that the
administration submit tax reform legislation before March 15. so that
more Federal tax money can be raised before any further increase
in the debt limit is voted.

Unfortunately. -the administration continues in its relentless pursuit
of policies geared to rewarding those who need it least at the expense
of those who need it most.

The administration successfully convinced the Congress that the
20-percent depreciation speedup and the 7-percent investment credit
business-tax bonanzas of the Revenue Act of 1971 would create jobs.
The investment credit gimmick was even proposed under the name
"job development credit." Yet, there were no requirements in the ad-
ministration's proposals or the law that was subsequently enacted that
require firms to add jobs in order to receive the tax breaks. Moreover,
there is nothing to prevent a business from using the windfall cash
increases, resulting from tax breaks, to buy machinery and equipment
which displace workers and destroy jobs. And the sad fact remains that
it is now 15 months since the 20-percent depreciation speedup, and
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the investment credit has been effective for 6 months; yet umemploy-
ment has failed to subside.

In his pension message, the President has proposed income tax deduc-
tions to provide hefty pensions for the well-to-do while delivering
nothing to today's elderly and very little in the future for low- and
moderate-income retirees. His proposal raises tax-exempt pension
contributions for lawyers, doctors, and other self-employed from the
present 10 percent of income with a limit of $2,500 a year to 15 percent
with a limit of $7,500 a year. His scheme would add to the profits of
the banks, insurance companies, and mutual funds which would handle
the huge additional amounts going into pensions for the rich.

Because of economic mismanagement and business-tax giveaways, the
need for money is acute. Yet, to meet this need, the administration is
planning to package and merchandise an inequitable, national sales
tax under the deceptive label "Value Added." Such a tax would in-
crease prices. It would increase the burden borne iby low- and middle-
income workers and consumers, it would reduce still further the
business contribution to the costs of running the Government, and
could completely eliminate the thin margin of equity that remains in
the Federal tax structure.

The value-added tax (VAT) -was first proposed for the United
States by the Committee for Economic Development, a big-business-
supported research organization. The CED, however, did not attempt
to obscure the impact of this tax or veil the real reason for its ad-
vocacy. The CED recognized the tax for what it was and recom-
mended the VAT simply and directly as a means to reduce the
corporate income tax.

The administration is pursuing the same end but hiding behind
the veil of dissatisfaction with the property tax as the means to this
end.

The AFICIO holds little brief for the property tax. Substantial
reforms are necessary to bring this tax closer to the concept of ability-
to-pay and alleviate the particular hardship this tax places upon the
poor and those whose income falls due to unemployment, death, dis-
ability, or retirement. The tax breaks in many localities given to
industrial and commercial property at the exepnse of the homeowner
and renter through inequitable assessments are scandalous and must
be corrected. What is more, it is our view that it is particularly unfor-
tunate that education, one of our most important public investments,
is supported in the main by local taxes on real estate.

The AFICIO believes that the Federal Government can and
should greatly expand its role in helping the States and localities
reform their tax structures and attain the funds needed for education
and the many other public investments in facilities and services neces-
sary to the Nation's interest. The States should be encouraged to rely
more heavily on equitable taxes based on income and ability-to-pay
and there should be a sharp increase in Federal grants-in-aid to
State and local governments. The AFICIO believes the Mills bill
represents a sound step in this direction.

There is, however, no justification for the Federal Government to
attempt such goals by getting into the sales-tax business.

The Federal tax structure is full of loopholes of special privilege
for wealthy people and corporations. In 1970, the most recent date for
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available information, there were still 112 individuals with incomes
of $200,000 and more-including three with annual incomes of more
than a million dollars who paid no Federal income taxes whatsoever.
The tax structure is rigged against wages and salaries, which are
taxed in full, while only half of capital gains are subject to taxation
and some other forms of income are not taxed at all.

The Congress and the administration should fulfill the promise
implied in the Tax Reform Act of 1969.

The inequities that have been added since that time must be redressed,
any and all devices and gimmicks that run counter to the goals of tax
justice such as a value-added tax or so-called business incentives
through tax relief must be rejected and the unfinished business of tax
reform must be completed.

The cost of a 5-percent value-added tax to the average American
family of four will be about $200 a year. That would be equivalent to
cutting the personal exemption in the income tax structure from $750
down to $500 per person, a loss of $1,000 in personal exemptions for a
family of four.

A national retail sales tax, no matter how fancy a name it is given,
should be rejected.

THE FAIR LABOR STANDARDS ACT

The Fair Labor Standards Act, more than any other piece of social
legislation. is in desperate need of updating. Its benefits and pro-
tections, absolutely essential to millions of America's working poor,
have been seriously eroded by the economic policies of the administra-
tion.

The buying power of the $1.60 minimum wage adopted in 1966 has
been all but destroyed. Since that time, living costs have risen more
than 25 percent.

The minimum wage, which was an acceptable floor in 1966, no longer
even approaches the federally defined poverty level for a family of
four. There must be immediate, affirmative congressional action to,
keep American families from being destroyed.

The House congressional hearings, which demonstrated the truth
of these contentions, produced H.R. 7130. The Senate committee has
not completed executive action on its bill, S. 1861.

The House bill would immediately raise the minimum wage for most
covered employees to $2 and would extend coverage to about .5 million
more workers. Its immediate adoption would be a valuable forward
step.

However, as the Ninth Constitutional Convention of the AFTCIO'
stated, labor's goals for the Fair Labor Standards Act continue to be:

1. A minimum wage of at least $2.50 an hour.
2. Full minimum wage and maximum hou11 rs coverage for all workers

engaged in interstate commerce, the production of goods for commerce
or affecting commerce.

3. Equal minimum wage, maximum hours, and child labor protec-.
tion for farmworkers, as for other workers.

4. The same minimum wage protection for workers in Puerto Rico'
as on the mainland.

5. A single minimum wage and maximum hours standard for all
workers, regardless of age, sex, color, or creed.
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While the Congress is considering modest improvements, the admin-
istration is recommending a measure that would undermine the min-
imum wage, by establishing a special subminimum rate for youth.

In his economic report to the Congress on January 27, 1972. the
President proposed "revision of the minimum wage system to remove
obstacles to the employment of young and inexperienced workers."
*What the President failed to report is that a subminimnm rate for
youth would not create any new jobs for young people.

Obviously, some employers would fire older workers, including heads
of families, and substitute for them the cheapest labor available-the
youths the President would condemn to subminimum wages. That
would not increase employment; it would merely rearrange the sta-
tistics of unemployment.

The AFL-CIO categorically rejects a subminimum wage for young
workers or any other class of workers.

In the name of simple dignity and commonsense, the AFT-CIO de-
mands the Congress update the Fair Labor Standards Act without
further delay.

SOCIAL SECURITY AND WELFARE

The Senate Finance Committee now has under consideration a bill,
H.R. 1, which could be the most momentous social securitv and welfare
legislation since the New Deal social legislation in the 1930's. The
AFL-CIO Executive Council recently urged the Congress to grasp
this opportunity by promptly enacting H.R. 1 with the changes the
AFL-CIO is recommending. This bill, if sufficiently improved, could
move the Nation a long way down the road toward resolution of the
persistence of poverty.

Social Security arid Medicare

The social security system is a tremendously successful program
which has been a major force in improving the quality of life in Amer-
ica. Social security has provided regular income and medical care as a.
matter of right to millions of the Nation's most economically vulner-
able. But it has yet to fulfill its potential for providing economic secu-
rity with dignity for the victims of death, disability, and old age.

Poverty is more prevalent among the old than in any other age group.
And for the majority of the aged who barely manage to stay above the
poverty line, destitution is an ever-present threat. The-current average
benefit for an individual is $128 a month-$1,536 a year; and for a
couple, $221 a month-$2,652 a year. Current Government poverty
standards are $1,900 a year for an individual and $2,400 a year for a
couple.

At its recent meeting, the AFL-CIO Executive Council urged the
Senate Finance Committee and the Congress to strengthen H.R. 1 to
insure adequate income and health care to millions of Americans who
rely on social security. Among the improvements needed, the AFL-
CIO Executive Council pointed to the following:

1. A 15-percent increase effective January 1. 1972, followed by a minimum 10-
percent increase next year instead of the woefully inadequate 5 percent in H.R. 1.

2. An occupational definition of disability for older workers so that disabled
workers unable to work at their usual occupation would be entitled to disability
benefits.
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3. An increase in the number of dropout years in the benefit formula over that
provided in H.R. 1 as a first step toward a formula based on the high 5 or 10 years
of earnings.

4. An increase in the minimum benefit to at least $100 a month. In addition, we
support the provision in H.R. 1 for a special minimum benefit for beneficiaries
with long-term employment at low wages which will guarantee such workers a
minimum benefit of $150 a month for 30 years of covered work.

5. To raise the wage base in steps to $15,000 to provide additional revenue for
improvements and to keep benefit levels more closely in line with rising earnings.

6. To gradually increase general revenue contributions to the social security
trust funds to an eventual one-third of the program cost.

7. To cover the disabled by medicare, but eliminate or drastically reduce the2-year waiting period for eligibility in H.R. 1.
8. To include prescription drugs under medicare.
9. To eliminate the monthly premium beneficiaries must pay for part B (physi.

cian services) of medicare but without adding to payroll taxes.
The administration has recently recommended combining part A

(hospital care) and part B (physician services) of medicare into a
single program, and elimination of the monthly premium the elderly
must now pay, soon to be $5.80. This is what the AFI-CIO has ad-
vocated since 1965. But the administration proposal would eliminate
the general revenue contribution which pays for one-half the cost of
the part B program and would place the cost totally on the payroll tax.
The AFL-CIO rejects this proposal and urges that at least half of the
cost of the combined program be paid for by general revenue. This
would make unnecessary any increase in payroll taxes to cover this
cost.

The AFL-CIO also urges rejection of another administration-in-
spired proposal, now in H.R. 1 in modified form, to increase the period
when coinsurance must be paid for inpatient hospital care. This would
be an unconscionable additional financial burden on the elderly who
need long duration hospital care.

Mf edicaid

The AFL-CIO condemns the regressive changes in the medicaid
program in H.R. 1 which would deprive millions of the poor and the
medically indigent of needed medical care. The only fully satisfactory
solution to the health problems of the poor as well as for the general
population is adoption of a national -health security system. Buit until
health security is in effect, every effort should be made in medicaid
to move toward the goal of comprehensive health care for the needy
and medically needy.

Welfare-Reforni

The ninth convention of the AFL-CIO in November 1971, unan-
imously reiterated support for enactment of genuine welfare reform
with Federal financing and administration, and support of the thrust
of President Nixon's family assistance payment program.

The convention called for a Federal minimum basic family assist-
ance payment of $3,000 for a family of four, with automatic increases
to no less than the Social Security Administration's poverty level
within'a few vears. The convention insisted that no payments should
be reduced below current levels, no welfare recipient should be re-
ferred to a job paying less than the applicable minimum wage. no
mother should be referred to work in the absence of adequate child
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care for the children, and the job rights and employment conditions
of State and local employees who presently administer welfare must
be protected when the Federal Government takes over the program.

The House of Representatives has again-passed its version of welfare
reform (title IV of H.R. 1). During its consideration in the House,
we advised all Members to pass the Mill intact in order that the Sen-
ate would have an opportunity to improve upon the very substantial
inadequacies of its provisions.

The Finance Committee of the Senate has completed its hearings.
Senator Ribicoff and 21 cosponsors have introduced amendment No.

559 to H.R. 1. This omnibus amendment includes the changes called
for -by the ninth convention of the AFL-CIO as a first step toward
genuine reform of the welfare system.

At its recent meeting, the AFI-CIO Executive Council declared:

We urge the Congress and the administration to support the Ribicoff Amend-
ment-Amendment No. 559.

It has been 2'2 years since President Nixon, in a nationwide telecast. called
for welfare reform. The welfare mess has grown worse, not better. High, long-
term unmeployment has aggravated this situation.

The Ways and Means Committee has held hearings; the House of Repre-
sentatives has twice debated and acted upon the issue; the Finance Committee
has twice held in-depth hearings on the family assistance payment program; the
Senate has debated the issue, but because the debate came in the closing hours
of the 91st Congress, no action was taken in the Senate.

We believe the time for debate is over. We believe the time for action has come.

The Export of American Jobs, Technology, and Capital

America's first officially reported trade deficit in this century, cou-
pled with a sharp rise in the import -of manufactured goods and per-
sistent joblessness, have marked 1971 as this Nation's most disastrous
year in world trade.

The erosion of America's industrial well-being by the export of
technology, capital, production capacity, and jobs is not abating.
Each day's movement of U.S. production abroad only increases the
torrent of formerly U.S.-made goods into this country, causing a fur-
ther toll of American jobs.

Imports now account for large and growing shares of U.S. domestic
sales of consumer electrical goods of alftypes: Steel, autos, glass, shoes,
tires, typewriters, calculating machines, and many product lines of
industrial equipment, textiles, and apparel. In addition, many of the
parts and components of products assembled in the United States are
imported, including defense items and sophisticated products.

Despite clear warnings, the administration has refused to offer real-
istic remedies for dealing with the trade problems of the seventies and,
instead, attempts to use gimmickry and patchwork methods having
only short-range effect.

The August 1971 currency crisis and temporary border tax have
given way to devaluation of the dollar. Business experts concede that
this will have only minimum impact on imports and will have no
effect at all on the outflow of jobs, capital, and technology. The recently
enacted tax incentive for export corporations-the so-called DISC-
is a gimmick that will help corporate profits but will provide few if
any jobs. Other unrealistic trade proposals being considered by the
administration would allow for antitrust exemptions and research and
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development tax subsidies. In today's world of multinational corpora-
tions, managed foreign economies, nontariff barriers and high-speed
communications and transportation, such proposals are hopelessly
unworkable.

Ominous for all Americans is the warmness with which the admin-
istration has embraced the multinational corporations as being good for
America. These international runaway firms, however, don't have the
same sense of warmness for America. These companies insist they are
not American but are "international" in fact. Many of these companies
have abandoned U.S. factories and U.S. communities where they made
their profits. They have abandoned tens of thousands of American
men and women who once worked in their plants here, leaving their
care to the community and to State and Federal governments.

A principal role of most U.S.-based multinational corporations is the
export of U.S. production and the American standard of living, not the
export of manufactured products of U.S. workers. Toothless remedies
that fail to deal with this fact only deceive hard-pressed Americans
and accelerate the crisis.

Americans are told to work harder and use better salesmanship to
promote exports. But America certainly cannot promote the export
of products. which are no longer produced here. More and more, when
new technology is developed. it is not put into U.S. production, but is
exported to foreign subsidiaries of American-based multinational com-
panies or to foreign firms with whom they have license, patent, or other
joint venture agreements. Technologoy is a high-priority American
exnort to Mexico. Taiwan. and elsewhere.

The deterioration of the U.S. position in world trade has already
wiped out many parts of American industries. The American-flag
merchant marine has nearly gone down the drain-wiping out jobs
and skills.

Current reports from the Common Market indicate that agreements
are being reached dealing with U.S. exports of grains. citrus, and
tobacco. While these matters should be resolved, it is clear that the
administration's chief concern is for the export of America's highly
subsidized agriculture products. not manufactured goods where Amer-
ica is suffering its greatest losses in world trade.

The concern of the Congress and the administration should be
toward the preservation of the U.S. manufacturing base and the U.S.
standard of living.

Currently before the House Ways and Means Committee and the
Senate Finance Committee, the Burke-HIartke Foreign Trade and In-
vestment Act of 1972 is a realistic and workable approach to this prob-
lem. The recent meeting of the AFL-CIO Executive Council declared
that this tax-trade-consumer measure deserves early hearings and
congressional attention to bring about legislative remedies that include:

* Taxation of U.S. corporations' overseas operations so that they
more closely relate to the tax rules domestically.

* Regulation of the torrent of imnorts that have smothered U.S.
production and cost hundreds of thousands of U.S. jobs.

* Reeulation of the outflow of capital from the United States.
Currently billions in U.S. dollars, equipment, technology, and
rnatents are being exnorted without regard to the harm done to
U.S. citizens and U.S. communities.
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* Procedures for the collection of more pertinent data on foreign
trade and labeling procedures. Foreign grants and foreign loan
programs should show their effect on U.S. production and jobs.
Goods containing foreign-made components should be identi-
fied on the product and in advertisements.

* Repeal of section 807.00 and section 806.30 of the Tariff Code,
thus ending an abuse whereby U.S. companies assemble prod-
ucts in foreign countries and ship them into the United States
as "Made in U.S.A.," paying only a minimum duty on the so-
called value added.

* A new Foreign Trade and Investment Commission to ad in-
ister new legislation and bring modern concepts and methods
to its operations.

The AFLCIO. Executive Council also called for an all-out effort
to rebuild a strong and balanced American-flag merchant marine, in-
cluding measures to encourage the use of American-flag ships in carry-
ing a substantial portion of waterborne trade between the United States
and other countries.



AMERICAN LIFE CONVENTION AND THE LIFE
INSURANCE ASSOCIATION OF AMERICA

This statement is submitted on behalf of the American Life Conven-
tion and the Life Insurance Association of America, two trade associa-
tions with a combined membership of 359 life insurance companies
which account for about 89 percent of the legal reserve life insurance
in force in the United States. The total assets of the life insurance busi-
ness aggregate $220 billion, which represents the funds that have been
entrusted to our companies by millions of policyholders. We appreciate
the invitation of the Joint Economic Committee to offer our views on
the economic issues which confront the Nation.

The objective of national economic policies in 1972 should be to cur-
tail the rate of inflation while improving the pace of real growth and
increasing employment in the U.S. economy. To accomplish these
objectives, a coordinated and balanced use of Federal budgetary policy,
Federal Reserve monetary policy, and phase II controls over wages
and prices is required. These policies are described and analyzed in the
"Economic Report of the President" on which the Joint Economic
Committee is presently holding hearings and in the annual budget
message presented to the Congress in January.

In approaching the question of appropriate economic policies for
1972, a primary concern of the life insurance business is the need to con-
serve the purchasing power of the billions of dollars of insurance pro-
tection and savings accumulated through the purchase of life insurance.
The past 5 years have witnessed substantial increases in price levels to
the detriment not only of those who save for the future but also those
unable to raise their incomes sufficiently to offset the rising prices of
everyday purchases. In spite of the slower pace of inflation since
August 15, the battle against inflation has not yet been won. We would
emphasize strongly the need to persist in the application of monetary
and fiscal policies designed to avoid a resurgence of inflationary pres-
sures not only in 1972 but for the years beyond.

ECONONIC OUTrLOOK FOR 1972

The Council of Economic Advisers in its annual report for 1972
offers a forecast that gross national product will rise to a total of $1,145
billion this year, an increase of $98 billion or 9½12 percent over 1971.
Real output in 1972 is expected to increase about 6 percent, while the
Council anticipates that price inflation will be reduced to around 3 1/,
percent, compared with 4.6 percent last year. The GNP forecast of
$1,145 billion is roughly in line with estimates prepared independently
by many private forecasters, but the composition of real growth versus
price increases is more questionable. In our view, the annual rate of
real growth is likely to be about 51/2 percent, somewhat lower than the
Council's estimate. We think the year-to-year advance in prices for
1972 will be about 31/2 percent, or somewhat higher than the Council has
estimated.

(992)
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These differences, though small in percentage terms, are nonetheless
critical to the appraisal of economic policy over the months ahead,
because it. is dangerous to assume that inflation will become less of a
problem as the year progresses. Unless appropriate policies are pur-
sued, there is a strong possibility that the rate of inflation will be rising
again in the latter half of 1972, rather than declining by year-end to the
2- to 3-percent range that is the administration's target.

Inflationary forces remain very much alive in this country. We
have real concern that the economic policies described in the economic
report will reactivate these forces by overstimulating total demand.
Examination of the fiscal and monetary policies that are envisioned
for the coming year heightens this concern.

ANNUAL BIJDGET MESSAGE

The most striking features of the administration's recent budget
proposals are the $38.8 billion deficit project for the current fiscal year
and the $25.5 billion deficit estimated for fiscal year 1973. The current
year's deficit reflects an increase in fiscal 1972 budget outlays of $25
.billion or 12 percent above fiscal 1971, while Federal reciepts are esti-
mated to rise less than $10 billion. The failure of receipts to rise in
line with outlays results from sizable tax reductions that have been
recently enacted as well as the slow pace of economic recovery during
calendar 1971. On the expenditure side, the budget figures indicate a
very substantial acceleration in Federal spending during the balance
of the fiscal year ending June 30, in an attempt to reduce the level of
unemployment through stimulative fiscal actions. One consequence of
these proposals is to push the "full employment" budget into an $8
billion deficit, in contrast to the near balance foreseen only a year ago.

For the fiscal year 1973, the budget proposes a further $10 billion
increase in Federal outlays-to a total of $246 billion. However, the new
obligational authority requested for fiscal 1973 is scheduled to increase
by $21 billion to more than $270 billion. Such authority empowers the
government to commit itself to specific expenditures' in advance of
actual payments, thus providing an immediate spur to private business
activity based on Government contracts. On the revenue side, receipts
for fiscal 1973 would increase by an estimated $23 billion, leaving a
deficit of $25.5 billion. The combined budget deficits for the 3 fiscal
years 1971, 1972,- and 1973 would aggregate $87 billion-a staggering
total by any standard.

It is our judgment that the fiscal program proposed in the annual
budget message is overly expansionary and threatens to rekindle in-
flationary forces in the latter part of 1972 and into 1973. The $39 billion
deficit indicated for the current fiscal year has already reawakened
inflationary expectations, particularly in the sensitive capital markets.
Among foriegn officials and investors, the annouced size of the 1972
and 1973 deficits has already raised grave doubts as to our determina-
tion to bring inflation under control. In their eyes, it has dimmed the
prospects for international stability of the dollar.

We believe that the massive deficits and sizable increases in spending
indicated in the recent budget message are likely to have their greatest
impact on the economy just about the time when private business is
in strong recovery, with consequent pressures of excess demand. Pros-
pects for this outcome are heightened by the possibility that actual
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Federal outlays in fiscal 1973 may in fact exceed current budget
estimates, as has occurred repeatedly in recent years. Moreover, Treas-
ury borrowing needs resulting from the massive deficits are likely to
concide with rising private credit demands, with consequent upward
pressures on interest rates. Unless the projected growth of Federal
expenditures is slowed down and the proposed deficits reduced, an
unwelcome renewal of inflationary pressures surely faces us in the
near future.

At the same time, we realize that there is a need to strengthen
national policies to relieve localized and structural unemployment.
Among teenagers and women, unemployment rates are especially high;
indeed, they appear to account for a substantial part of the national
rate of unemployment. We believe that special measures are required
to meet this problem, not the huge fiscal expansion contemplated by
the budget proposals.

FEDERAL RESERVE MON-ETARY POLICY

The Economic report includes an analysis (pp. 56-59) of Federal
Reserve monetary policy during the year 1971 and takes note of the
difficulties experienced by the monetary authorities in controlling the
monetary growth rate during the year. One lesson that should be
drawn from this experience is that there are variable and perplexing
timelags between Federal Reserve actions and monetary growth, and
between monetary growth and economic activity. In view of these
lags, current monetary policy must take into account the dangers of
excess liquidity and the serious impact it may have on the economy
6 months or a year from now.

Over the past 2 months, the Federal Reserve has pursued a policy
of "aggressive ease" which resulted in pushing down short-term inter-
est rates and raising the growth rate of the money supply. As noted
in the Economic Report (p. 26), "The role of monetary policy in the
expansion ahead will be to provide for the increase of liquidity re-
quired to support increases in activity and income." However, a con-
tinuation of aggressive ease throughout 1972 carries a threat of exces-
sive expansion which, together with a stimulative fiscal policy being
proposed, could have inflationary consequences for the economy.

We are deeply concerned that the combined stimulus of expansionary
fiscal policy and aggressively easy monetary policy will result in regen-
eration of inflationary demand pressures, particularly during the
latter part of 1972 and continuing into early 1973. Accordingly, we
urge that monetary policy move toward less ease than at present and
gradually adjust to a firmer position as the economy gains strength.
A move toward firmness in monetary policy cannot be postponed
for long, if a recurrence of excess demand is to be avoided.

WAGE-PRICE CONTROLS UNDER PHASE II

The life insurance business supports the efforts of the administration
to help suppress the inflation through a temporary system of direct
controls over wyages and prices under phase II of the new economic
policy. We believe that this progr am ahas had the desirable effect of giv -
ing national prominence to the nature of cost-push inflation and the
effect of wage contract settlements on our national cost structure. By
calling public attention to the terms of major labor contracts, the phase
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II mechanism has brought pressure to bear on both unions and man-
agement to justify their positions. We believe that a firm and effective
Pay Board is essential under present conditions to combat cost-push in-
flation at the source and to restore public confidence in the possibility
of achieving more stable price levels over future years.

In the implementation of phase II policies since mid-November,
widespread disappointment has developed over Pay Board decisions to
permit substantial departures from its announced guidelines in in-
dividual cases. Public acceptance of the phase II mechanism, and na-
tional confidence in the ultimate effectiveness of its operations, will be
severely undermined unless closer adherence to the announced stand-
ards is evident in future decisions. We therefore urge that a firmer
policy should be followed in the administration of wage controls, not
only to restrain a fundamental cause of cost-push inflation but also
to strengthen public confidence in the fairness and impartiality of the
program.

We are equally concerned over the impact of expansionary fiscal and
monetary policies upon the effectiveness of temporary wage-price con-
trols under phase II. The Economic Report states: "If our fiscal and
monetary policies are prudently managed there is little likelihood that
the controls will be exposed to the pressure of excess demand." Later
it is stated that "One of the most common causes of the breakdown in
price-wage control systems has been excess demand for goods and
labor, which places upon the control system the burden of resisting
market forces." (pp. 26-27.) If the direct control mechanism is to prove
effective, the importance of avoiding expansionary fiscal and monetary
policies cannot be stressed too strongly.

Wage and price controls apparently are now being relied upon as
the primary safeguard against inflation. This is leading to the use
of dangerous stimulative fiscal and monetary polices in the hopes of ex-
panding business activity and reducing unemployment. The Economic
Report on pages 101-102 argues that " * * the existence of price
and wage controls will reduce the pressure both of inflation and of in-
flationary expectations. IThis permits fiscal and monetary policy to
exert a more expansive thrust than was prudent earlier when the infla-
tion objective was more vulnerable." We believe that this approach is
highly questionable. It is clear from past history that a flexible system
of direct controls, based in part on voluntary cooperation, caimot be
relied upon to withstand the pressures of excess demand for products
and labor. If we genuinely wish the phase II control system to succeed
it is imperative that we avoid the creation of excess demand stemming
from a coincident expansion in the private sector and an overstimulus
from governmental policies.

THE LONGER-TER-m OUTLOOK

For the past 3 years, the budget document has included a longer
view of budgetary trends, thus providing a much-needed perspective
on the future effects of current spending proposals. The 1973 budget
sets forth a prospective "budget margin" which is derived from (a)
Federal receipts projected through 1976; (b) outlays for present and
proposed spending programs projected through 1976; and (c) the re-
sulting budget surplus or "margin" that is foreseen for 1976.
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In this year's budget analysis, the projected budget margin for 197T
has been reduced to $5 billion, compared with a margin of $30 billion
foreseen a year ago. The budget document properly warns that the
available leeway for future needs or new initiatives has been substan-
tially reduced during the past 12 months and notes that"actions which
add to Government spending must be constrained to a small fraction
of former levels. The only alternatives are higher taxes or higher
prices." (Page 48.)

The startling shrinkage of the budget margin has resulted from a
combination of tax reductions enacted recently and the addition of
new and expanded Federal programs for higher spending in future
years. New programs proposed in the 1973 budget are expected to
increase budgetary outlays in 1976 by $19 billion while the cost of
existing programs is expected to rise by another $45 billion. A related
analysis, summarized in the attached table, spells out certain legisla-
ti ve proposals for new and expanded programs in the 1973 budget that
will add approximately $30 billion to Federal expenditures by the
fiscal year 1976. These include revenue sharing, social security ex-
pansion, welfare reform and certain other programs that will add
heavy new burdens to the budget as they reach full implementation
levels.

This type of analysis clearly demonstrates a major reason why Fed-
eral spending continues to mount steadily year after year. When first
introduced, the price tag on new programs often appears modest in
the startup stages, since the longer-run cost of full implementation is
seldom emphasized. If we continue this practice, our budget situation
4 years hence will merely imitate the mistakes of the past, entrapping
both the Congress and the administration with long-term commitments
for "uncontrollable" expenditures. This process has made more diffi-
cult the task of economic stabilization in past years and it threatens
to build in irreversible budgetary pressures for future years. In these
circumstances, we strongly urge that the Congress exercise the greatest
possible restraint in the authorization of new and expanded spending
programs which threaten to add inflationary pressures not only in the
latter part of 1972 but for the ensuing years.

CONCLUDING REMARKS

To summarize briefly, we believe that the Council's forecast of a
$1,145 billion GNP in 1972 is a reasonable estimate, but that real
output will expand by less, and price inflation will rise by more, than
*the Council has projected. Federal budgetary proposals set forth in
the January budget message are designed to provide a massive stimu-
lus to the economy, but we are concerned that the stimulus of fiscal
actions will become more inflationary than expansionary by the latter
part of this year unless timely steps are taken to check the rapid
growth of Federal expenditures. The enormous budget deficits pro-
jected for fiscal 1972 and 1973 threaten to reawaken inflationary
expectations, to place strains on financial markets and exert upward
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pressures on interest rates, and to raise doubts abroad as to our ability
to protect the exchange value of the dollar. Federal Reserve policy
recently has been aggressively easy in an attempt to quicken the
monetary growth rate, but v-e urge that monetary policy move toward
less ease in the near future, to avoid regeneration of excess demand as
the economy gains strength over the next several months.

Government efforts to lessen inflation through direct controls on
wages and prices under phase II have had some desirable results, but
we are concerned that public acceptance and national confidence in the
control mechanism could be undermined unless the Pay Board adheres
more closely to the announced standards. We are also concerned that
highly stimulatory fiscal and monetary policies could lead to a break-
down of the control mechanism by creating a resurgence of demand-
pull inflation. Phase II controls should not be used as the sole means
of curbing inflation, or used to justify overly stimulative fiscal and
monetary policy.

For. the longer term, the budget document has revealed a substan-
tial narrowing of the projected "budget margin" for 1976, because
of the magnitude of expanding Government programs. We strongly
urge that Congress exercise the greatest possible restraint in the au-
thorization of new Federal programs in order to avoid both near-term
and long-term inflationary pressures.

We appreciate the opportunity to present to the Joint Economic
Committee our views on these important national issues.

CHANGES IN OUTLAYS DUE TO LEGISLATIVE PROPOSALS FOR MAJOR NEW AND EXPANDED PROGRAMS I

[in billions]

Fiscal year estimates

1972 1973 1974 1975 1976

Revenue sharing:
General revenue sharing -------------------- $ 2.2 $5.0 $5.7 $6.4 $6.9
Special revenue sharing - -. 6 2.8 3.4 3.3

Other legislation:
Department of Health, Education, and Welfare and Labor

(total)-.1 4.9 13. 5 15.8 18. 5

Social security reform -(2) 3.5 4.3 5.9 8.1
Family health insurance - - -1.1 1.5 1.8
Welfare reform programs - -. 4 5.5 5.9 6.0
Other programs -(2) 1.0 2.6 2.6 2.6

Department of Defense (additional costs of Volunteer Army
and reform of military retirement pay system) - -. 7 .8 0.8 0. 7

Other new or expanded programs -. 2 .1 .8 1.1 1.4

Total, major new and expanded programs2 2.6 11.3 23.6 27.5 30.9

1 The estimates in this exhibit represent simple projections of cost expressed in constant dollars at prices existing at
the time the estimates were prepared except for cost-of-living adjustments for social security and veteran's compensation.
These estimates are derived from a new budget table required by the Legislative Reorganization Act of 1970.

2 Less than $100,000,000.
3 No totals are shown for this table in the budget because of the varying bases and assumptions on which the projections

for different programs were made.

Source: The Budget of the U.S. Government for the fiscal year 1973, pp. 540-542.

76-150-72-pt. 5-3



CHAMBER OF COMMERCE OF THE UNITED STATES

By CARL H. MADDEN, Chief Economist

The Chamber of Commerce of the United States welcomes the op-
portunity to comment on the Economic Report of the President and
the Annual Report of the Council of Economic Advisers.

THE STATE OF THE EcONoMY

As had been anticipated by most economists, last year's recovery
from 1970's recession was less than exuberant. Nor is this year's exten-
sion of the recovery expected to be strong enough to depress the aver-
age annual unemployment rate much below the 51/2 percent level. Un-
fortunately, the twin problems of unemployment and inflation will
continue to plague us this year, although in lessened measure, as they
are plaguing our competitors abroad. But if the proper policies are
pursued in 1972, the groundwork can be laid for high prosperity in
1973 and beyond. This is the challenge to economic statesmanship in
1972-whether to break the back of the inflationary psychology which
still has the Nation in its grip and thereby prepare the economy for a
sustained period of prosperity, or whether to adopt shortsighted, on-
off monetary and fiscal policies that will solve neither inflation nor un-
employment in the long run.

The business community has been officially criticized for not step-
ping up its investment spending more sharply than the planned 9 per-
cent reported in the end-of-year Commerce-SEC survey, considering
the stimulus of the improved depreciation guidelines and the job de-
velopment tax credit. But we should keep in mind that typically busi-
ness underestimates its investment spending when the business cycle
is in an early recovery phase, just as it overestimates its planned ex-
peditures at the upper turning point of the cycle. Evidence is already
appearing of the usual pattern this time: the McGraw-Hill survey
taken last October projected a 7-percent rise in business plant and
equipment expenditures for this year over last. A special check run
by that company between mid-January and mid-February indicates
that "growing confidence" in the economy plus the restored invest-
ment tax credit and liberalized depreciation rules have caused busi-
nessmen to boost their spending plans by another 4 percent to an 11
percent increase over last year. Moreover, total employment is grow-
ing and, with it, personal income, encouraging rising consumer spend-
ing, which in turn will encourage business to expand, despite the high
personal savings rate.

Most remarkable in their impact on the economic outlook for the
year, in our estimation, are the outsized deficits for the current and
new fiscal year, the turnaround in productivity, the success or failure
of phase II in decelerating cost-push inflation, and the international
position of the dollar.

(928)
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TIiE FISCAL YEARS 1972 AND 1973 DEFICITS

Although properly expansionary in impact this year, the outsized
planned deficits for the current and new fiscal year pose formidable
problems, both short and long term. In the short term, spending for
this calendar year is slated to rise 13 percent-the fastest rate in recent
memory-resulting in a deficit that will be extremelv difficult to fi-
nance in a noninflationary manner, especially if the Tieasury finds it-
self competing for funds with business and consumers as the recovery
gathers strength later in the year. The two planned back-to-back defi-
cits create the danger that the precarious toehold on inflationary expec-
tations secured last August 15 by the President is in danger of slip-
ping. It would be tragic if the complex negotiations for new trade, in-
vestment, and monetary arrangements among the free world nations
were drowned in a sea of budgetary red ink. Over the long term the
awesome fact is that less than one-third of the new budget is open to
the Presidential knife. The President did cut such items by $1.6 bil-
lion in the new budget, only to see uncontrollables rising by $8 billion
this fiscal year. In the new budget, relatively uncontrollable expendi-
tures come to 71 percent of the total. Since 1965 the Federal Govern-
ment has grown 20 percent faster than the GNP. If this trend keeps
up until 1980, the Government will spend over 26 percent of GNP.

This trend toward a growing and largely uncontrollable budget
raises serious questions about the full employment budget concept
as an operating rule. In fact, except during wartime, we have had
many more years when this concept would have justified actual budget
deficits rather than balances. It is not a rule, therefore, that imposes
restraint on rising expenditures. Moreover, the crux of the concept
is the unemployment rate taken to be normal. The Secretary of the
Treasury in testifying before this committee has joined the growing
group of those who now believe that 4 percent is too low a target
rate if our goal is stable, noninflationary economic growth.

Because the revised fiscal year 1972 and the fiscal year 1973 budget'
give strong evidence that Federal spending is out of control. the na-
tional chamber's board of directors last month approved the following:
recommendations to the administration and the Congress:

(1) The adoption of 5-year budget projections, not only in aggre-
gate but also in program detail for major functional categories of
spending, to be published each year in the budget document. These 5-
year projections should be made both in the form of obligational au-
thority and expenditures in two separate budgets. Recognition of im-
plicit, ultimate costs of programs will lead to better decisionmaking
bv both the administration and the Congress. Furthermore, discipline
in the budgetary process has to begin with obligational authority.

(2) The adoption of the zero base budgeting technique, at least on a
3-year rotating basis, for every major program in the Federal budget.
This means that, instead of concentrating administration and congres-
sional attention on the mere increases in old programs, entire pro-
grams should be carefully evaluated, with the objective of reducing
or even eliminating those programs which are clearly counterpro-
ductive.

(3) Adoption whenever feasible, as a general budgetary method,
of pilot testing for all new programs. Pilot testing can determine un-
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productive and unintended effects without massive expenditures on
unsuccessful programs.

(4) Designation of an appropriate congressional committee, to be
charged with the responsibility of evaluating the budget as a whole
rather than in individual pieces 'as now is the custom. The machinery
is already in being and would merely require the activities of the
Joint Committee on the Legislative Budget.

THEI OUTLOOK FOR PRODUCTIVITY

Productivity is bound to improve this year by more than last year's
gain. There is the danger of confusing short- and longterm changes
in productivity. Much has been made of the undoubted fact that in
the half decade 1965-70 productivity dropped by about one-third.
But we should remember that productivity gains averaged over 3 per-
cent in the preceding two decades. The 1965-70 record reflected an
overheated economy. Under such circumstances productivity always
declines as less efficient workers are employed and as production rates
approach capacity. Conversely, productivity rises above the secular
trend line in recovery periods such as the present.

It is true that certain structural changes are occurring in our econ-
omy that threaten to reduce our secular growth. These include a
marked slowdown in the shift of labor from agriculture to higher pro-
ductivity industry and continued movement of labor from industry
to presumed low productivity services. But neither the Bureau of
Labor Statistics nor the Bureau of Economic Analysis in the Com-
merce Department has reliable figures on service industry productiv-
ity. Failure to take into 'account quality improvement in some services,
such as medical treatment and financial services, leads to possible
understatement of real GNP and overstatement of the rate of inflation.
As better methods of measuring output in the services are developed,
they may very well offset the depressive effect on average productivity
of occupational shifts.

In short, it is premature to predict a slowdown in the secular growth
of productivity and its constribution to stable economic progress.
Too rapid a reflation of the economy, however, in the next year or
two, through misguided Government spending programs or too easy
a monetary policy, runs the risk of trimming productivity gains and
reviving the inflation that has distorted the economy and worsened
our international position.

EVALUATION OF PHASE II

In our view the evaluation of phase II for the several weeks covered
in the economic report is reasonable. It is certainly true that any
control program creates inequities and phase II from the beginning
has created its share, notably in Pay Board decisions involving big
unions, resulting in inequities for nonunionized workers. Since the
purpose of wage-price controls is to slow down and eventually arrest
cost-push inflation arising from above-productivity' wage increases,
the pre-August 15 escalating wage-price pattern must be broken if
the program is to succeed. The removal of excess demand from most
markets had 'already resulted in a slower rise in nonunion than in
union wages before the new economic policy was launched on Au-
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gust 15 last year. It is to be hoped that with major contract settle-
ments now effected, the Pay Board will soon establish a pattern of
wage increases more in line with trend-rate productivity gains plus
cost-of-living adjustment, which at the present would call for settle-
ments much closer to its 51/2 percent guideline than has been the case
so far.

At issue, of course, is public faith in the control program which
evoked widespread acclaim at its inception but which, according to
recent polls, now suffers diminished credibility.

It would be tragic to see the great gains of the August 15 "shock
treatment" frittered away either by weak administration of the con-
trols or by premature efforts to accelerate recovery through intem-
perate fiscal and monetary measures at the expense of longer term
stable economic growth.

On the other hand, the national chamber believes that controls
should be dropped as soon as there is reasonable evidence that the
administration's wage-price targets have been substantially attained.
Such controls do not go to the heart of cost-push inflation, which is
the result of impediments to competition in the marketplace. The
chamber has long maintained that free markets and competition should
be maximized in the public interest. Impediments, both public and
private, to such free markets and competition should be removed.

THE INTERNATIONAL ECONOMY

The United States emerged from World War II as the undisputed
military and economic power and the source of billions of dollars oT
Marshall Plan aid and other forms of economic and military assist-
ance to our allies. Domestically, after a faltering start in the early
fifties, we embarked on a decade of unprecedented prosperity in the
sixties. But, even as the tempo of economic activity quickened- and
America became the "affluent society," domestic-social problems
mounted and doubts about our historic mission multiplied, accentu-
ated by our growing involvement in Vietnam. This social malaise,
sharpened by inflation and its speculative excesses in the last half of
the sixties, was accompanied by a sharp rise in sentiment for more
effort to be devoted to national problems and less to international ones.

The great economic paradox of the sixties was intensified by Ameri-
can preoccupation with domestic problems while the economy rapidly
internationalized. A negative balance of payments in the 1950's was tol-
erable so long as there was a "dollar shortage" internationally; but
in the late sixties inappropriate Federal deficits and related monetary
expansion in a drum -tight economy brought on inflation and a hemor-
rhage of gold to other countries, along with a sharp increase in our
short-term liabilities to foreigners. Finally in 1971, for the first time
since 1893, even our merchandise balance of trade turned negative.

The drastic action taken by the President in mid-August of 1971
represented the culmination of a series of dollar crises abroad. The
subsequent "Smithsonian Agreement" of December 18, 1971, although
a definite step in the right direction of reordering exchange rates,
was far from sufficient to reestablish a viable, long-term, flexible
exchange system operating within the framework of a reconstructed
international monetary fund. Excessively large Federal deficits and
unduly expansionary monetary policies that revive foreign dollar-
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holders fears of renewed U.S. inflation can only postpone the badly
needed changes in the international monetary system along with
continued negotiation of lower trade barriers.

We ignore the international effects of overheating our economy at
the peril of forcing the major nations, including ourselves, into neo-
mercantilistic policies, including more exchange controls and trade
protectionist measures.

Thus, in considering the appropriate national economic policies to
be pursued this year and in the years to come, we must face the fact
that increasingly the foreign economic effects of these policies will
necessarily serve as a constraint on domestic excesses. The only alter-
native is to lead the world economy back into the kind of autarky that
characterized the economically stagnant decade of the 1930's.



COMMUNICATIONS WORKERS OF AMERICA

A great many things have changed since the presentation of the
Economic Report of the President of 1970. Not the least of the changes
is the character of the report which, for 1970, was described by many
economists as a travesty. In contrast to the assertions of the 1970 re-
port to the effect that the economy was progressing as it should, and
as administration pclicy was providing that it should, the 1971 report
acknowledges that things were not going according to Hoyle at all.

The much heralded increase in real national output for the first
quarter of the year turned out to be largely a catchup from the de-
cline for the last quarter of 1970, resulting from the auto strike. While
unemployment declined from 6.1 percent in December 1970 to 5.9 per2

cent in February 1971, it bounced right back and stayed at around
6 percent for the remainder of the year.

While prices (reflected in the Consumer Price Index) rose only
2.8 percent on an annual basis the first quarter of the year, they rose
again at a 5.3-percent annual rate through the second quarter. The
increase for the entire year has been 4.3 percent in spite of a "freeze".

NATIONAL PRODUCT AND PRoDUcTIvIrY

The increase in real gross national product for 1971, following an
actual decline in 1970, was 23/4 percent. However, there was a six-
tenths-percent decrease from 1969 through 1970, and the 1971 increase
in only a 2-percent increase over the output of 1969. While the index
of industrial production rose 3 percent from December 1970 through
December 1971, the average for the year was only two-tenths of a
point above that for 1970 as a whole. With some increase in real output,
therefore, it is evident that productivity increased substantially
more-an average for the year of 2.9 percent over 1970 as a matter
of fact.

It is quite evident, therefore, that we still are in a recession and im-
proved productivity has hardly gotten us out of it. The increase in
real gross national product is completely accounted for by the increase
in productivity.

The evidence of stagnation is reinforced by the figures on total per-
sonal income. The annual figures on preliminary estimates indicate
that personal income for the year advanced at a rate of 6.6 percent.
But the Consumer Price Index for the year advanced 4.3 percent. The
remaining 2.3 percent was hardly sufficient to enable people to pur-
chase the additional product of improved productivity.

EMPLOYMENT AND UNEMPLOYMENT

The one substantial increase in payroll jobs came in the service
categories-2.4 percent for the year. The increase in civilian non-
agricultural employment averaged seven-tentlhs of 1 percent for the
year. Even from December 1970 to December 1971, the increase was
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only 2.2 percent. This increase of 790,000 jobs in a context of 5 million
persons actually looking for work and unable to find it hardly repre-
sents recovery.

By contrast, there were substantial decreases in manufacturing jobs,
particularly in durable goods; there was a decrease in contract con-
struction jobs for the year; there was a decrease even in transportation
and public utilities which had shown an increase in 1970 over 1969.
The unemployment situation would look even worse if it were not for
some slippage in the labor force participation rate and a considerably
reduced rate of growth in the total labor force for 1971. In 1971, the
total labor force increased only slightly more than 1 million-less than
1.2 percent. The increase in 1970 was 2 percent; in 1969, 2.4 percent.

Taken on balance, there is little in the employment picture for any-
one to be happy about. Increased productivity has provided very little
growth. The increase in total civilian employment for the year was only
six-tenths percent-insufficient to absorb the increase in the labor force
by about half, and we conclude that progress toward business recovery
during 1971 was a myth.

Total civilian employment was increased 2 percent by the end of the
year over what it was at the beginning of the year. But, the total civilian
labor force rose, too, 2.1 percent As a result, the unemployment index
stood at the same 6 percent the last 2 months of 1971, as it was the first
month of 1971.

EFFECTS OF PHASE II

The effects of both phase I and phase II controls under the new
economic policy are difficult to assess. On paper, there was little in the
new system of controls specifically directed toward providing some
stimulus for the economy. The reintroduction of an investment tax
credit is an indirect stimulus which may induce the horse to water, but
hardly is designed to make him drink. There was a marked improve-
ment in gross private domestic investment the fourth quarter of the
year, after an. outright decline the third quarter. Total fixed invest-
ment was pushed upwards fairly steadily during the year and produc-
ers' durable equipment finished strongly the final quarter. Adjustments
in business inventories were positive the final quarter after being nega-
tive the third quarter. But, rather than being due to any sustaining
effect of an investment stimulus, these results may have been an out-
right result of the "shock" effect of the new price controls. Total do-
mestic investment appears to have been winding its way back through-
out the year from the disaster of 1970. As a matter of fact, the second
quarter increase was substantially stronger than the fourth quarter
improvement across the board.

The more probably cause of the improved investment situation is
some resurgence in personal consumption expenditures which came
back rather strongly in 1971 from a poor fourth quarter in 1970. This
improvement was strongest in the first half of the year and appeared
to be fading somewhat during the last half. Nevertheless, this was ac-
complished in spite of a rate of savings as a percent of disposable in-
come that reached a record level of 8.1 percent for the year.

Consumer expenditures are expected to improve, and, on this basis
businessmen have projected a 9-percent rise in plant and equipment
expenditures for 1972. A much more important stimulus, however, is
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expected to be provided by somewhat lower Federal tax rates and an
expanded Federal deficit. This weighty factor in an already delicate
balance between inflation and unemployment provides considerable
apprehension. It is assumed that the inflationary impact of a deficit is
to be restrained by price controls

One or two years ago, the administration regarded this approach
as unthinkable. There was also considerable suggestion by economists
that some kind of incomes distribution policy was needed to blunt the
inflationary impact of an expended fiscal policy. This also was re-
garded as unthinkable. Now, it appears we are to have both. But, the
projected 1972 deficit of $38 billion appears likely to have a "sieve", to
run through rather than a well-oiled distribution mechanism if the
present loose price controls are given their present course.

Of phase II of the current controls the President's report says: "The
control system which has just been established is meant to assist market
forces that would be working to hold down inflation; it is not meant
to resist market forces working to accelerate inflation."

This statement is not the less remarkable because it is difficult to
imagine any market force that would work to hold down inflation that
would not also work to resist market forces to accelerate inflation. But,
it almost suggests a Freudian slip-as if, "Yes, we intend to hold down
wages, but we do not intend to hold down prices." Whether true or
not, certainly the statement itself surely makes about as much sense.

Prices did rise during phase I, August through November, by only
about four-tentlhs percent of the OPI for the whole 3-month period.
Then. with price adjustments the order of the day in phase II, they
shot up an additional four-tenths percent for the final month of
the year. This monthly increase was exceeded before phase I only in
May and June. The index for food prices alone in December rose 1.1
percent-the largest rise in 2 years. This does not augur well for the
administration goal of price changes by the end of 1972 of only 2 to 3
percent per year. Indeed, it is very difficult to escape the conclusion
that the administration is engaged in a program in which, apart from
the controls on wa ges, it does not believe.

THE OUTLOOK FOR 1972

With the fiscal stimulus of an unbalanced budget, the administra-
tion looks forward to a 6-percent gain in real national output for 1972.
With the size of the deficit contemplated, this would appear to be a pos-
sibility if prices were sufficiently controlled, and, in that event, it even
might be contemplated that unemployment could be reduced to 5 per-
cent. Few believe this can be accomplished. The distributive mecha-
nism, as it exists in the present tax structure and in the structure of
prices as they respond to the pressures of inflation, is such that luke-
warm price controls will result in higher money incomes for those who
have them and little improvement for those who do not.

Corporate profits for 1971 rose 13 percent, and already has surpassed
the 1970 and 1969 levels. While this will be a stimulus for additional
activity, the taking up of unused plant capacity must go a long way
before it will cut into accumulating umemployment. Meanwhile, the
administration is gradually upping the goal for tolerable levels of
unemployment. W1hile the increasing proportion of the young and
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women in the labor force does suggest long-term increases in a full
employment level of unemployment, there is little comparison with the
past that suggests that level should now be regarded as 5 percent in-
stead of 4 percent or lower.

SUINUMrARY

In general, while we are gratified that the administration finally has
seen fit to abandon a discredited "game plan," we feel that the new
plan is too loose. We do not feel the administration has squarely faced
up to the twin problems of nideremployment under conditions of
creeping information. We visualize the problem, as do many, as more
of a distributive problem. It is perfectly conceivable, economically,
that there can be some recovery, that economic growth can take place,
that the stock market may improve, and more, without there being any
pronounced change in the balance of the economy. Those who have in-
comes will improve their incomes; those who have wealth will increase
their wealth. But, there remain certain glaring inadequacies related to
continuing problems that simply are not addressed:

(1) Nothing, currently, is projected to reduce the great gap
between those people who are at poverty levels of existence and
those in the mainstream of our society. Welfare reform now has
been postponed until fiscal year 1973.

(2) There is very little in the recently changed Federal income
tax law which will affect in any substantial way the existing in-
equities in the distribution of income. In 1968 the 16.4 percent of
all families who had less than $4,000 annual income had only 5
percent of the total national income.

(3) While, for the year 1971, the average rate of unemployment
for the entire labor force was 5.9 percent, the rate was 16.9 percent
for those seeking work between the ages of 16 and 19; 9.9 percent
for nonwhite groups; 7.4 percent for blue-collar workers.

(4) The largest additional chunk of unemployment over the last
2 years, howevcer, has come to adult men, or fulltime workers. At
the end of 1971 there were 2.1 million men aged 20 or over unem-
ployed, an increase of 81 percent from 2 years ago.

(5) Comparison of the Federal budget for 1971 with the pro-
jected budget for fiscal 1973 reveals where the national priorities
are directed under this adminiistration. National defense expendi-
tures are to be increased almost 10 percent amounting to more than
$7.7 billions, expenditures on natural resources and the environ-
ment are to be increased more than 8 percent, amounting to all of
$228 million.

(6) While budgetary improvements are projected for 1973 for
community development and housing and for education and man-
power development, which is gratifying. the President vetoed the
HUD appropriations increase in August and vetoed the educa-
tion appropriations bill before it was passed over his veto.

(7) A bill to assure employment and training opportunities for
the Nation's unemployed and underemployed was vetoed in De-
cember. The bill would have provided $9.5 billion for public serv-
ice employment at a time when the Nation's unemployment rate
had reached a 9-year high of 6.2 percent.

(8) A bill to extend the Office of Economic Opportunity's pro-
grams for 2 years, and establish a new, comprehensive day care
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and child development program was vetoed in December 1971. The
bill would have provided all-day care for the preschoolers, after
school and vacation programs, medical, nutritional, and social
services for 8 million children whose mothers work.

Attention to the so-called structural problems relating to composi-
tion of the labor force-improved opportunities for minorities, women,
and the young-is inceasingly necessary, but this will deal with only
part of the larger unemployment problem. The basic problem is that
the economy is not growing fast enough to keep up with an increasing
population and rising productivity.

Productivity has gone up; the increase in unit labor costs was cut in
half during 1971, but the major share of the productivity gain has
gone to profits and other business income. When the 1971 increases in
types of income are deflated by the overall price deflator for the gross
national product, while total national income increased by 2.1 percent
over 1970, compensation of employees increased but 1.9 percent; in-
comes increased 3 percent;'before taxes increased 8.1 percent.

We believe the economy is not growing fast enough because of some
basic structural problems in the entire economy. The distribution of
income is too rigid. Only a combined program of welfare and tax re-
form will change it.

We reject the notion that profits have to improve first -so that the
benefits of a free enterprise system may then trickle down to everyone
else.

The price system also now is too rigid. The large national firms and
conglomerates no longer compete-except for the consumer's dollar.
Large national firms wvill willingly sacrifice volume of sales and em--
ployment before relaxing their hold on profit margins or prices. The
Government's present program of price controls must be extended far
beyond the present program of allowing "needed' business adjust-'
ments." It must be extended to examination of business pricing
practices.

Not since 1946, when the economy was experiencing shortages of all
consumer goods, has the consumer held on to such a high proportion
of his disposable income, despite increasing unemployment. Consumers
are uncertain about the future with respect to either employment or
prices. Consumers are not going to reactivate the economy by 'having
their savings extorted. The administratoin is going to have to convince
them with its deeds, and not its rhetoric, that it is all worthwhile.

(1) Price controls must be stabilized.
(2) Welfare reform should be proceeded with immediately.
(3) Further reform should be undertaken in Federal income

tax law, and current proposals for a "value-added" tax, which
would be nothing more nor less than 'a regressive Federal sales
tax, should be rejected.

(4) Much more needs to be done by the administration on prob-
lems related to the environment, and if this is going to reduce pro-
ductivity, the Federal Government had best look into some pos-
sibilities for making economic activity less dependent upon profits.

(5) If -the problem of unemployment is structural. and if the
percentage of the labor force unemployed tends to increase, the
administration had best quit vetoing education programs and
programs for public employment. If it is going to run a deficit,
it had better "run it" wisely.



CONFERENCE ON ECONOMIC PROGRESS

By LEON H. KEYSERLING 1

I appreciate very, much the opportunity, once 'again, to bring to
the committee my views on the economic issues confronting the na-
tion, and what I think ought to be done to deal with them in the public
interest.

GENERAL APPROACH

In preparing for this task, I have of course, examined carefully the
1972 Economic Report of the President and the accompanying annual
report of his Council of Economic Advisers. But this year, I do not
think it would be most helpful to the committee for me to relate my
comments specifically and in detail to what is contained in these two
documents. The reasons are that my differences with what they con-
tain are not mere matters of degree, nor do they involve the fine shad-
ings to which economists frequently resort. Instead, I disagree most
profoundly with these two documents almost in their entirety. They
are far too complacent about where we are now, and where we are
going. Their policy recommendations are too far afield, in my view,
from those properly designed to get us where we ought to be. Their
entire analysis of causes and effects in the economy seems to me
rather superficial and seriously in error. Their sense of values, espe-
cially as these relate to our great national priorities, seems to me dull
and irresponsive. Their diagnosis of the real causes of and remedy for
inflation was proved mistaken some time ago, and remains on the
wrong track today. They are not responsive enough to the urgency of
restoring maximum employment, production, and purchasing power.

Therefore, I shall adopt this year the method of setting forth my
own views as to the economic situation and outlook, and as to the
appropriate policies under the circumstances. These are so clearly
different from the position of the President and his economic ad-
visers that I need not encumber my own discourse by making these
differences explicit at the various points of my analysis.

THE LONG DURATION OF OUR EcoNommnc SHORTFALLS

The Unsatisfactory Record, 1953-71

The first and foremost fact to be considered-and it is an un-
challenfgeable fact-is that for almost 20 vears now our economy
has performned dismally short of its capabilities and needs. Through-
out this long period, we have had nothing better than a roller coaster
prosperity, with periods of substantial but inadequate recovery being
followed by stagnation and then recession. There have been several
complete cycles of this since 1953, and now we are in the stage of a
very inadequate recovery movement.

'Former Chqirman. Conneil of Economic Advisers. Consulting economist and attorney;
President, Conference on Economic Progress.
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During 1953-71 as a whole, our real rate of economic growth aver-
aged annually only 3.3 percent, or far less than the 4.7-percent aver-
aged during 1922-29, the 4.5-percent averaged during 1947-50, or
the 5.1-percent averaged during 1950-53 and 1960-66. During 1966-
71, our average annual rate of real economic growth was only 24
percent. And although we grew 5 percent in real terms from fourth
quarter 1970 to fourth quarter 197.1, this rate of growth was immense-
ly below the 8.5 percent we need to average annually during 1971-73
to restore reasonably full resource use by the end of 1973.2

In 1971, full-time unemployment, as officially recorded, averaged
5.9 percent, contrasted with 2.9 percent in 1953, and 3.6 percent in
1968. In December 1971, full-time unemployment was 6.1 percent,
and the true level of unemployment was 7.7 percent, taking into
account the full-time equivalent of part-time unemployment, and the
concealed unemployment in the form of those who are not counted as
unemployed because scarcity of job opportunity prevents them from
"participating" in the civilian labor force.3

By fourth quarter 1971, measured in 1970 dollars, total national pro-
duction was 17.6 percent or $217 billion (annual rate) short of where
it would have been if we had grown at an optimum rate from 1953
forward. This does not mean, however, that we would now need to
increase output by $217 billion to reach a full economy, because some
of our productive capabilities have been eradicated by the long short-
fall of performance from 1953 to 1971.4

The Inadequacy of the President'8 Programs

The programs and policies put forward by the President fall dan-
gerously short of the requirements for the restoration of reasonably
full resource use even by the end of 1973. This deficiency may be meas-
ured by comparing the performance in 1972 with what it would need
to be if we were moving adequately toward reasonably full resource
use by the end of 1973.

Roughly speaking, the statements of the President and his advisers:
import the goal of total national production for 1972 as a whole about
$60 billion higher than in 1971 as a whole, measured in 1970 dollars.
But my view is that the programs and policies now in being and
underway are likely to result in a lift of only about $55 billion, and
many others share this view. This, in turn, is about $21 billion, or more
than 27 percent, short of the $76 billion lift in 1972 which would be con-
sistent with restoration of reasonably full resource use by the end of
1973, according to my estimates.

The administration seems to be pointing toward reducing full-time
unemployment to 5 percent by the end of calendar 1972. My judgment,
which many others share, is that the actual result is more likely to be
5.2 percent. This, in turn, would be about 30 percent higher than the
4-percent, full-time unemployment by the end of calendar 1972 which
would be consistent with getting the rate down to 2.9 percent by late
1973. This is the rate which I regard to be consistent with maximum
employment.

2 See my chart 1.
3 See again my chart 1.
4 See again my chart 1.
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Although there are many elements in the President's program which
lead me to these conclusions, one important element is the deficiency
in his spending program. Measured in current dollars, this program
imports total budget spending of about $245 billion in calendar 1972.
Consistent with other projections which I set forth,5 I hold that Fed-
eral spending in calendar 1972 should be about $250 billion. The Pres-
ident seems to estimate a deficit of $36 billion in calendar 1972, which I
think is more likely to be $37 billion. I estimate the deficit under my
proposed program as about $36 billion. Moreover, a deficit resulting ain-
tomatically from policies conducive to a laggard economy is far less
rewarding than one resulting from conscious policies to activate the
economy sufficiently, and offers far less prospect of achieving anything
approximating a balanced budget in the long run.6

The question may be raised as to how I derive a $21 billion difference
between my GNP goal and the likely result of the President's program,
but a difference of only $5 billion in Federal spending. The answer is
that there are many other reasons for our troubles besides inadequate
Federal spending: the distorted tax and monetary policies, the repres-
sive wage policies, the inadequate price restraints, etc., all of which I
shall discuss.

THE ESSENTIAL GOALS

The enormous cost of the roller coaster economic performance should
galvanize us to do very much more than we are now attempting to do.
During 1966-71, the "gap" in our total national production (the differ-
ence between actual production and maximum production) aggre-
gated about $810 billion, measured in 1970 dollars. This equated with
9.2 million man-years of lost employment opportunity. If our average
annual rate of real economic growth during the decade ahead were to
be. no better than the average from 1953 to date-and the current
complex of national policies and programs assures nothing better-
we would during 1972-80 inclusive forfeit about $1,809 billion of total
national production, also measured in 1970 dollars. This "gap" is pro-
jected from a 1971 base, and writes off what happened between 1953
and 1971. Correspondingly, we would forfeit 19.2 million man-years of
employment opportunity7

I estimate that, from a 1971 base, our goals for 1973 should involve
total employment up by 6 million (in man-years of work). True un-
employment should be down by 2.8 million. Total national production,
measured in 1970 dollars. should be up $180.1 billion, consumer spend-
ing up $85.9 billion, private business investment up $43.9 billion.
Federal outlays for goods and services up $23.2 billion, and State and
local public outlays up $26.4 billions Meanwhile, wages and salaries
should be up $80.6 billion, productivity in the total private economy
up 12.1 percent, and average wage rates up 10 percent. 9

See my chart 22.
'See my chart 2.

See my chart 3.
See my chart 4, which also projects goals for 1980.

* See my chart 5. Some of the projections on this chart differ slightly from those on
my chart 4, because of some revisions in the data.
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THIE NEED FOR A REVOLUTIONARY CHANGE IN THE ENTIRE APPROACH
TO THE PROBLEM OF INFLATION

I have alreadv made it manifest-and hardly needed to, because on
this point there is general agreement-that the programs and policies
of the President and his administration are in no proximity to essen-
tial goals I have stated in accord with the "maximum" objective of the
Employment Act of 1946. Instead, these policies would consign us to a
slow and aborted recovery, a mere repetition of the roller coaster
performance from 1953 to date.

A natural question is to ask why men of good conscience and high
abilities have committed themselves to this course. The reason is as
plain as day. Their position in fact, whether they admit to it or not,
is that our economic growth should be held within limits which inflict
intolerable burdens upon millions of unemployed, and intolerable
forfeitures upon the Nation and people at large, because of their
obstinate adherence to the dogma of the "trade-off." To be sure, the
advent of the "freeze," and then phase II under the President's new
economic policy, susbtituted action for inaction in important sectors
of the economy. But the action is still contrived deliberately to hold
the real economic growth rate too low, in the name of fighting infla-
tion. There are many examples of this, but perhaps the most salient
example is to compare the 3-percent average annual increase in real
wage rates contemplated under phase II with the 5 percent required
annually during 1971-73 to be compatible with a balanced program
for full economic restoration by the end of that year.10

Even if this vast contrived idleness of plant and manpower resulted
in substantial reduction of inflation, it would not be worth the cost. But
far beyond that, all empirical evidence since 1953 to date has shown
conclusively that there is an inverse rather than a positive correla-
tion between the use of our resources and the amount of price inflation.

This issue is of such vast importance, and so generally neglected,
that a complete revolution in our thought and action on the subject
of how to control inflation is a sine qua non to our finding a rational
solution, either to the inflation problem or any of our other ecnomic
and social problems. For just so long as we sacrifice production and em-
ployment on the altar of an erroneous crusade against inflation, we
will have more and more of the "stagflation" which has bedeviled us
during recent years.

Because of the paramount importance of this issue, I shall now trace
in some detail our experience with the inflationary problem, going all
the way back to our World War II experience.

The TVorld War II Experience, and Its Relevance

As the prime example of refighting old wars under the diametri-
cally opposed economic conditions of more recent times, let us look
just at what happened in the World War II era. During 1939-45, total
national production grew at the phenomenal average annual rate of
9.1 percent in real terms, and the average annual rate of increase in

10 See again my chart 5.
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industrial production was 11.8 percent. Unemployment dropped from
17.2 percent of the civilian labor force in 1937 to 1.9 percent in 1945,
and was less than one percent in 1944. Contrary to a common belief,
this drawing upon the unemployed to fill jobs did not mean that the
economy was not under a serious manpower strain. For numerically,
the reduction in unemployment wag roughly only about half of those
drawn into the armed forces, and therefore not available for civilian
work.

Under these circumstances, all of our productive capabilities, both
human and plant, were under immense pressure. Moreover, as about
half of total production was consumer by the war effort, the personal
incomes before taxes of the working population enormously exceeded
the goods and services available for civilian use. This excessive pur-
chasing power or potential demand, relative to goods and services
available for civilian use, was further aggravated by a wartime tax
policy which financed only about half of the war through taxation.
Federal budget expenditures increased at an average aimual rate of
almost 50 percent. Meanwhile, the Federal deficit, measured in 1970
dollars, averaged annually $77 billion during 1940-45 inclusive, and
the nonfederally held money supply increased at an average annual
rate of 15.7 percent.

All this was a supreme example of classical inflationary pressures.
Therefore, the anti-inflationary program and policies applied were
directed basically toward reducing the purchasing power in the hands
of consumers. Taxes were raised enormously, although not enough.
Voluuntary saving, through the purchase of Federal bonds, also occur-
red on an enormous scale. Control and allocation of materials, as well
as severe limitations upon civilian home construction and the use of
fuel, were resorted to. Selective credit controls were applied, albeit
the unusually large expansion of the money supply. And price and
wage controls were superimposed upon, and made auxiliary to, all of
these other measures. In this context, the price controls were reasonably
effective, after they were put in full motion. Profits were restrained by
very high taxes, including an excess profits tax.

But the price and wage controls during World War II were not used
simply to restrain consumer purchasing power in the aggregate. They'
were also used in a highly selective sense, in that they were designed
to reallocate resources in accord with national needs. This reallocation
included the reallocation of manpower use, without a compulsory man-
power program. Even while some prices were reduced and others held
stable, some prices were increased (or subsidies were used) to promote
particular kinds of production, and some wages were increased to pro-
mote the allocation of manpower use.

The real meaning of these kinds of price and wage controls was that
they were not attempted without comprehensive and long-range plan-
ning, involving fundamental quantitative goals for growth, priorities,.
and justice. And above all, at no time did an obsession about the infla-
tion problem turn our attention away from the three basic goals and
purposes. We never adhered to the proposition that inflation was a
greater danger to us than the totalitarian enemy. This is why we won
the war."

"See my chart 6.
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The Relevance of the Reconversion Experience

The rampant inflation during the reconversion period 1945-48 should
have taught us another lession, of an entirely different kind from the
lesson of World War II Both total national production and industrial
production were declining on the average. Unemployment in relation
to the civilian labor force rose from 1.9 percent to 3.4 percent. Federal
budget expenditures, measured in uniform dollars, declined at ail
average annual rate of 35.5 percent. The Federal deficit during the
fiscal years 1946-48 inclusive, measured in 1970 dollars, averaged
annually only $8.8 billion, compared with an annual average of $77
billion during World War II Yet consumer prices rose at an average
annual rate of 10.2 percent, wholesale prices 15.1 percent, and indus-
trial prices 13.3 percent. These price increases were within a range of
roughly two to three times as fast as during World War II

A very limited explanation of the extreme inflation during recon-
version may be found in the fact that the wartime controls were aban-
doned prematurely. A more important explanation is that about half
of the cost of the war was financed by borrowing or voluntary saving,
while the revenues thus obtained were blown up in fighting the war
instead of being invested for productive purposes. Thus, the release
of these savings after the war added to the inflationary pressures. But
despite these two explanations, the fact remains that a rampant infla-
tion occurred when the use of our productive resources was becoming
slacker rather than tighter. This should have given us some intimation
about the vulnerability of the "tradeoff" idea that rising idleness of
plant and manpower reduces the rate of price inflation. It should have
given us some clue as to the real causes of what we recently have called
the new inflation. 12

Relevance of the Korean Var Experience

During the Korean war period 1949-53, there occurred on a smaller
scale the developments characteristic of World War II Measured in
real terms, the average annual rate of growth was 6.2 percent for total
national production, and 9 percent for industrial production. Unem-
ployment dropped from 5.5 percent in the recession year 1949 to 2.5
percent in 1953. Measured in uniform dollars, Federal budget expend-
itures increased at an average annual rate of 14.2 percent. But due to
more vigorous tax policies relative to the need than during World War
II, the Federal deficit, measured in 1970 dollars, averaged annually
only 5.1 billion. Again, the basic economic situation called for direct
and definitive wage and price controls, and these were used. The aver-
age annual increase in consumer and industrial prices was only 3 per-
cent, and in wholesale prices only 2.6 percent.

During the Korean war as during World War II, wage and price
controls -were superimposed upon and made subordinate to planned
quantitative goals for growth, priorities, and justice. At the start of
the Korean war, there were those who argued that the threat of infla-
tion was so serious that -the production base should not be expanded
greatly; that sharp curtailment of many types of civilian goods should

22 See my chart 7.
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be undertaken; and that controls, including allocations, should be
the basic if not the sole weapon for combating inflationary pressures.
Fortunately beyond description, this advice was rejected completely.
The industrial base was greatly expanded. This was founded upon the
proposition that it was the best way to overcome inflation without
sacrificing the value of economic growth, and that we would have
brains enough after the war to utilize for civilian purposes the in-
creased capabilities which resulted.

This turned out to be correct, despite the relatively small recession
of 1953-54. Moreover, the expansion of production capabilities brought
us to the point where the inflationary thrust virtually ended consider-
ably before the end of the war, and the need for controls became
minimal.13

T7he Entirely Different Conditions of "the New Inflation": Empirical
Refutation of the "Tradeoff" Idea

This brings us to the consideration of the so-called new inflation,
first observed during the period 1956-58, confronting us with virulence
from 1966 to the date of the 1971 "freeze", and resumed since the
"freeze." This new inflation, as already shown, occurred during eco-
nomic conditions diametrically opposed to those during World War
II and the Korean War. Nonetheless, national programs and policies
have continued to be founded upon the proposition that restraint
upon already deficient production and employment would be the sol-
vent of the inflationary evil. But all practical experience and empirical
observation have demonstrated more and more conclusively that, short
of the phenomenal pressures of World War II on one extreme, and
the conditions of a Great Depression as during 1929-33 on the other,
the economv manifests much greater price stability under conditions
of reasonably full resource use than under other conditions.

During 1952-55, when the rate of economic growth awas moderately
high, there was a very much lower rate of price inflation than during
1955-58, when the economy moved toward stagnation and then into
recession. During 1958-66, when the real average annual economic
growth rate w as 4.9 percent and when employment wlas reduced from
6.8 to 3.8 percent. the average annual rate of inflation was only 1.5
percent for consumer prices, 0.7 percent for wholesale prices, and
0.6 percent for industrial prices. But during 1966-71, when the real
average annual rate of economic growth fell to 2.4 percent and when
unemployment rose from 3.8 to 5.9 percent, the average annual rate
of inflation was 4.5 percent for consumer prices, 2.7 percent for whole-
sale, and 3 percent for industrial. Then, from fourth quarter 1970
to fourth quarter 1971, when the economic growth rate was 5 percent
and when unemployment rose from 5.5 percent of the civilian labor
force to 6 percent, the average annual rate of inflation was 3.5 percent
for consumer prices, 3.4 percent for wholesale, and 3.3 percent for
industrialsl

The record since the end of the "freeze" certainly does not indicate
that an effective formula has been found for restraining inflation.
During the 2-month period, from November 1971 to January 1972,
the seasonally adjusted annual rate of price advance was 4.2 percent

's See my chart S.
See my chart 9.
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for consumer prices, 6.6 percent for wholesale prices, and 4.2 percent
for industrial prices. In other words, greatly excessive idleness of
plant and manpower is continuing to spawn tihe inflationary process.

All of this has been repudiation in fact of the "trade-off" idea that
more idleness of plant and manpower reduces inflation, and the
claims to the contrary have come close to the ridiculous. For instance,
it has been insisted that a "timelag" must be taken into account,
that progress was being made toward reducing inflation, and that
the rampant inflation of early 1971 could be explained by the failure
to increase taxes circa 1966, when Vietnam war spending accelerated
greatly. But in the first place, the inflation from 1966 forward oc-
curred in the face of a growing deficiency of total demand relative
to production capabilities, and lifting taxes in 1966 would have made
the basic economic situation even worse. It is a strange contradiction
that those who now confess that fiscal policy does not meet the prob-
lem of "the new inflation" nonetheless maintain the proposition that
the failure to increase taxes in 1966 explains the inflation occurring
from 3 to 5 years later. And in the second place, the "timelag" argu-
ment might have had some validity, if it had appeared that the rising
idleness in plant and manpower was reducing the rate of inflation,
even if not bringing a complete remedy within a limited time. But
when, in the main, the inflation accelerated for several years as the
idlness of manpower and plant increased greatly, and was never
reduced to a tolerable pace before the "freeze," the "timelag" argu-
ment also falls by the wayside.

The Genui'ne Causes of "the New Inflation"

Relying, as one should, primarily upon the enduring and by now
compelling empirical evidence to the effect that thwarting economic
growth and employment aggravates inflation, it is nonetheless de-
sirable to construct a general theory as to why this is the case.

First, as already demonstrated by facts I have frequently set
forth, prices in dominant "administered price" sectors of the econ-
omy tend strongly to be raised more rapidly when the economic
weather is bad than when it is good. This reflects the desire to com-
pensate for inadequate volume by higher prices and higher profit
margins, which may be designated as the desire to achieve preestab-
lished profit goals despite changing economic circumstances.

Second, an economy in stagnation or recession registers a treinen-
dously lower growth rate in productivity or output per man-hour
than an economy moving vigorously toward or maintained at rea-
sonablv full resources use.15 These drastic declines in productivity
push up per-unit labor costs. And this almost always leads to price
increases, even where the preestablished price levels were adequate
to absorb these increased costs, and should have done so.

Third, just because the stunting of the economy aggravates price
inflation, the restrictive fiscal and monetarv measures deliberately
designed to stunt the economy in the name of fighting inflation are
actually inflationary. The conventional economists have come half-
way toward recognizing this, when they now say that fiscal and
monetary measures are "ineffectual" in dealing with "the new in-

15 See my chart 10.
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flation." But these economists do not take the next logical step. They
dlo not recognize that the restrictive fiscal and monetary measures.
have been very effective indeed in what they deliberately set out to,
do; namely, to increase idleness of manpower and plant. They have
been "ineffectual" in restraining inflation only because, contrary to
the "trade-off" idea, this increased idleness is highly inflationary. It
is the -thinking of these economists that has betrayed us; not fiscal
and monetary policies. Fiscal and monetary policies can be used
just as efficiently to reduce idle resources as to increase them; and if
they were not used promptly to do just this, it would be seen that
they would be, in doing just this, the most powerful single weapon
for fighting inflation, founded upon a correct diagnosis.

Fourth, the excessively restrictive fiscal policies, on the spending
side, have contributed to the inflation, not only by restraining eco-
nomic growth unduly, but also by creating or tolerating critical
shortages of facilities and services throughout the public sector.

Fifth, the policy of tight money and excessively high interest rates.
is terribly inflationary, not only because it stunts the economy and
starves essential facilities and services, but also because the high cost
of money is passed along and pyramided at each stage in the eco-
nomic process.

Sixth, the faulty internal composition of Federal spending policy
and tax policy, and the entirety of the prevalent monetary policy,
allocate resources and incomes in directions which defeat growth,
priorities, and justice. This poignantly embodies the most undesirable
type of inflation-feeding the fat and starving the lean.

Seventh, the roller coaster economic performance, included by all of
these errors in the battle against inflation. is also inflationary in the
long run. When the economy is on the downswing, inflation tends to
augment, for reasons already stated. And it may also be argued that the
first stages of an upswing, or at least that the measures needed to make
the upswing strong and steady enough tend toward some inflation. But.
these inflationary impulses, on both downswing and upswing, result.
from the sharp and wayward changes in business expectancies which
stem from the roller coaster performance itself. In the long run, few
matters in economics appear more certain than that sustained and opti--
mum economic growth would generate far less inflation than the roller-
coaster economic performance.

And such growth would confer so many other overwhelming benefits,
upon the Nation and the people that it would be preferable to the roller
coaster performance, even if one continued to accept the very dubious
theory that such growth might yield slightly more price inflation in
the long run.

The New Economnic Policy Adheres to the Moribund Diagnosis as to
How Best To Fight Inflation

The general reader may ask this question: Granted that the "trade
off " has been proved so tragically erroneous, does not the new economic
policy of the President represent a vast sea change? The answer to this:
question must be a resounding "No." It does represent a change iln
method, from pure voluntarism to controls of one sort or another. But
methods, it should be made clear, should not be confused with basic
goals and purposes. The new economic policy still clings to the discred--
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ited "trade off." In the cause of fighting inflation, it still espouses a
'ide range of policies and programs which sacrifice growth, priorities,

and justice, in the false belief that moving rapidly toward the attain-
ment of these goals would reinvigorate and enlarge nflationary pres-
:sures. Virtually nothing has been learned by observing the record from
1953 to the period of the "freeze," as to the real causes of "the new
inflation."

Of course, the 3-month "freeze" did stop the manifestations of
virulent inflation, for the time being. But suppressing inflation is en-
tirely different from a lasting remedy based on sound causal analysis.
Insofar as phase II of the new economic policy continues to stunt the
amount and speed of economic restoration we need, it continues to ag-
gravate the real causes of "the new inflation," and in the end "murder
will out." There are already some disturbing signs that this is happen-
ing, on into 1972.

Although the most powerful and cogent argument for reversing the
course in the battle of inflation is the bankruptcy of the trade-off
idea, there are other arguments as well. Most of these have already been
set forth in the discusion up to this point. Trends in prices are not an
end in themselves, but instead must be viewed in terms of their positive
or negative impact upon growth, priorities, and justice. It is uncon-
scionable, in line with recent and current policies, to claim "that infla-
tion is the cruelest tax of all," and then to apply policies in the name
of stopping inflation which inflate the fat and starve the lean. And
there is still another valid consideration: the recent inflation, though
excessive, has not been so extraordinary as to justify erecting it into
an obsession which distracts us from even more important concerns.

The Worldwide Aspects of the U.S. Inflation Pi'oblem

The average annual rate of price inflation in the United States dur-
ing 1960-70 was hardly different from that averaged during 1950-70.
very much less than that averaged during 1940-70, and on balance not
more excessive than that averaged during 1930-70. These comparative
trends should introduce more rationality, and less frenzy, in the treat-
ment of the problem.

Futhermore, the obsessionary preoccupation with the problem of
inflation is not justified by a worldwide view. During many decades to
date, our unfavorable balance in the international exchange of goods
and services has occurred in only one year at most (1971), and even
here the reasons are not entirely clear. Thus, our unfavorable balance
of payments has been due to our military establishment overseas, the
flow of American private capital overseas for investment purposes,
and our loan and grant programs in aid of others. Some of these
activities may require review, but this has little or nothing to do with
relative price trends in the United States and elsewhere. Further. the
outflow of U.S. private capital has not been due to relative price
trends, but rather to the belief that profitable operations were more
available elsewhere than in a stagnant and retarded U.S. economy.
There has been a rather close correlation between the worsening of our
economic condition at home and the worsening of our balance-of-pay-
ments position. And the main trouble has not been our unfavorable
balance of payments, but rather our reluctance to join in moving toward
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various international adjustments, including a replacement of an
anachronistic method of conducting worldwide exchange with a mod-
ernized method.

Finally, in this connection, we have actually experienced less price
inflation than others. During 1960-70, the average annual increase in
consumer prices was 2.8 percent in the United States, 4.1 percent in
the United Kingdom, 3.6 percent in France, 2.5 percent in Germany,
4 percent in Italy, 2.7 percent in Canada, and 5.8 percent in Japan.
During 1966-70, our average annual rate of consumer price inflation
of 4.6 percent was exceeded by 4.7 percent in the United Kingdom
and France, and 5.6 percent in Japan. The very fact that Japan. over
the years, has had the most outstanding record of real economic growth
to a degree far outweighing her great amount of price inflation, should
give pause to those who believe that we can reduce or overcome the
margin of her superiority in basic economic achievement by attempt-
ing to deal with price inflation at the expense of all else. In the Euro-
pean economies more like our own, and in denial of the "trade-off"
theory, the record of Germany, which has also experienced rapid eco-
nomic growth and a constantly tight labor market, shows that such
conditions are consistent with a slow rate of inflation.' 6

THE CORE PRoBLEMN OF rEcoNo1Tlc BALANCE OR EQUILIBRIUM AND ITS
GROSS NEGLECT IN THE DEVELOPMENT OF PROGRAMS AND POLICIEs

I now come to the very heart of my criticism of the development of
national economic programs and policies. This discloses a problem
grossly neglected over the decades, regardless of the administration
in power. This neglect occurs because of the failure to come to grips
with the central problem of all economic analysis and action, which
is to maintain that balance among various resource uses and income
flows which achieves and maintains equilibrium at full resource use.
This balance must, of course, take account also of the priorities of
our national needs, and the issue of social justice. But contrary to the
prevalent view, there is no conflict whatsoever between meeting priority
needs and doing justice on the one hand, and maintaining maximum
resource use, on the other hand, through optimum economic growth.
In the very nature of the U.S. economy these three objectives inter-
penetrate and interact, and enduring success on one front is not possi-
ble without equivalent attention to the other two fronts.

The MIisuse of the "Keynesian" Approach

The gross neglect to which I refer may be illustrated by depicting
briefly the complete misuse of the so-called Keynesian approach dur-
ing the years under review. The prevalent position is that, when the
economy is too slack, more spending power should be pumped into it
by one means or another; and when the economy is too tight and sub-
ject to inflationary pressures, spending power should be reduced by
one means or another. If the word "spending" was substituted for
"spending power," the prevalent theory would be correct. For it is a
truism that full resource use without inflation requires, albeit among
other things, that total spending be equivalent to our maximum pro-

16 See my chart 11.
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duction capabilities and restraint of inflation requires, inter alia, that
total spending not be in excess of these capabilities.

But there is all the difference in the world between the allocation of
spending power and the allocation of actual spending. If the spending
power is misallocated, the intended amount of spending does not
occur, and too much savings results instead. In the alternative, the
actual spending in some sectors of the economy becomes very much
too exuberant, with inevitable reaction. Meanwhile, the allocation of
too little spending power to some sectors of the economy neglects
priorities and social justice, and also destroys the equilibrium or bal-
ance between investment and consumption essential to optimum overall
performance.

To develop programs and policies which deal effectively and effi-
ciently with 'the core problem of economic balance as equilibrium, it
is necessary to. construct a long-range budget of the whole economy in
action, as a means to evaluate past performance, and as a guide to
needed remedial action. Nothing approximating this has been done in
the operations uinder the Employment Act. Instead, the prevalent
approach has been that, if spending power is increased or decreased
as the need may seem to dictate, it makes no difference to what points
in our economy this is directed. Such an approach is almost incredibly
naive, and even hard to explain.

Nonetheless, our recurrent changes in tax policy during the recent
years have represented just -this naive approach, land consequently
have come a cropper. Too large a part of the tax reduction or conces-
sions have been granted where they were needed least, and too little
where they were needed most, by all tests of economic balance, prior-
ities, and justice. Similarly, the changes in levels of Federal spending,
and the choice between changes in spending and changes in tax policy,
have suffered from the same deficiencies.

The monetary policy, in the final analysis, has been subject to exactly
the same deficiencies, and the well-advertised battles between the pro-
ponents of monetary policy and proponents of fiscal policy have
largely avoided the real issue. In an economic equilibrium sense,
monetary policy has worked contrary to balance. And in a priority
and social sense, it has done incalculable damage.

Instead of dilating further upon these general propositions, I turn
now to more detailed and specific supportive analysis.

The General Nature of the Imbalances

The economy operates at or near maximum employment and pro-
duction when growth of our ability to produce is kept closely in line
with growth of ultimate demand for goods and services in the form
of private consumer spending plus total public outlays for goods and
services at all leVels. The roller-coaster performance from 1953 to date
has resulted because, during each "boom" period, investment in the
plant and equipment which add to our ability to produce grew tre-
mendously faster than ultimate demand. Whenever the excess produc-
tion capabilities thus generated became sufficiently enduring and sev-
ere, investment was cut back very sharply. This cut resulted from
inadequate ultimate demand, and not from inadequate prices., profit
margins, or total profits. These investment cutbacks, plus the more
enduring deficiencies in ultimate demand, led into the periods of
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stagnation and recession. But even during these periods, while ultimate
demand did in fact expand much more rapidly than investment, it
did not expand rapidly enough to reactivate full investment growth.
Recovery movements gained momentum only when ultimate demand
grew sufficiently more rapidly than investment in plant and equip-
ment to work down idle plant capacity, and thus to stimulate more
investment on sound terms. However, none of the recovery movements
under review witnessed enough expansion of ultimate demand to in-
duce a full-resource rate of growth in business investment.

Details of the Investment- Ultimate Demand Imbalances

To be sure, for the period 1953-1970 as a whole, there was a small
average annual deficiency of investment in plant and equipment. But
this is entirely consistent with the finding that the periodic shrink-
ages in investment growth were induced entirely by previous periods
of excessive investment relative to ultimate demand.

My analysis of these trends begins with the first three Quarters of
1955, but a discussion of more recent periods will suffice. During the
so-called "boom" period from the first half of 1961 to the first half
of 1966, investment in plant and equipment, measured in uniform
dollars, grew at an average annual rate of 11.2 percent, while ultimate
demand in the form of total private consumption expenditures plus
total public outlays for goods and services grew at an average annual
rate of only 5.2 percent.

Then, the inevitable reaction set in. During the period from the
first half of 1966 to the first half of 1970, a mixed period of growth,
slow-down, and recession, the average annual growth rate in real
terms was only 2.4 percent for investment, and 3.4 percent for ultimate
demand. The significance of this comparison is that ultimate demand,
which grew at an average annual rate only a little more than as fast as
durino 'the period from the first half of 1961 through the first half
of 1966, did not grow nearly rapidly enough to reactivate vigorous
business investment. And in the same context of restoration of bal-
ance between production capabilities and ultimate demand, investment
grew too fast relative to ultimate demand.

Coming even closer to the present, during the period from the first
half of 1970 to the fourth quarter of 1971, investment declined at an
average annual rate of 1.3 percent, while ultimate demand grew at 'an
average annual rate of 2.5 percent. Superficially, this might seem
to be an indication that ultimate demand was growing too rapidly
relative to investment, and that specific public policies should concen-
trate upon the stimulation of investment. But in fact, the lag in invest-
ment, despite tax concessions to reactivate it, occurred because the 2.5
percent average annual rate of growtbh in ultimate demand wa's far
below the rate of about 8 or 9 percent required to achieve the growth
rate in total national production required for satisfactory economic
restoration.1 '

This analysis of the imbalances within the economv needs to be
carried further. During 1960-66, measured in constant dollars, while
total national production, private consumer spending, and Government
outlays all g rew less than 35 percent over the period as a whole, private

"7 See my chart 12.
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investment in plant and equipment grew 61.3 percent. Contributory to
these seriously disparate trends, corporate profits grew 46.4 percent;
wages and salaries, the main contributory factor to consumer spend-
ing grew only 33.1 percent, and total labor income only 34.2 percent;
and farm proprietors' net income grew only 23.3 percent. This ex-
plains 'how the so-called "boom" period moved into stagnation and
recession.

During 1966-first half 190t, the inevitable reaction set in, for reasons
already disclosed. The trends for this period as a whole, again measured
in real terms, were that total national production rose 9.7 percent, pri-
vtate consumer spending rose 13.9 percent, and Government outlays for
goods and services rose 11.1 percent, while private investment in plant
and equipment rose only 7.5 percent. Concurrently, wages and salaries
rose 17.4 percent, total labor income rose 17.8 percent, and farm
proprietors' net income declined 7.5 percent. But despite the corporate
profit decline, the rate of growth in private investment in plant and
equipment, 'although very slight when compared with the rate in
the preceding period, was too 'high in ratio to the growth in ultimate'
demand, as evidenced by the fact that idle plant capacity rose con-
siderably, and unemployment also rose.

From the first half of 1970 to the second quarter of 1971, the total
increase in real terms was 2.3 percent for total national production,
and 3.5 'percent for private consumer spending, while Government
outlays for goods and services decreased 2.2 percent, and private
investment in plant and equipment declined 3.1 percent. Concurrently,
wages and salaries increased only 1.3 percent and labor income only
1.5 percent, 'and farm proprietors' net income declined 16.1 percent,
vhille corporate profits increased 3.1 percent. 18

The conclusions to be drawn from the most recent trends are as fol-
lows: The absolute decline in business investment, despite the increase
in corporate profits, indicated that the factor militating against in-
vestment was excess plant capacity rather than price or profit levels,
and that deficiencies in the main types of personal income were the
vital factor inhibiting a vigorous recovery movement. Further. as will
be shown later, the very moderate growth rate in profits was not due
to inadequate price or profit margins, but rather to inadequate vol-
ume. This points to the need for programs and policies diametrically
opposed to those actually undertaken. We must concentrate upon pow-
erful stimuli to consumer spending -and a vast increase in public
spending, rather than upon unsuccessful attempts to stimulate business
investment by the reckless granting of tax concessions to business s

Magnitudes of the Deficiency in Consimner Spending and Ultimate
Demnand

Moving 'over to a more specific scrutiny of the consumer spending
problem, it is clear that, at least from 1960 to date, the deficiency or
"gap" in private consumer spending has been the dominating factor
in the total national production "gap." AMy estimate is that, in fourth
quarter 1971, with all measurements in 1970 dollars and at anmual
rates, and $217 billion national production gap included a gap of

15 Data beyond second caarter 1971 are not uniformly available. or are still subject to
too drastic revisions to make them of much use.

19 See my chart 13.
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$97.9 billion in consumer spending, and a deficiency of $56.1 billion in
public outlays for goods and services at all levels. Thus, these de-
ficiencies in ultimate demand came to 71 percent of the national pro-
duction gap. There was also a deficiency of $63 billion in gross private
investment, but this included a huge gap in investment in resi-
dential construction, while the gap in private investment in plant and
equipment was relatively small, and induced by the other gaps.

A word of explanation is required about the absolute growth rates.
During 1960-66, the growth rate in consumer spending was some-
what higher than the needed growth rate for 1960-70 as a whole.
But the very large lag in consumer spending prior to 1960, and the
great deficiencies to be made up at that time, called for an even higher
growth rate of consumer spending thereafter through 1966 than ac-
tually occurred. The growth rate of 4.4 percent in consumer spending
from the fourth quarter of 1970 to the fourth quarter of 1971 should
not be judged in terms of the needed growth rate for the decade as a
whole. This is because the condition of the economy during the most
recent 12 months has been such, and the cumulative deficiencies in
consumer spending so great, that an annual growth rate of about 6.4
percent in consumer spending is needed during 1971-73 in support
of total production growth averaging annually about 8.5.2°

The Confusion About the "Abnormally High" Rate of Saving
It is frequently urged that the extreme deficiency in consumer

spending is unrelated to the problem of consumer incomes, but in-
stead can be solved by a reduction in the rate of saving from what
is asserted to be an "abnormally high" rate. But this argument is
entirely fallacious, because it ignores the maldistribution of saving
which results from the maldistribution of income. The families in
the higher ranges of the income structure have a propensity to spend
for immediate consumption a relatively smaller portion of their dis-
posable incomes, and to save for investment purposes a relatively
higher portion, than the families in the lower income ranges. And
when this saving cannot actually be absorbed by investment, because
of economic conditions militating against investment, savings plans
exceed investment programs, and unemployment mounts. In contrast,
the families in the lower parts of the income structure hardly save at
all, and a very large proportion of them actually dissave, and incur
excessively high debts.

It follows that the maldistribution of income which results in the
"abnornially hioh" rate of saving is a direct byproduct of erroneous
programs and policies affecting income distribution. Until this is
recognized and remedied, mere exhortations will not reduce the rate
of saving enough to bring adequate economic expansion. It is note-
worthy that, from the fourth quarter of 1970 to the fourth quarter
of 1971, measured in constant dollars, total private consumer spend-
ing increased 5.3 percent, while total personal income after taxes in-
creased only 4.4 percent. This indicates strongly that the "abnormally
high" rate of savings has not been due to favorable consumer-income
trends at large, and that a large part of the population has not been
saving.2 '

'0 See my chart 14, and also see again my chart 5.
2I See my chart 15.
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Salient Facts on Maldistribution of Income

To portray the maldistribution of income: In 1969, the upper fifth
of all multiple-person families received 41 percent of total multiple-
person family income, and the upper two-fifths received 64 percent,
while the lowest fifth received only 6 percent, and the lowest two-fifths
only 18 percent. Among single-person families and unattached in-
dividuals, the highest fifth received 51 percent, and the highest two-
fifths 75 percent, of the income flowing to unattached individuals,
while the lowest fifth received only 3 percent, and the lowest two-fifths
only 11 percent.2

Coming back to the close relationship between deficient consumer
spending and deficient total personal income after taxes (a powerful
factor in addition to the maldistribution of personal income), this
study estimates that, measured in 1970 dollars, a deficiency of $621 bil-
lion in consumer spending during 1960-1971 reflected a deficiency of
903 billion in total consumer income before taxes.2 3

THE WTAGE AND SALARY LAG, AND ITS LARGE SIGNIFICANCE

The Wage-Push Explanation of Inflation Is, in the Main, Wrong

The previous portrayal of the lag in consumer incomes and spending
creates the natural presumption that there has been to date a serious
lag in real-wage progress. This must certainly be the case, when wages
and salaries usually compose about two-thirds of consumer income.
Yet, the entirety of the new economic policy, and much that went be-
fore it for 10 years at least, has been based upon the assumption that
the main fly in the ointment of the American economy has been exces-
sive rates of increases in wages and salaries.

In attempting to substitute reality for fiction on this entire subject,
it is obviously essential to look at real wage and salary rate trends,
rather than at trends in money wage and salary rates as affected in
part by adjustments to previous increases in the cost of living. For
these latter types of increases have been wages chasing prices, not prices
pushing up wage.

As the factual record negates, in the main, the prevalent assumption
that real wages and salary rates have increased more rapidly than pro-
ductivity, or output per man-hour of employment, the whole case for
wage-push inflation breaks down. Manifestly, no one in his right mind
has tried to advance the theory that wage and salary rate increases
have contributed to demand-pull inflation, during periods when total
demand has fallen so egregiously short of production capabilities and
requirements for maximum employment and production.

This study estimates that, at annual rates and measured in 1970
dollars, a deficiency of $106.3 billion in wages and salaries accounted
for 81 percent of the 130.5 billion deficiency in total consumer income
before taxes in fourth quarter 1971. And all the way back to 1953, the
wage and salary deficiency dominated the deficiency in pretax con-
sumer incomes. This, in itself, vitiates the assnumption that wage-push
inflation has been the main problem all along; and this assumption

2 See my chart 16.
21 See again my chart 15.
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is completely nullified by examination of the trends in the growth of
real wages and salary rates compared with the growth trends in pro-
ductivity.2 4

The Lag in Real Wage Rate Gains Behind Productivity Gains

During 1960-66, when the overall economy was growing at the
healthy although not optimum rate of 5.1 percent annually in real
terms,25 productivity in the total private nonf arm economy grew at
an average annual rate of 3.4 percent, while wage and salary rates in.
real terms grew at the average annual rate of only 2.7 percent. In
manufacturing, where most of the hue and cry has arisen about wage-
push inflation, the respective growth rates were 3.8 percent and 2 per-
cent. Much of the damaging lag in real wage rate progress during this
period was occasioned by the erroneously devised late price-wage
guidelines.

During 1966-1970, with dwindling economic growth, stagnatien, and
then recession, the average annual growth rate in productivity in the
total private nonfarm economy was 1.3 percent, and in wage and salary
rates was 2.8 percent. In manufacturing, the average annual rate of
increase in productivity was 1.9 percent, and in Swage and salary rates
2.1 percent. But during this period, the rate of productivity growth
was artificially repressed by the development of severe economic slack,
which in turn was due in large measure to the inadequate growth rates.
in consumption, wages and salaries, and wage rates. Under these cir-
cumstances, to have attempted to hold real wage and salary rate gains.
down to the levels of the repressed productivity growth would have
turned a small recession into a real depression. Instead, the desirable
course would have been for real wage and salary rates to grow at some-
what less than the needed growth rate for the economy as a whole
(which would have allowed for growth in employment). In other
words, the growth rate in real wage and salary rates during this
period was very much too low, even though it exceeded the repressed
growth rate in productivity.

The developments from third quarter 1970 to third quarter 1971
were, in many respects, the most disturbing of all. In the total private.
nonfarm economy, the average annual growth rates were 3.2 percent
for productivity, and only 2 percent for real wage and salary rates. In
manufacturing, the respective rates of growth were 1.9 percent and
1.2 percent. As during the period 1966-1970, and for the same reasons,
real wage and salary rates should have grown very much faster than
they did, in the cause of economic restoration. Further, the situation
was in some important respects even worse than during the earlier
period, in that real wage and salary rates again lagged far behind
productivity gains, and this contribution to economic slack aggravated
the inadequacy of the productivity gains. Looking at developments in
the most recent year, the concern about wage-push inflation becomes
close to ridiculous. 26

21 See my chart 17. These deficiencies are estimated on the basis of projections from
1953: see again my chart 3.

25 Not optimum of the very deficient situation in 1960, after 7 years averaging very low
economic growth.

26 See my chart 18.



955

And it is doubly dangerous, when this misplaced concern is at the
very core of the new formula under phase II to restrain the real growth
rate of wages and salaries to only 3 percent annually. The reasons for
this will be discussed later on. This erroneous theory of cost-push in-
flation manifests itself not only in current wage policy, but also in cur-
rent tax and monetary policies, subsequently to be discussed.

(Joniparative Trends in Prices, Profits, Investment, and Wage Rates

Examination of trends in key sectors of the economy sheds further
light. During 1960-1966, in these key sectors, profits after taxes grew
enormously more rapidly than wage rates, and this was also true of
investment in plant and equipment. In addition to the imbalances thus
caused which wrought their havoc later on, these trends demonstrate
most clearly that the large price increases during this period were
entirely unwarranted. Coupled with the lag in real wage and salary
advance behind real productivity gains, these price increases should
bury the notion of cost-push inflation, which was prevalent even dur-
ing 1960-1966.27

Coming to the period running from 1966 to the first half of 1970,
large wage rate gains were accompanied in general by profit declines;
and in general, the sizable rates of advance in investment in plant and
equipment were considerably slower than the advance in wage rates.
But this was due, in the main, to idle plant capacity rather than to
inadequate profits or profit margins, while (as earlier indicated) the
rate of advance in wage rates was not large enough to fulfill its con-
sumption function under the circumstances then existing. Under these
circumstances, the huge price advances during this period were ill
advised, in that inadequate profits or profit margins were not a basic
factor in the restraint of investment growth.2 8

During the period from the first half of 1970 to the second quarter
of 1971 (adequate comparable figures for the third and fourth quarters
unavailable), profits in general advanced enormously faster than wage
rates. This was entirely undesirable and unnecessary from the view-
point of restoration of economic balances, especially in that this ad-
vance in profits did not prevent a negative rate of investment growth,
due mainly to the amount of idle plant capacity. This imports that the
price increases during this period were not needed, in that they stimu-
lated a profit advance which did not reflect itself in the investment
performance. A much more restrained- rate of price advance, by -in-
creasing the real purchasing power of wage earners and other con-
sumers, would have helped to bring the economy into much better
balance. This, in due course, would have reactivated a vigorous rate of
growth in business investment, and yielded abundant profits for this
purpose without the price increases which occurred.-

27 See my chart 19.
2' See my chart 26.
29 See my chart 21.
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BASIC ELEM[ENTS IN A VIABLE WVAGE POLICY

Hain Approaches to Wage Rate Policy

It is generally accepted that a sound and fair wage policy, apart from
adjustments for increases in the cost of living, resides in real wage
rate increases roughly in accord with increases in productivity or out-
put per man-hour worked. Within this framework, some favor the ad-
justment of real wage rates in general to trends in the nationwide
productivity performance. Others favor real wage rate adjustments in
line with industry by industry productivity, performance. There is
much to be said for each of these two competing approaches.

Adjustment of real wage rate gains in general to a nationwide pro-
ductivity figure has "equalization" advantage of equal rates of wage
advance in those industries where productivity gains are high and
those industries where such gains are low. But the practical disadvan-
tages of this approach were well illustrated by the late price-wage
guidelines. What actually happened was that the wage earners in the
high productivity gain industries tended to receive real wage rate in-
creases considerably below their own, productivity gains, while the
wage earners in the low productivity gain industries did not tend to re-
ceive wage rate increases sufficiently in excess of their own productivity
gains. In consequence, as already demonstrated, the real wage rate
gains for the economy as a whole lagged far behind the national pro-
ductivity gains during most of the period when the late guidelines were
operative. In addition, the theory of these guidelines was that prices
would be reduced in those industries where the real wage rate gains
lagged behind the productivity gains. But there was neither machinery
nor sufficient pressure for such price reductions. And in most such in-
dustries, prices were increases, or at best held roughly stable in some
cases.

On balance I believe, for the reasons stated, that real wage rate
gains in the high productivity gain industries should be adjusted to
such productivity gains. The problem of adequate wage rate advance
(from the social viewpoint) in the low productivity gain industries
should be dealt with by appropriate minimum wage rate legislation, se-
lective tax benefits, and other devices. This approach would tend to
bring total wage rate expansion more into line with our overall eco-
nomic requirements for growth, priorities, and justice. It would tend
to remedy the lag in total real wage rate increases which has now
become a central and chronic problem. However, for the purposes of
my current analysis, it will simplify the matter, and be more relevant
to cuurent policy developments, to utilize the approach that real wage
rate gains in general should adhere to nationwide productivity gains,
of course with some exceptions for equitable and other reasons.

But the nationwide productivity approach makes it even more im-
perative that appropriate adjustments be made in tax and public
spending policies, and other national policies importantly affecting the
national economy, to help close the total demand gap which is likely
to arise from the nationwide productivity approach. Specifically and
by way of example, the excessive profits in some areas which would
arise when the economy approaches full -resource use, if high produc-
tivity gain industries advanced real wage rates only in accord with
nationwide productivity gains, should be dealt with by draining ofF
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unduly high profits through an appropriately stringent tax policy.
This problem can certainly not be dealt with by the extravagant tax
bonanzas, for those who do not need them, which have become the rule
during recent years. To put the matter bluntly, no wage-price-profit
policy can be soundly formulated nor applied, unless it is set within
the vigilant framework of a consistent overall economic policy, based
upon quantitative and interrelated goals for growth, priorities, and
justice. The most important of these other needed policies, and how
greatly we are now neglecting them, will be dealt with as I proceed.

Why the 3-Percent and 5.5-Percent Wage Guidelines Under
Phase II Are Very Far Too Low

Coming back to the subject of wage policy itself, and adopting for
the purposes of the ensuing discussion that nationwide productivity
criterion, it may seem superficially that phase II of the new economic
policy accepts this criterion. It establishes the general rule of a 3-per-
cent average annual increase in real wage rates. But the 3-percent fig-
ure is a very wrong figure, on the low side, for two very important
reasons.

The first reason is that the 3-percent productivity figure is supposedly
based upon the very long-term average annual increase in nationwide
productivity in the private economy, say for the last 40 years or so.
But this long-term "average" includes performances at every stage in
the business cycle, and such an "average" is not a norm for acceptable
performance today. Moreover, except when inhibited by severe eco-
nomic slack, the long-term productivity growth rate in the U.S. pri-
vate economy has accelerated over the decades. The average annual rate
of productivity gain rose from 0.5 percent during 1910-20 to 2.4-
2.5 percent during 1920-40, and to 3.1 percent during 1940-55. It
then dropped to 2.3 percent during 1955-60, a period averaging very
low economic growth, and includiing two recessions. But during 1960-
66, when the economic growth rate was relatively high, the productiv-
ity growth rate averaged annually 3.8 percent. Consistently again, the
average annual growth rate in productivity fell to 2.1 percent during
1966-71, when the economic growth rate was again very low, and when
idle resources mounted alarmingly. Further, during 1968-71, the aver-
age annual growth rate in productivity was only 1.8 percent. Then,
from 1970 to 1971, when the recovery movement commenced, the
growth rate in-productivity in the private economy rose to 4 percent,
indicating not only the long-term response to technological trends, but
even more importantly the tendency of productivity growth to accel-
erate very rapidly during a stage of economic restoration.

Taking this entire productivity record into account (and also noting
that productivity in the private economy grew at an average annual
rate of 4.1 percent during 1947-53, which averaged perhaps a more
satisfactory general economic environment than any period of equal
length since), it appears clear that the growth rate in the produc-
tivity potential in the U.S. economy is now 3.7 percent at the very
least, and is probably much higher, -under conditions of reasonably
full resource use. And the growth rate in the productivity potential
really indicates what the actual growth rate in productivity would be
under the dynamic impulses of a fully utilized economy.80

ao See again my chart 10.
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Assuredly, the growth rate in real wages should be adjusted to the
growth rate in the productivity potential. For reasons already stated,
and to be illustrated quantitatively as my analysis proceeds, such a
wage policy is essential to bring the economy up to reasonably full re-
source use when it is not there, and to keep it there when it is there.
And obviously, to attempt to hold the growth rate in real wage rates to
a very long-term historical average growth rate in productivity, despite
the modern productivity potential, is self-defeating on all scores.

Moreover, under current conditions, it is far from good enough to set
the growth rate in real wage rates in accord with the estimated growth
rate of 3.7 percent in the producivity potential. For this is merely an
estimate of the modern productivity potential under conditions of rea-
sonably full resource use. Just as the actual productivity growth rate
is depressed far below the productivity potential as so deAned when the
economy moves downward into stagnation or recession, so the actual
productivity growth rate needs to be considerably higher than the pro-
ductivity potential so defined during a period when the economy needs
to move upward vigorously and surely from very high economic slack
to full resource use. As earlier stated, the actual growth rate in produc-
tivity in the U.S. private economy was already 4 percent from 1970
to 1971, and it must rise even higher if genuine economic restoration
moves toward its consummation by late 1973. Indeed, the most realistic
and vet dynamic targets for how much real total national production
should grow from 1971 to 1973, in order to restore reasonably full re-
source use by the end of 'the later year, are in essence a composite of
the realizable growth in productivity and the needed growth in civilian
employment to 'bring unemployment down appropriately.

Thus, the 3 percent phase II guideline for real wage rate growth is
dangerously off the mark on the low side; and the 5.5 percent phase II
guideline is equally wrong because it merely seeks to protect the 3 per-
cent formula by allowing for estimated increases in the cost of living.

Appropriate Guidelines for Wage Rate Increases

My analysis is based upon a complete model of integrated and quan-
tified economic goals or purposes, to which are then adjusted the pro-
grains and policies needed for their attainment. Accordingly, it is esti-
mated that total' national production, measured in uniform. dollars,
needs to grow in the aggregate 17.7 percent from 1971 to 19.73, and 21.5
percent from 1971 to fourth quarter 1973'. Consistently, civilian em-
ployment needs to grow 7.3 and 8.4 percent, respectively. In deriving
the total national production goals, productivity in the total private
economy is projected at 12.1 percent higher in 1973 as a whole, and 15
percent higher in fourth quarter 1973, than it was in 1971.31

The next step is to determine what composition of GNP growth
will be viable, from the viewpoint of restoring the equilibrium re-
quired for the growth itself, and taking into account also considera-
tions of national priorities and justice. The resultant goal for con-
sumer spending it that it should rise above the 1971 level by 13.3
percent in 1973, 16.6 percent in fourth quarter 1973, and 59.1 percent

31 See again my chart 5. The projected growth rate in employment plus the projected
growth rate in productivity exceeds the projected growth rate in GNP, due to changes in
work hours and other factors in the composition of the labor force.
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in 1980. The reason why consumer spending is projected to grow at
a slower rate than total GNP is primarily the allocation of a much
higher-than-GNP growth rate to public outlays (22.6 percent, 26.8
percent, and 71.4 percent), in view of immensely urgent needs in the
public sector. These yrojections are in 1970 dollars.

Consistent with this, real wages and salaries are targeted to rise
above the 1971 level by 14.7 percent in 1973, 18.3 percent in fourth
quarter 1973, and 64.8 percent in 1980, and total labor income to rise
by 14.9 percent, 18.7 percent, and 65.7 percent respectively, allowing
for the increasing emphasis upon fringe benefits and other compensa-
tion. These labor increments are projected to rise faster than consumer
spending by combining elements of improved income distribution with
improved distribution of the tax burden.

And consistent with the foregoing, real wage rates should be lifted
above the 1971 level by 10 percent in 1973, 12 percent in fourth quarter
1973, and 41.8 percent in 1980. The lower growth rate in wage rates
than in total wages and salaries is due primarily to factoring in the
increases in wages and salaries which would result from additional
employment. The reason why wage rates are projected to grow less
rapidly than productivity, during 1971-73, is that it would not be
desirable to move wage rate growth too far out of line with longer
term sustainable trends, in view of the extremely high and unsustain-
able growth rate in productivity during a vigorous recovery move-
ment.32

There are a number of reasons why the projected wage rate goals
are conservative. They are formulated in ratio to nationwide produc-
tivity gains in the private economy, rather than productivity gains
industry by industry, and it has earlier been indicated why the first
of these two approaches tends to hold total wage rate increases too
low. They are deliberately placed somewhat below the needed growth
rate in productivity for reasons already stated, although this would
tend to keep real wage rate gains perhaps somewhat short of their
appropriate expansion in view of the productivity growth projections.
And most important of all, the projections for gains in real wage rates,
real wages and salaries, and real consumer spending are integrated
with projections for increased public outlays enormously higher than
those embodied in the new economic policy, or likely of attainment
in any event. In other words, if the country is to be committed to a
low public spending model in ratio to needed GNP, then the model
for expansion of private consumption must be even higher than this
study's projections, in order to reach the needed GNP.

How Far Short Are the Wage Guideline8 Under Pha8e II?

The projection of a needed 10-percent total increase in real wage
rates from 1971 to 1973 is roughly equivalent to 5 percent annually.
This is a rate of growth fully two-thirds higher than the 3-percent
real wage rate growth contemplated under phase II. Correspondingly,
with phase II allowing 2.5 annually for estimated cost-of-living in-
creases, the appropriate guideline for money wage rate adjustments
should be 7.5 percent rather than 5.5 percent. Moreover, as the Govern-

"2See again my chart 5. From fourth quarter 1973 to 1980, the projected percentageincrease In wage rates is almost exactly the same as the projected growth of productivity.

76-150 O-72-pt. 5-5
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ment's target or goal for 2.5-percent inflation is as of the end of 1973,
this is consistent with an average annual rate of inflation in excess
of 3 percent during 1971-73, and this imports average annual money
wage rate gains of more than 8 percent. And even this figure should
be lifted 1 percent or more, for the reason earlier stated that the in-
creases in public spending are not likely to come anywhere near the
needed goals projected by this study.

There is much room for captious economists to quibble about the
details of these findings. They lay claim to no perfection. And other
economists might develop projections which might appear to be pref-
erable. But this has nothing to do with the main point I make. For
no one can gainsay the central point that the wage rate guidelines
set forth under phase II are so greatly off the mark on all scores that
commitment to them by the well-informed would require a subservience
to government fiat not compatible with a thoughtful democracy. And
no higher purpose can be served than for the informed student of
public policies and programs to question them when they are wrong,
no less than to applaud them when they are right.

DESIRABLE PRICE AND PROFIT POLICIES

The Confusion About Needed Relative Trends in Wages, Prices,
and Profits

Viewing the wage policy recommendation which I have just set
forth, this question naturally arises: Would prices need to be raised
greatly, in order to support the proposed wage-rate gains without hurt-
ing profits to a degree inimical to the amount of business investment re-
quired at this stage in the restorative process? The prevalent answer
today is that the herein proposed wage-rate policy would necessitate
large price increases, and therefore be inflationary by definition; and
thus also defeat the other objectives of the attained wage gains.

This prevalent answer continues to ignore the empirical record of
what has been happening, and continues to evade the basic task of con-
structing an integrated economic model, responsive to the tasks of the
period ahead. It thus arrives at conclusions as to needed relative trends
in wages, prices, and profits, which superficially seem reasonable and
"fair." But these conclusions neglect entirely the functional purposes
of each of these three factors-functions which are the same in pur-
pose at all times, but vastly different in quantitative relationships and
needed pace of advance, depending upon the specific economic condi-
tions at a given time.

The Implications of Proper Functional Analysis

The comprehensive economic model used in my analysis sets forth
needed GNP growth, needed consumer spending, needed wages and
salaries, needed wage rates, needed gross private investment, needed
investment in plant and equipment, and needed public outlays at all
levels for goods and services. It also includes some additional refine-
ments.

The functional purposes of economic growth, in the context of the
current economic situation, is to restore maximum employment and
production by late 1973. The function of growth in wage and salary
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income, and in wage rates, is to promote the needed increase in con-
sumer spending.

The function of increased public outlays, together with expanded
consumer spending, is to yield adequate growth in ultimate demand,
or private and public consumption combined, and to meet priority
needs.

These goals or quantifications on the private side have already been
discussed, and on the public side will be discussed as I proceed.

The function of private investment in plant and equipment, during
the movement from very high idleness of plant capacity in a severely
retarded economy to reasonably full use of capacity in a fully restored
economy, is to grow at the pace-and neither faster nor slower than
this pace-which will work down idle plant capacity (rather than
maintain or augment it), as the overall economy expand sufficiently
and in workable balance. The type of private investment in plant and
equipment which is of most concern to a study of wage-price-profit
relationships is found in manufacturing, and in other sectors such as
mining and transportation. Technically, such investment includes
commercial buildings and some other types of enterprise, but these
are not of primary concern here. In fact, in developing my overall
economic model, I consider gross private investment, which includes
also residential construction and net foreign investment, but these
elements do not require extended analysis for the purposes of this
presentation.

In this perspective, the function of prices and profit margins, at
any given level of wages and other costs, is to yield enough profits
to induce the amount and pace of investment needed as the economy
proceeds from where it is now to where it should be by late 1973.
And the factor of timing is all important.

Prices and Profit Margins, in General, Have Not Been Too Low, and
Frequently Have Been Too High

The earlier portions of my analysis lead to the conclusion that there
has been no time during the entire period under review when actual
prices and profit margins were insufficient in general to generate the
total profits needed to support the level of business investment in plant
equipment needed at that particular stage in the business process. Dur-
ing the periods of so-called "boom,' prices, profit margins, and total
profits and investment were all seriously excessive relative to ulti-
mate demand, and this brought on the periods of stagnation and reces-
sion. During the periods of stagnation and recession, although profit
margins, total profits, and investment looked alarmingly low at first
glance, they remained too high relative to ultimate demand, from the
viewpoint of reversing the course of the economy, and thereby work-
ing down excessive idleness in plant and manpower.

Broadly speaking, the same situation has also occurred during pe-
riods of disappointingly slow and uncertain economic recovery. This
-was especially true of the period from the first half of 1970 to the
second or third quarter of 1971-depending upon the availability of
data. In general, rapidly rising prices caused total profits to advance
more rapidly than wages or wage rates, which was not the proper
mixture for restored balance and growth, and did not prevent a seri-



962

ous decline in the rate of investment growth. This experience demon-
strates clearly and dramatically that the road toward higher invest-
ment and higher profits is not through the lifting of prices and profit
margins, but rather through prompt and adequate stimulation of ulti-
mate demand.3 3

Why the Price Guidelines Under Phase II Fall Down, and What the
Proper Prier Guidelines Should Be Now

The policies to date under phase II indicate partial recognition of
what has just been said. These policies indicate that, even where al-
lowed money wage rate gains exceed the 5.5-percent guideline, prices
should not be increased unless there is an increase in costs which drives
profit margins below those which were achieved during a specified
past period. But this is much too lenient a price policy. For it is based
in part upon the erroneous idea, at least by implication, that labor costs
are increased when real wage rate gains exceed the 3-percent produc-
tivity assumption, although this is a grossly low figure for reasons
already stated. There are many industries where real wage rate gains
far in excess of the 3-percent assumption would still fall far below
the productivity gains registered in these industries, and thus not in-
crease but rather decrease labor costs. The phase II approach is even
more seriously erroneous, on the ground that it assumes that prices
and profit margins in the designated period were appropriate. This is
not only a wrong assumption, for many were too high, on the basis
of data already set forth in my discussion. It is also unusually ironic
.and even "unfair," in that one of the fundamental (and erroneous)
assumptions of phase II policies is that wage rate gains have been too
rapid, and have resulted in cost-push inflation. The bias against wages
runs throughout.

It follows that the current price policies under phase II are in error,
insofar as they couple an assumption that consumer price inflation
may be about 2.5 percent at an annual rate by the end of 1973 (which
may be a realistic or even optimistic assumption) with the major
premise that substantial further price increases in general are justi-
fied. The proper policy would be to set an overall goal of price stabil-
ity, with variations in specific cases. This was the appropriate goal
under the late price-wage guidelines, even though it did not include
any mechanism for achieving this objective. These late guidelines
were deficient and damaging because they were too harsh on the wage
side as against the price and profits side. This is even more true of
policies thus far declared under phase II.

It may be argued with some validity that the wage rate policies
recommended herein would prevent profits from rising at an "encour-
aging" rate until the increase in ultimate demand pulls them upward.
But such a policy would be desirable nonetheless. Under any appro-
priate model, prices and profit margins should be set at levels which
will yield enough investment and profits to fulfill their functional
purpose in a balanced program for economic equilibrium. In short, if
a price is high enough to yield a proper level of profits to support a
proper level of investment at the full-resource use level of economic
activity, that price in-general is high enough now. This is akin to the

a See again especially my earlier charts 13, 19, 20, and 21.
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generally accepted idea that the tax and spending programs of the
Federal budget should produce a balance or surplus when the economic
program approximates reasonably resource use.

What About "Profit Control"?

Even if it were to be argued (this study believes incorrectly) that
the wage policies recommended herein would bear down too harshly
upon investment and profits from the viewpoint of investment needs,
the proper remedy would not be to hold wage progress below the
amounts and pace required for prompt and adequate economic restora-
tion. That would be economic "budgeting" for continued stagnation
or inadequtae growth. The proper remedy, on such an hypothesis,
would be to remedy the investment-profit situation by an even more
stimulative tax policy. This, however, is not to be interpreted in favor
of the reckless and wasteful bonanzas thus far granted to "activate"
investment, which will be treated subsequently.

Granted that wage controls require price controls for reasons too
obvious to be detailed, profit control as such, until current or foresee-
able circumstances change, is highly questionable. If wage and price
policies are tolerably correct, appropriate profit levels tend to result
almost automatically. Besides, the proper way to avoid excessive profits
is through a tax structure, whether or not it includes an excess profits
tax, which apportions incomes and resources in accord with a specific
model for growth, priorities and justice. This we do not now have, nor
are we moving toward it. As I proceed, the use of the model developed
for my general purposes will be applied toward the momentous issue of
an appropriate Federal fiscal policy. This we now do not have either,
nor are we on the way to getting it. And without it, no price-wage-
profits policy can work. As already pointed out, the damage done by the
wrong fiscal policy has led to the really silly refrain that "fiscal policy
does not work." Fiscal policy is still, and will remain, the chief arm for
an effective national economic policy, including inflation control, and
the problem is to get it to work properly.

SUGGESTIONS FOR FISCAL POLICY

The Key Importance of Fiscal (and Monetary) Policies

The general view today is that the new economic policy of the Presi-
dent represents an abrupt turn from (a) reliance on fiscal and monetary
policy to contain inflation to (b) the use of wage and price policy for
the same purpose. Insofar as this abrupt turn is based upon any idea
that wage and price policy alone can contain inflation, without power-
ful use of fiscal and monetary measures, this idea is torpedoed by the
entire history of successful containment of inflation during World
War II and the Korean war, which I have already discussed.

Moreover, as earlier pointed out, the failure of fiscal and monetary
measures to contain inflation did not "discredit" such measures. They
"succeeded" admirably well in their direct purpose, namely, to reduce
the rate of economic growth and increase idleness of manpower and
plant. They failed to contain inflation only because the entire "trade-
off" notion that these hammer blows against the real economy would
restrain inflation was directly contrary to their actual results. The
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reconstruction of fiscal and monetary policies, directed toward priori-
ties, growth, and justice, remains the most important approach to con-
tainment of inflation.

In fact, I might well argue that this should be the only approach
now used, in that prompt and adequate economic restoration would in
itself stabilize prices to an acceptable degree. And it might well be
argued that price and wage controls, under current conditions of large
economic slack and uncertainty, may do more harm than good, in that
their unsettling effects upon the upward economic movement might
well outweigh any gains which they may score on the front of price
stabilization. Price and wage controls efforts are really called for when
a central need is to reduce civilian incomes and enjoyments below the
levels which would otherwise obtain, for example, during World
War II. In contrast, to reconcile these control efforts with what should
be a vast effort to galvanize civilian incomes and enjoyments, is at least
a very doubtful undertaking.

But such arguments are unnecessary to my current analysis, which
assumes for practical purposes that controls are on the scene. The first
really germane point is that the price and wage controls now being
undertaken are sorely misdirected, both from the viewpoint of eco-
nomic performance and the viewpoint of price stability. This argument
has been amply developed earlier in my discussion.

The second really germane point is that, whether price and wage
policies are right or wrong, they cannot be disassociated from fiscal
and monetary policies, because all major policies interact in their
effect upon the economy. What is happening now is not really a change-
over from reliance upon fiscal and monetary policies to reliance upon
price and wage controls, but rather the introduction of wrongful
price and wage controls to supplement wrongful fiscal and monetary
measures. Conversely, even if the price and wage policies were cor-
rected fully, they could not do their job, if fiscal and monetary policies
continued to pull in the opposite rather than in the same direction.
All types of economic policies are now pulling in the direction of
economic restraint; and all now should be pulling in the direction of
rapid economic expansion.

The model which I use has already been drawn upon, in earlier phases
of my discussion, to quantify the needed goals for major components
of the total economy, including wages and salaries and wage rates,
and to relate these goals to price-profit-investment policies. But even
assuming that actions in accord with these goals are taken, these goals
themselves are interrelated to the goals which the model contains with
respect to fiscal and monetary policies. Further, if fiscal and mone-
tary policies are not to be as expansionary as this study urges, then an
even greater expansion of wages and salaries and wage rates that this
study urges would be essential to full economic restoration.

Needed Increase8 in Federal Outlay8

My entire analysis leads me to conclude that total Federal outlays
under the Federal budget, measured in fiscal 1973 dollars, should rise
from $246.3 billion in fiscal 1973 to $279.5 billion, or about $33 billion
higher, in calendar 1973. In ratio to total national production in
an economy growing at an optimum rate, the rise should be from 20.67
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to 21.60 percent. Thus, the President's fiscal 1973 budget is far too
low.

It is not necessary to discuss the allocation of these projected ex-
penditures between national defense, space technology, and interna-
tional, on the one hand, and domestic programs, on the other hand,
because this does not have much impact upon the desirable price and
wage policies, although it is of tremendous importance for other rea-
sons. The essential point, for the purpose at hand, is that increases
in Federal outlays greatly in excess of any now contemplated are
essential to the goals of growth, priorities, and justice, and essential to
avoid changing the designation of the wage rate goals set forth in this
study from "reasonably conservative" to "almost deflationary."

Moreover, the implications of my proposed $13 billion increase in
Federal spending for the domestic priority programs (from fiscal
1973 to calendar 1973) have a great bearing indeed upon the appro-
priate wage rate policy. For it may be stated as a rough rule that
the need for wage rate gains is substantially diminished by more satis-
factory public facilities and services, and vice versa. Bearing this is
mind, and again comparing fiscal 1973 with calendar 1973, Federal
outlays for all domestic programs, measured in constant prices, should
rise about $13 billion, as I have said; for retirement and social in-
surance, about $1.2 billion; for housing and community development,
about $6.8 billion; for agriculture and natural resources, about $3.6
billion; for education, about $0.8 billion; for health services and re-
search, about $1.1 billion; and for manpower programs and welfare
services, including income supports, about $8.6 billion.34 The commit-
ments involved in these gains would carry us by 1980 to levels of per-
formance, rather than mere promises, where practically all the basic
material needs and aspirations of our people could be well served.3 5

There is another respect in which the impoverishment of public serv-
ices impairs the economic balance. It is hurtful to both labor and indus-
try, insofar as it makes necessary, or at least intensifies the demand for,
a more rapid rate of wage advance than in the case of adequate exercise
of public responsibility. At one and the same time, it imposes upon
labor the charge of cost-push inflation, and imposes upon industry
the choice between lifting its prices excessively and bearing too large
a share directly of the cost of human improvement.

Federal-State-Local Relationships

A powerful aspect of the case for vastly increased Federal spending
is the relative financial condition of the Federal Government, as
against that of the States and localities. During 1947-70, the annual
average rate of increase in public expenditures was 6.4 percent at the
Federal level, compared with 9.6 percent at the State level, and 8.9
percent at the local level. Over the same period of years, the average
annual increase in the public debt was 1.5 percent at the Federal level,

.4 These categorical items add up to about $22,300,000,000. compared with the about
$13.000,000,000 shown for all domestic programs. This is explained by the fact that my
model budget provides lesser amounts for a number of other categorical items than the
President proposes. For example, I propose very much lower Interest charges against the
Federal budget, and the elimination of more than $6,000,000.000 for general revenue
sharing. in that I do not favor revenue sharing without string, favoring instead increases in
grants for specific purposes along the lines developed in my model budget.

' See my chart 22.
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compared with 14.1 percent at the State level, and 8.8 percent at the
local level. Even from 1961 to 1970, the average annual increase in the
public debt was only 2.8 percent at the Federal level, compared with 8.7
percent at the State level, and 6.7 percent at the local level.36

These disparate trends also have their impact upon needed wage and
price policies. This is because the tax burden is infinitely more regres-
sive at State and local levels than at the Federal level. Thus, any at-
tempts to compensate for the regressive inroads of the tax burden upon
those in the lower portion of the income structure, through advances
in wages and salaries, need to be greater when this regressivity persists
and even increases, than if it were reduced by more adequate assump-
tion of Federal fiscal responsibility.

Regressive Distribution of the Nationwide Tax Burden

To illustrate, during 1968 (later comprehensive data not available),
if one looks at Federal income taxes only, the taxes paid as a percent
of income ranged from 1.2 percent for those with incomes under $2,000
to 19.8 percent for those at $50,000 and over, and with the differentials
generally progressive with respect to each intervening income group.
But looking at the total tax burden of all kinds at all levels, the percent
of total income paid in taxes by those at $50,000 and over was 45 per-
cent, compared with 50 percent for those at $2,000 and under. And
those with incomes ranging from $4,000 to $6,000 paid a higher percent
in taxes than any of those ranging from $6,000 to $25,000. The impact
of the regressive property taxes upon housing and other aspects of
construction is severe and obvious. 37

Regressive Federal Tax Action, 1963 to Date

The decade of the 1960's and the early 1970's have witnessed, as
earlier indicated, a veritable orgy of regressive tax reduction. Taking
into account all of the Federal tax reduction of all kinds (including
concessions by the Treasury), beginning with 1964 and estimated
through 1973 in terms of the 1971 tax legislation as sent to the Presi-
dent, families with incomes of $50,000 and over will benefit, as of 1973,
to the tune of a 6.1 percent increase in their annual income after taxes,
compared with only 5.1 percent for those under $3,000, and 4.5 percent
for those between $5,000 and $10,000.38

Viewing the same tax actions, those with incomes under $3,000 will
have received only 7.9 percent of the total tax cuts during 1964-73,
although they comprise 16.1 percent of the tax returns, while those
with incomes between $20,000 and $50,000 will have received 10.3 per-
cent of the tax cuts, although they comprised only 4.7 percent of the
tax returns.39

During 1973, under the 1971 tax legislation as sent to the President,
$7.4 billion of the tax cuts will be allocated to the investment function.
and only $2.7 billion to the consumption function, and these disparities
will persist in later years.4 0

so See my chart 23.
37 See my chart 24.
1S See my chart 25.
9 See my chart 26.
' See my chart 27.
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If these kinds of tax policies persist, even the gains for consumption,
wages and salaries, and wage rates set forth in my analysis will be
inadequate to play their part in bringing total demand into line with
needed growth, priorities, and justice. To establish the foundations for
any workable and viable wage and price policies, we therefore need to
reconstruct the tax as well as the spending side of the Federal budget.

Needed Taxe Changes

The needed changes on the spending side have been set forth al-
ready. On the tax side, I do not propose any attempt at this time to
increase the total tax take through changes in the tax rates. That
would run too large a risk of impeding economic restoration. But the
hour is already late to begin to improve the Federal tax structure,
especially after what has been done to it in recent years. The tax bur-
den in the lower half of the income structure should further be light-
ened. The tax rate reductions in the top sectors of the income structure
have been far too great, and the ground should be partly retraced.
The wayward tax concessions, mostly in the form of investment tax
credits and the like, should be abandoned. The most serious of the
loopholes should be closed.

It would not be fair to assert that the managers of phase II should
assume responsibility for corrections in fiscal and monetary policies.
But this cannot absolve them from their responsibility to adjust their
wage-price-profit thinking to these policies as they are, rather than to
what they ought to be. It cannot absolve them from the responsibility
for their evolving contribution, through distorted wage-price-profit
guidelines, to the imbalances created by distorted fiscal and monetary
policies. In short, it cannot absolve them from their responsibility to
substitute a mature and comprehensive perspective for the obsession-
ary preoccupation with inflation.

THE PREVALENT MONETARY POLICY MUST BE REVERSED

General Consequeiwes of the Prevalent Monetary Policy

Just as price and wage controls or guidelines cannot work effectively
without a sound fiscal policy with respect to Federal spending and
taxation, it is true in considerable degree that they cannot work with-
out sound monetary policies on the part of the Federal Reserve
System.

The prevalent monetary policy, in effect with relatively mild varia-
tions since the end of the Korean war, has been nothing short of a
national disgrace. It has succeeded in restraining private and public
programs most closely related to the great domestic priorities, but has
had very little effect upon the recurrent investment excesses, which are
financed largely out of retained earnings or out of the price structure.
It has distributed hundreds of billions of dollars of income in entirely
regressive directions. It has imposed intolerable burdens upon State
and local governments, and an excessive interest burden upon the Fed-
eral Government now running at an annual rate of more than $8
billion.
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The arguments advanced from time to time by the Federal Reserve
System for exorbitantly high interest rates have been inconsistent and
contradictory to one another. These interest rates at times have been
urged to stimulate investment and restrain consumption, and at times
for the opposite purposes. They have been urged at times to restrain
excessive economic activity, and at times to stimulate the economy.
But for the most part, they have been founded upon the discredited
"tradeoff" idea, to the effect that increasing the idleness of plant and
manpower is the first and foremost way to restrain inflation. And just
because they have deliberately worked against economic growth,
priorities, and justice, they have augmented inflation.

This monetary error is inseparably connected with the problem of
wage and price policies. The failure to attribute to the prevalent mone-
tary policy its proper share of responsibility for rampant inflation has
augmented the spurious charge that wage-push has been the main
cause of inflation. The toll imposed upon the average wage earner by
excessive interest rates has necessitated many wage demands greater
than would otherwise have been necessary. The huge public costs of
the excessive interest rates have served as an excuse for not under-
taking other essential public spending, which would have lessened the
size of real wage rate gains required for legitimate advances in living
standards. And even the real wage rate gains proposed in this study
will turn out to be inadequate in terms of economic restoration or
wage-earner progress. unless the pressure of intolerably high interest
rates is quickly and substantially reduced.

The adverse effects of excessively tight money and excessive inter-
est rates upon economic performance and price stability are clear.
During 1955-71, the average annual growth in the nonfederallv held
money supply was only 3.3 percent, identical to the miserably inade-
quate annual average real economic growth rate of only 3.3 percent.
In the main, sharp contractions in the growth rate of the money sup-
ply have contributed to the various recessions, while belated and in-
adequate increases in its rate of growth have prevented full economic
restoration. And for the very reasons that the distorted use of tax and
monetary policies to restrain real economic growth and to aggravate
the roller-coaster economic performance have augmented inflation, the
same has been true with a vengeance of the prevalent monetary
policy.

4
'

The Specific Toll of Excessive Interest Rates

From 1952 to 1970, the computed average interest rate on the total
public and private debt rose 112.2 percent. This has imposed aggre-
gate interest charges upon borrowers coming to $405.6 billion more
than they would have paid if interest rates had remained at 1942 levels.
In 1970 alone, these excessive interest charges amounted to more than
$65 billion. Reductions in interest rates, within 1971 and early 1972,
have been a mere bagatelle compared with the needed reductions.4 2

It is very significant to compare the toll of rising interest rates in the
Federal budget with the size of budget outlays for domestic priority
programs designed to make war against poverty, improve living

S' See my chart 28.
12 See my chart 29.
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standards generally, and work against idleness of manpower and plant.
For the calendar year 1970, the excessive interest costs in the Federal
budget (based upon comparisons with 1952 interest rates) were $8.1
billion. This was 29 percent more than the $6.3 billion outlays for
education proposed initially in the fiscal 1972 budget; 80 percent more
than the proposed outlays for housing and community development;
and 224 percent more than the proposed budget outlays for manpower
programs. Comparisons for the period 1962-70 as a whole reveal even
more glaring distortions.43

Let us next assume that the unconscionable transfer payments in
the form of excessive interest rates during 1953-70 inclusive, aggre-
gating annually about $22.5 billion, had been used instead to increase
the incomes of the poor. These increases might well have come partly
in the form of public services, but they should have been mainly in
the form of more adequate minimum wage legislation, and better real
wage and salary progress generally. If the average annual excessive
interest costs had been applied to all families with incomes under
$4,000 in 1969, this would have been enough to increase the average
annual income of each of these families by $3,012 above what they
actually received, for each year from 1953 through 1970. This is not
to imply the full use for this purpose of the savings which would
have resulted if the interest-rate travesty had not been tolerated. But
it does demonstrate vividly that we could have already wiped out
poverty in America, at only about half the cost in dollars that has
been involved in the excessive interest rates. This is entirely apart
from the favorable impact of the elimination of poverty upon all else,
while the impact of the excessive interest costs has been pernicious on
every front.44

Needed Changes in the Prevalent Monetary Policy

Toward a monetary policy conducive to growth, priorities, and
justice, the following changes are imperatively needed:

(1) The so-called "independence" of the Federal Reserve Sys-
tem, even if that System had performed well rather than poorly
during recent years, is utterly incompatible with unified and con-
sistent national economic policies. By legislation if necessary,
effective control by the President and Congress over the Federal
Reserve System should promptly be reestablished. The Open
Market Committee should be abolished and all powers of the
System should be vested in the Board; and the tenure of the
Chairman, as Chairman, made subject to the discretion of the
President;

(2) Legislation should require that the Federal Reserve System
expand the money supply in amounts compatible with the goals
for economic growth set forth in the Economic Reports of the
President;

(3) Further toward unification of policies, each Economic
Report should contain an annual report by the Federal Reserve
Board, indicating how the policies of the System are being rec-
onciled with the economic program recommended by the Presi-

'3 See my chart 30.
" See my chart 31.
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dent. If any differences between the President and the Board ap-
pear to be irreconcilable, this process would promptly and properly
bring the matter to the direct attention of the Congress;

(4) Aggregate or qualitative controls by the Federal Reserve
System should be reinforced with specific quantitative controls,
so that the allocation of credit and the terms of its availability will
promote the equilibrium required for optimum economic growth,
and be in accord with the great priorities of domestic needs; and

(5) The Congress by legislation should establish much lower
interest rate ceilings, at least in these vital areas where excessive
interest rates are bearing down so heavily upon priority needs.

THE PRIME IMPORTANCE OF THE CONSTRUCTION INDUSTRY, ESPECIALLY

HOUSING, INCLUDING ITS ROLE IN URBAN RENEWAL

Thus far, my discussion of programs and policies has related in
the main, although not in entirety, to fiscal and monetary, and to wage
price, and profit policies. As of now, the Federal Government is dealing
with these matters in full swing, although very substantially in the
wrong direction.

But there are other national programs and policies which are equally
important, in terms of achieving and maintaining economic equilibrium
or balance at maximum resource use and minimum idleness of man-
power and plant. And these are crucial from the viewpoint of priorities
and social justice. Such programs and policies include housing and
urban renewal, social insurance, welfare, agriculture, and other aspects
of the rural interest, education and health, transportation and re-
source development, environmental programs, and international eco-
nomic programs. Even this listing is not complete.

Thus, a signal defect in the Economic Reports of the President, and
in the annual reports of the Council of Economic Advisers in that they
do not lift these programs to the dignity, and accord them the full
treatment, which they deserve. Without doing this, it is veritably im-
possible to develop a mature and fully meaningful economic and social
program for the Nation and the people.

The limitations of my current presentation prevent me from going
into all these matters in detail, although indications of the magnitudes
of the programs in many of these areas have been depicted. 45 But
construction, especially housing, viewing also its bearing upon urban
renewal, is so important and so neglected that I feel impelled to deal
with it in considerable detail.

The Role of the Construetion Industry in the National Economy

Investment in total structures rose to a post-World War II peak of
12.5 percent of total national production (GNP) in 1950, and stood at
12.4 percent in 1955. Thereafter, the ratio declined fairly constantly
to 9.89 percent in 1970. The ratio in 1971 rose 10.44 percent, but this
was lower than in any year from 1948 through 1965. Compared with
gross private domestic investment, the ratio of investment in total
structures peaked at 86.3 percent in 1954, and declined to 71.5 percent
in 1970, with a slight increase to 72.6 percent in 1971. The 1971 ratio
was lower than in any year f rom 1952 -through 1964.46

45 'See again my chart 22.
" See my chart 32.
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Comparative Growth Rates

During 1947-71, the average annual rate of U.S. economic growth
in real terms was 3.7 percent, and the average annual real growth rate
of investment in producers' durable equipment was 3.3 percent. But
the average annual growth rate of investment in residential structures
in real terms was only 2.4 percent, and in other structures 4.1 percent,
with the average for the two being 3.4 percent.47

These deficient ratios in the industry's performance, related to the
performance of the economy at large and investment generally, have
occurred ironically during years when we have recognized, in words
but not in deeds, that the more rapid expansion of the industry than
of the economy at large or investment generally is imperative for both
economic and social reasons. The oft-discussed but continuously ne-
glected "urban" problem, the oft-discussed but continuously neglected
"housing" problem, depend for their solution to a major degree upon
expanded construction of the right sort. Under these circumstances,
the declining role of the industry in the nationwide economic perform-
ance picture is a discouraging commentary upon the unsatisfactory
character of nationwide economic programs and policies, a matter
demonstrated more specifically as my analysis proceeds.

The Quantitative Deficienoies, and Their Impact on the Economy

In the full perspective of the U.S. economic and social performance
budget which I have developed over the years and corrected from
time to time on the basis of experience, it is feasible to estimate the
shortfalls in the performance of the construction industry. Measured
in 1970 dollars, the deficiency in the total output of structures was
$367.5 billion during 1953-71 as a whole, and $45.1 billion in 1970
alone. It is even more important to estimate the implications for the
future, if the trends which have been in process during the years under
review are permitted to continue. For the years 1972-80 inclusive
(projecting only from a 1971 base, and writing off the accumulated
deficiencies during 1953-71), it is estimated that there would be a
deficiency of $448.8 billion in total output of structures.

The next step in the analysis is to estimate the impacts upon the
economy at large of the industry's shortfalls as depicted above, allow-
ing for the "multiplier" effect of activity within the industry upon the
economy at large. Measured in 1970 dollars, during 1953-71 inclu-
sive, the unsatisfactory performance of the industry might validly be
held to "explain" a GNP loss of $735 billion; a Federal revenue loss
of $47 billion at existing tax rates; and a State and local property tax
loss of $28.2 billion at existing tax rates. The nationwide loss in man-
years of employment opportunity, resultant from the inadequate per-
formance of the industry, aggregated $18.8 million.

Looking ahead, the estimated deficiencies in the performance of the
industry, under current national programs and policies, would result
during 1972-80 inclusive in a loss estimated at $897.6 billion in GNP,
$179.5 billion in Federal revenues, and $23.4 billion in State and local
property tax revenues, measured in 1970 dollars. The aggregate nation-

" See my chart 33.
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wide loss in man-years of employment opportunity is estimated at
$15.8 million, or at an average annual rate of $1.8 million.48

What are the real implications of this analysis? In an earlier phase
of my discussion, there were set forth the aggregate losses in GNP
and in man-years of employment opportunity which would result dur-
ing 1972-80 if established trends continued, and the conclusion was
reached that they would continue if national economic programs and
policies are not drastically reconstructed.49 It thus appears that the
GNP loss directly attributable to the projected performance of the
construction industry comes to 49.6 percent of the total GNP loss, and
that the man-years of employment lost directly attributable to the
industry comes to 82.2 percent of the total employment opportunity
lost throughout the economy.

Even allowing for some variations in the above estimates, althou .h
they are certainly realistic, what better proof could there be that the
national interest calls insistently for expanding the output and services
of the industry in accord with our national economy needs, to which
must be added the urgency of the social needs involved?

Needed Growth Rates

Measured in 1970 dollars, it is estimated bthat, in order to regain and
then sustain maximum employment and production, the U.S. eco-
nomic growth rate must average annually 5.8 percent for the period
1971-80. The growth rate for personal consumption expenditures
comes to 5.3 percent, for private domestic investment 7.1 percent, and
for Government purchases of goods and services 5.9 percent. The rel-
atively high figure for private and domestic investment derives essen-
tially from the needed investment in construction. Investment in resi-
dential structures is projected to grow at an average annual rate of 7.4
percent, and in other construction at an average annual rate of 7.5
percent.50 The immensity of this task is indicated by the fact that
the growth rate for investment in residential structures average an-
nually only 2.4 percent, and in other structures only 4.1 percent,
during 1947-1971, measured in constant dollars.5 '

Speeifiui Investment Goals

Adhering to measurement in 1970 dollars to present a true picture,
investment in total structures should rise above the 1971 level of
$101.5 billion by $35.1 -billion, or 34.6 percent, for 1973 as a whole;
by $39.6 billion, or 39 percent, in fourth quarter 1973; and by $92
billion, or 90.6 percent, for 1980 as 'a whole.

Investment in residential structures should rise from the 1971 base
figure of $38.7 billion by $13.3 billion, or 34.3 percent, for 1973 as a
whole; by $15.2 billion, or 39.2 percent, for fourth quarter 1973; and
by $34.9 billion, or 90.2 percent, for 1980 as la whole.

Man-years of employment in the industry should rise from the 1971
base level of $2,705,000 by $541,000, or 20 percent, for 1973 as a whole;
by $612.000, or 22.6 percent for fourth quarter 1973; and by
$1,100,000, or 41 percent, for 1980 as a whole. 52

4S See my chart 34.
49 See again my chart 3.
so See my chart 35.
51 See again my chart 33.
" See my chart 36.
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Achieving the Goals for Housing

Translating the housing goals as I (have set them forth into actual-
ity will require thought and action far different from the smug satis-
faction about "how well housing is doing now." So first of all, let us
take a square look at just how housing is doing now.

In 1950, there were about 2 million housing starts. By 1968, starts
had dropped to about 1.5 million, and were even lower in 1970. In
1971, there were about 2.1 million starts. This was not nearly as good
as it looked, for a variety of reasons.

In the first place, the annual average of starts. during 1968-71 was
only 1.6 million, or 18.4 percent below the level of 1950, when we had
a much smaller population and a much smaller need.

In the second place, the 2.1 million housing starts in 1971 was 8.7
percent below the above 2.3 million annual average starts we need to
achieve during 1972-80 inclusive.

In the third place, the "high" rate of housing starts in 1971 was just
another example of the extremely erratic pattern of 'housing starts
over the years, 'as indicated by the performance from 1950 to 1971.
A boom year or two like 1971 saturates the market for the upper
income families for whom the preponderance of this housing is being
built, land does very little for those living lower down, including
almost all of those who live in slums tand other substandard housing.
And when the short boom has run its course 'by saturating the limited
market, a sharp decline sets in again. Meanwhile, the dent upon sub-
standard housing and slums has been pitifully small, related 'to the
need.

The only possible way that we can sustain the average annual rate
of housing starts needed during 1972-1980, and the only way we can
possibly meet our economic and social needs, is to make sure that
the composition of the housing is in accord with the real needs of
the people, as determined by their incomes and ability to pay for
the housing they occupy. By this test, the $2.3 million average annual
needed housing starts during 1972-1980 should be subdivided 'as
follows: About $1.3 million a year of traditionally financed private
housing, including conventional Federal Housing Administration in-
surance for middle- and high-income families; 500,000 units a year
of home construction for lower middle-income groups, aided primarily
by very low interest rates and very long-term loans, requiring direct
Federal lending or Federal underwriting, plus some cooperative hous-
ing; and about 500,000 units a year of low-rent and low-cost sale
housing, involving a large amount of public subsidy, and primarily
Federal subsidy, regardless of whether the housing is publicly or
privately owned or managed. 5 3

It is abundantly clear, despite billions of words, promises, and
"enabling" legislation, that no such program is yet on the way. Re-
calling that such a program was the intent as early as the Housing
Act of 1949, the proof of the pudding is the performance in 1970.
the latest year for which adequate data are available. In that year,
8.9 percent of all U.S. families had incomes under $3,000, but they
bought only 0.1 percent of the new houses purchased with FHA
financing, and only 0.1 percent of the existing houses purchased with
FHA financing. The 10.4 percent of all families with incomes between

53 See my chart 37.
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$3,000 and $5,000 accounted for only 0.1 percent of the FHA-financed
new home purchases. and only 0.6 percent of the purchases of existing
homes. The 11.8 percent of the families with incomes between $5,000
and $7.000 accounted for only 1.9 percent of the FHA-financed new
home purchases, and only 5.9 percent of the purchases of existing
homes. Meanwhile, the 19.9 percent of all families with incomes be-
tween $7,000 and $9,000 accounted for 18.8 percent of all FHA-
financed purchases of new homes, and 25.7 percent of the existing
homes. And the 49.1 percent of the families with incomes of $10,000
and over purchased 79.2 percent of all the new homes financed through
FHA, and 67.7 percent of the existing housing so financed.54

There will not be any change in this serious situation until the
Federal Government increases its direct investment in community
housing and development along the lines set forth earlier in this
study; 55 until the Federal Government undertakes in equal serious-
ness to get interest rates down to where they should be; 55 until the
Federal Government brings its subsidy programs more into line with
relative needs; 57 until the excessive tax burden on real estate is re-
dressed by Federal action; - until Federal depreciation and depletion
allowances are reallocated in accord with the national interest; - until
the extraordinary low rate of return to real estate investment is allevi-
ated; 60 and until, in a still broader sense, the Federal Government,
with a higher degree of democratic planning, replaces the random.
ad hoc, improvised, and conflicting nature of its current programs
and policies with something akin to the U.S. Economic and Social Per-
formance Budget which I have described.

TiE NEED FOR MORE PLANNING UNDER FREEDOM

The clear import of all that I have said is that our national policies
and programs are not being deployed on a consistent, integrated,
and long-range basis. Nor are they being forged in the light of a vig-
orous and comprehensive analysis of the entire economy in action.
Yet, this was the explicit mandate, and certainly the legislative intent,
of the Employment Act of 1946. It is not of particular importance
whether the device used for this purpose, under the aegis of the Em-
ployment Act, is strictly in accord with the U.S. Economic and Social
Performance Budget to which I am committed. But it is imperative
that something very much like it, in principle and practice, become
the central frame of reference for thought and action under the
Employment Act.

6 See my chart 38.
66 See again my chart 22.
58 See my chart 39.
6' See my chart 40.
6 See my chart 41.
Z See my chart 42.
e See my chart 43.
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Although this is already the duty of the President and the Council
of Economic Advisers, this duty has been recognized mainly in the
breach. This committee on earlier occasions, in some of its reports,
has expressed its strong intent that this process be activated by the
President and the Council of Economic Advisers. I strongly suggest
that this recommendation be made again in the forthcoming report
of the committee. And if this is done and again proves unavailing,
I respectfully suggest that legislation along these lines be enacted.

Our economic needs are too great, our social and civil pressures are
too urgent, our international problems are too pressing, for us to con-
tinue to fly blind, especially when now for so many years we have
suffered the unfortunate consequences of doing so.

(The charts referred to in the text follow:)

76-150 O-71-pt. 5-6
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Chart 2

PRESIDENT'S GOALS AND PROGRAM, 1972
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1/ Appropriate program intended to be in effect throughout 1972. Since it was
not, it is now too late to achieve these goals, but prompt action can still
obtain results considerably better than those in the President's program.

2/ Toward goal of 2.9 percent by late 1973.
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Chart 3
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unemployment, and concealed unemployment (nonparticipoiion in civilicn labor forcel due to scarcity of
job opportunity.

I/ These deficits are projected trom a l971 basewriting off the cumulative deficits 1953-1971.
Bosic Data Deptoy Commerce; Dept of Labor
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Chart 4

GOALS FOR THE U.S. ECONOMY, 1973 S 1980
PROJECTED FROM LEVELS IN 1971

EMI
I In Mill

Up

( Dollars Items in Billions of 1970 Dollars)
I1 - ILow Economic Optimum Economic
IJ - 'Growth Projection L Growth Projection

PLOYMENT TRUE UNEMPLOYMENT TOTAL PRODUCTION
ions of Mon-Years) (In Millions of Mon -Yeors) a& Up

Llll $671.7

1973 1980

1.21 I I[ 'nQI I~'

Up
17.3

'-EL L.J
Down Down
2.8 2.7

FULL-TIME REPORTED
UNEMPLOYMENT
1973 1980

103&" &msi

Down Down
21 2.1

Up
6.0

1973

14.9

1980

CONSUMER SPENDING

~~~ ~U p
$379.3

Up
$859 1733

1973 1980

PRIVATE BUSINESS
INVESTMENT

hF-, (Inc.Net Foreign)
3 $ ~~Up

~ $ 134.9
Up

$43.9 .1

12.4 F6 I M4_
1973 1980

eRESIDENTIAL
STRUCTURES

Up
Up $35.1

$13.5
9.824.8

1973 1980

GOVT OUTLAYS FOR
GOODS AND SERVICES
, (Colendor Yeorsl

9 FEDERAL
Up

V, ~ $66.4

Up
$23.2 517

1973 1980

STATE AND LOCAL
Up

$90.3

Up
$26.4

1973 1980
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chart 5

GOALS FOR THE U.S. ECONOMY.1973,4th 0 1973,AI980
PROJECTED FROM 1971 BASE

TO ACHIEVE FULL RESOURCE USE BY 4th Q 1973
(Total Percentage Changes in Parentheses)

Dollar Items in 1970 Dollars

CIVILIAN EMPLOYMENT.L/
(Thousands)

Up
(21.6%)

$17 056

Up Up
Up 8.4%)

(7.3%) $6,632S5856 .

TOTAL PRODUCTION (G.N.P)
(Billions)

t Up S~~(6U.6%)

Up I .
177.4

9713 973 19071
1973 4011973 1980

_ n .

CONSUMER SPENDINGY/
(Billions)

Up
(59. 1 1/.)

Up

1973%) 7 1980
$85.0 e

1971- 1971- 1971-
1973 4Q01973 1980

u-i
1971-
1973 41

LW
- 1971-
3 1980

WAGES AND SALARIES3
(Billior")

Up
64.87.)

^ $~~~356.4

Up $100.9 '.v.

$80.6 3 33

1971- 1971- 1971-
1973 4Q01973 1980

PRODUCTIVITYA/
In Total Private Economy

Up~~~~~( (8.4%)

Up 401973 1

(15.0%) 3.3.3

Up 5<3

1971- 1971- 1971-
1973 40 19T3 1980 .

WAGE RATES/

Up
(41.8%)

UP 1
Up 1.7 a:

0lo0O) $0g.4120!

1971- 1971- 1971-
1973 40 1973 1980

I/ Unemployment down 42.0%,47.3%,o and 42.5% respectively.

V Growth is Iess then growth ot G.N.P., primorily becouse of needed growth in public outlys to meet domestic
priorities, projected ot 22.6%, 26.8%,ond 71.4% respectively.

1/ Total tbbor icom1e,l4.9%.18.7%,ond 65.7%.
A/ tuch higher thon bng-term producthity growthwhich must be the coae nvigorous recovery movement.Less than

GN.P growth, prt of which would result trom exponsion of employment Growth in employment plus growth in
productivity exceeds growth in G.N.P.,due to changes in working hours ond other toctorsin compositiro of labor
force.(Only percentage chonges shown tor productivity since dollar omouns ore not meoningful)

gr Projected at slightly slawer thon growth in productivity,so as not tomove wage rote growth too for outof line
with longer-term sustoinoble trends,inview ot extremely high and nonsustainoble growth in productivity during
vigorous recovery movement.
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ch.,, 6

ECONOMIC TRENDS DURING WORLD WAR I
1939-1945

1Fl3 .
5 67

4.57, 3.5%

Consumer Prices Wholesale Prices Industrial Prices
Average Annual Rate of Change, 1939-*45

17.2%

9.1%

2.5%

Total Natl Prod. Industrial Civilian 1939 1945
in 1957 $ Production Employment Unemployment as %

Average Annual Rate ot Chonge,1939- 45 of Civilian Labor Force-2 /

49.4% Federal Deficit
Fiscal Years, in 1970 $

15.7%

Federal Budget Expend. Non-Federally Held
Fiscal Years, in 1957 $ Money Supply $77 Billion

Averoge Annual Rate of Change,1939-45 Annual Average (1940-'451

-1Old c tncpthbased on persons 14 yeors of ege nd older.
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chut 7

ECONOMIC TRENDS DURING RECONVERSION
1945-1948

19 I.I

Consumer Prices Wholesale Prices Industrial Prices
Average Annual Rote ot Change,1945-'48

Total 4.0%
Nat'l Production Industrial 1_9%_S____

in 1957 $ Production mm

SM ET -112-0 = 3% Civilian 1945 1948
-2.4% Employment Unemployment as %

Average Annual Rote of Change, 1945-'48 of Civilian Labor Force-L/

Federal Budget Expend. 4.0% Federal Deficit
Fiscal Yars Fiscal Years

in 1957 $ FIA,4mlll in 1970 $

Non-Federally HeldVI
Money Supply

$8.8 Billion
Annual Average (1946-148)

Average Annual Rote of Change,1945-48
1t
O0d conceptbosed on persons 14 years of age and older.
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Chart 8

ECONOMIC TRENDS DURING
THE KOREAN WAR,1949-1953

30% 2.6% 3.0%

M FWR I I
Consumer Prices Wholesale Prices Industrial Prices

Average Annual Rote of Change, 1949-'53

9.0%

6.2% 55

',5% 25

Total Not'l Prod. Industrial Civilian 1949 1953
in 1958 $ Production Employment Unemployment as %

Average Annuol Rote of Change, 1949-'53 of Civilian Labor Forcel/

14.2%

37 Federal DeficitKEVIN!, W q Fiscal Years, in 1970 $

Federal Budget Expend. Non-Federally Held ronz ..
Colendar Years, in 1958 $ Money Supply $5.1 Billion

Average Annual Rate of Chonge, J949-'53 Annual Average 11950-'53)

-/Old concept.based on persons 14 years ot age and older
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char1 C

RELATIVE TRENDS IN ECONOMIC GROWTH
UNEMPLOYMENT.i PRICES, 1952- 1971

Consumer Prices l_ Wholesale Prices MM Industrial Prices

45%
&1% ~~~~~~~~~~15% 34% 3.31

. a S S £JtuR'5%ti
1952-1955 1955-1958 1956-1958 1958-1966 1966-1971 4thQ 1970-

Average Annual Rates of Change 4th 0 1971

T""".

Total National Production in Constant Dollars, Average Annual Rates of Change
1; Industrial Production.Average Annual Rates of Change

M Unemployment as Percent of Civilian Labor Force,Annual Averages

6.6%

0% 49% ~~~~5.1% 54M%175%

.1^~~~~~~~~~~~~~~~~~~~~~31

-3.2%

1952-1955 1955-1958 1956-1958 1958-1966 1966-1971 4thQ 1970-
4thQ 1971

11Frewrinrory.

*These annual averogeslas differentiated from the annual rates of change)are based on full-time officially
reloorted unemployment measured against the officially reported Civilian Labor Force.

Source: Dept of Labor.Dept of Commerce, 8 Federal Reserve System
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Chart 10

LONG-TERM-TRENDS IN PRODUCTIVITY
U.S. PRIVATE ECONOMY, 1910-19719

Average Annual Rate of Growth in Output per Man-hour
for the Entire Private Economy

IA'DICATINGA GFNER.ALLr4cC(L ERA4TiNG PRODUlCT VIy
6WWT1--R.4Tf TREN

3.1 %

rut

3.8%7 .1
2.4%I 2.5% 2.3%

2.1%

I"I

j

0.5%

I .. -k _ - _ _ _ .-. . I- - U

1910- 1920- 1930- 1940- 1955- 1960- 1966-
1920 1930 1940 1955 1960 1966 1971

l/ 1971 portly estimated.
Source: Dept. of Labor estimates relating to man-hours worked (Establishment basis I
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Chart 11

SELECTED PRICE TRENDS,1920- DEC. 1971
U.S. AND SELECTED OTHER COUNTRIES

(Averoge Annual Rates of Change)

_ _ s i_ X - _ -f.\Itidt

* Consumer Prices Q Wholesale Prices
bl

Industrial Prices

1.3% Up Up
0'7% 095%

1920 -1970

Up Up Up
21% 23% 2.2%

1930-1970

Up Up Up

34% 301%

1940-1970

Up
4.6%

Up ~~~~~~Up UP Up
24% Up Up 2.8% Up Up 2.% 2.8°h

2 150 - 19 7 619 1966 n 97
1950-1970 1960 1970 19i66-1970

M OC lto asI*M

U-/ I-/ up 4.1%3.03%iI UP UpUpp
31% 2aO2 /%Up 25

Up 26 28 Up Up Up 21cv. UP 1D1l1i %!Il

9/Bosed on Index for finished goods.

Source: Bureou of Labor Stotistics, Deportment of Labor United Notions



987

Chart 12

INVESTMENT IN PLANT AND EQUIPMENT WAS
DEFICIENT. 1954- 4th Qtr 1971 AS A WHOLE

110 AVERAGE ANNUAL
no0 _ _ Needend -100 DEFICIENCY
90 _ - Actual .<90 1954-1970
sjo _ rso Billions of 1970 Dollars

705 54 55'670 90'1'Qtbt 7w860 9 - T0

BUT INVESTMENT IN MEANS OF PRODUCTION
AT TIMES OUTRAN DEMAND;

HENCE INVESTMENT CUTS AND RECESSIONS
leveolment in Planl ond Equipment

Ultimate Demond: Total Private Consumption Expenditores Plus Total Public Oullayn For Goods and Services

Isl 3Qrs. 55- 3rd~ tr.57- IstHolf'59- IstHolf60- IslHolf61- Ist Holf'66- IslHolf70-
Id3Qlrs.5 3rdQlr.58 -slHlf 60 lIslof 61 IslHolf66 Iof Half 70 41hQr71

om' 5Recessin 'Boom6 5Recession" 6 Boom id Period *Recession
Ending in lo Dismal

UP Recession' Recovery'
135% Up

As 11.~~~~~~~~~2%

5 Up Up

AVEAG 2NNUA 2 ATE 1 OF CANGE

DowI
1.3%

Down
53%

21.0%

AVERAGE ANNUAL RATES OF CHANGE
In Uniform Dollars
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-~n w z
.... 1,3

COMPARATIVE GROWTH IN VARIOUS ASPECTS OF
U.S.ECONOMY.1960-2nd Q 19719

Total Percentage Changes. in Constant Dollars

TOTAL NATIONAL PRIVATE CONSUMER GOV'T. OUTLAYS FOR
PRODUCTION (G.N.P) SPENDING GOODS AND SERVICES

Up , Up . UpU

97 % Up 13.9% Upv

1960- 1966- Ist H 1970- 1960- 1966- Ist H 1970- 1960- 1966- Dawn
1966 stH 1970 20 1971 1966 Ist H 1970 201971 1966 Ist H 1970 2.2%

PRIVATE BUSINESS PRIVATE INVESTMENT CORPORATE PROFITS
INVESTMENT IN PLANT AND EQUIPMENT (a IVA)

(INC. NET FOREIGN) Up

Up 61.3% Up

4 IH104'% 4654%
1960- 56- 4.4% 7.5% Ist H1970- In Up70

1960- 1Ist H 1970- 960 t196 - D w -n 1960 Ist H 1971966 Down 201971 1966 1st H 1970 3.1% 1966 201971
7.8%31%Dw

28.4%

PERSONAL INTEREST PERSONAL DIVIDEND TRANSFER
INCOME INCOME PAYMENTS

Up

1960- 1966- Id1 H 1970- 1960- 1966- 1960- 1966- Id H 1970-
1966 Ist H 1970 201971 1966 Id. H 1970 Down 1966 let H 1970 201971

4.0%

WAGES a SALARIES LABOR INCOME FARM PROPRIETORS'
NET INCOME

Up Up
33.1% Up 34.2% Up Up

17.4% Up 17.8% Up 23.3%

stH 1970 20 1971
1960- 1966- Ist H 1970- 1960- 1966- Ist H 1970- 1960-
1966 1.1 H 1970 20 1971 1966 Ist H 1970 20 1971 1966 Down

7.5% DIo60w__ _n.%

1/ Ends with second quorter 1971 ts conotrm I other awilsable dots.

Source: Dept. of CommeerceOffice of Business Economics
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cthr 14
THI
THI
HA

43%

S

GROWTH IN CONSUMER SPENDING
BEEN MUCH TOO SLOW, 1960-1971

(Average Annual Rates of Change.Constant Dollars)

_.,y .g f
- Needed Roat of Growth

1941%

J ~~~~~~~~~~~~~~~~~~~~~

01 960-
1971

= Actual Rote of Growth

1 - 4.44%i/

4.8%

3.3%

_ _ b - S - I - S - I - * -

196C
1971

1so0-
1966

1966-
1971

401970-
401971

AND THE LAG IN CONSUMER SPENDING
DOMINATES THE TOTAL GAP IN GNP

(Avetage Annual Defictiency in 8illionsof 1970 Dollars)

1960-1966 1966-1971 4 r1971
(arn, rate)

IlBecouse of the log since 1966,tthe needed growth rote during this perIod wos about 6%.

/Mtore than halt the i enem nt dedicreocy in recent orsn has
been due to inodequote residentiol construction.

Basic Data: Dept. of CommerceOffice ot Business Economics

217.0
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Chart 1 5

INADEQUATE CONSUMPTION GROWTH STEMS
FROM INADEQUATE INCOME GROWTH

Average Annual Rates of Change in Constant Dollars

EJ Total Private Consumer Spending - Total Personal Income Mter Taxes

4.4%

-40 1971

THE PRIVATE CONSUMPTION DEFICIENCY OF
$621 BILLION. 1960-197 IREFLECTED
A $903 BILLION INCOME DEFICIENCY

Billions of 1970 Dollars

Enoyss
Defioienooyl r, os0umr _ Defick cll

PrNht - otere - Persontl
CWmXgJa PfYfrsi/ Osttoys

$12
0X09E

+ Deiiencyin _ D.fit.ienyin + tetiiemcy _ Deficiency in
Canmer - Carsooe, 10m0," in los PTaid - Consmer Inome
Satirg After Totes bo Con-suers Bef.o. Tones

L I '1 jW

$680

I/Also Includes personal trranfer payments to foreigners, which is a minimal amount.
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____________________ chm rt 16

SHARE OF FAMILIES IN TOTAL FAMILY INCOME
BY QUINTILES, 1947, 1953, 1960,and 1969

( Money Income)

.A 1947 43 | 1953

IvGJ 41

23

12

SHARE OF UNATTACHED INDIVIDUALS IN TOTAL
INCOME OF UNATTACHED INDIV., BY QUINTILES,

1947, 1953, 1960, and 1969
59

a 1947 I m 1953 ~

LOWEST SECOND MIDDLE FOURTH FIFTH
FIFTH FIFTH FIFTH FIFTH FIFTH

A/Figurs do rtoddlo ,100.0oing tor nding.
DrM Bureu of the Cenaus.

76-150 0-72-pt. 5-7
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Chart l7

DEFICIENCIES IN WAGES AND SALARIES
ARE LARGE SHARE OF DEFICIENCIES IN

TOTAL CONSUMER INCOMES BEFORE TAXES

953- 1 1953-
191 1 1960

Billions of 1970 Dollars

1960- 1
1 l 401971

Ann. Rate

32.8

58.4

753

69.2

63.2 H
69.0

Deficiency in
4Wages and

Salaries

Deficiencyin
.,Other

Consumer
Inrcoes

23.6

126.2

Setal
Ceonsmer
Incemes
Befoxe Taxes
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ahmy .18

THE LAG IN WAGES AND SALARIES
BEHIND PRODUCTIVITY GAINS, 1960- 3rd Q 1971

(Average Annual Increases, Constant Dollars)

B"csi Dclo: Dept. of Commeree; Dept of Lcbor
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chowt 19

PRICE,PROFIT, INVESTMENTAND WAGE TRENDS
1960-1966

(Total Percentage Change. 1960-1966)

x Pricesi/ 9 Pref1`tAfterTcxeoJs Investment in Plant and Equipment / ED Wage Rates4/

h% 1M 1

CHEMICALS
AND ALLIED PRODUCTS

a
57.4%

,6% 1~m
IRON AND STEEL

22.4%

FURNITURE FOOD AND
KINDRED PRODUCTS

APPAREL

-I/ Data: US. Dept. of Labor, wholesale commodity price indexes.

/ Data: Federal Trade Commission-Securities and Exchange Commission.

/ Data: U.S.Deptod Commerce.

A/ Dota: US. Deptof Labor; Bureou of Statistics;Average hourly earnings of production workers.
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Chnt 20

PRICE. PROFIT, INVESTMENT, AND WAGE TRENDS
1966-1st HALF 1970

(Total Percentage Change, 1966- Idt HaIf 1970 )

MMPrices~i profits After Taxes-&/ m Investment In plant and Equipment&/ Y VqWge Rates/

r22% 2.Q8% 3.7%i:;@

CHEMICALS
AND ALLIED PRODUCTS

1/Doto: 1Deptaof Laborwholesale commodity price indes.

2/Dto:Federal Trade Coromission-Securities snd Eechonge Cornmission.

-/Daor:U.S. Dept of Commerce.

2'DottoUS Dept of Labor; Bureau of Statistics; Average hourly earnbigs of production workers.
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Chart 21

PRICEPROFIT, INVESTMENTAND WAGE TRENDS

ISt HALF 1970-2nd Q 1971"
(Total Percentage Change.lst Half 1970-2nd 0 1971)

rE Frices-2/ M Profits After Taxes-/ m Inwestment in Plant and Equipmentl/

A 14.7% IZ.0% 13.79
4.1 7.Z% 7.2 %S.8%

* W -1.8%
-7.2%

ED Woge Rotes /

7.4%
10.6% 7

TOTAL
MANUFACTURING

PETROLEUM
REFINING

CHEMICALS
AND ALLIED PRODUCTS

ELECTRICAL
MACHINERY

FURNITURE FOOD AND
KINDRED PRODUCTS

APPAREL

I/Latest quarter before New Economic Policy. Subsequent figures subject to sweeping revisionand therefore not ueed.

Z/Data:JU.S.Deptof Laborwholesole commodity price indexes.

A/Dota:Federal Trade Commission-Securities and Exchange Commission.

!/Dota: UIS Dept of Commerce.

A/Dato:US Dept of Labor; Bureau of Statistics;Averge hourly earnings of production workers.
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Ci- PP

GOALS FOR A FEDERAL BUDGET, 1973 AND 1980,
GEARED TO ECONOMIC GROWTH a PRIORITY NEEDS

. 1973.fiscal year; goals for 1973 and 198O calendar years

AN figures in fiscal 1973 dollars 91

ALL FEDERAL OUTLAYS

er TOWt P. r j
E".p. Capvfa GNP
(6113) (9) i%)

197Y M2Z6. I1z6t.l0 Z0.,7

1973 21S5D 1317.41 21.60

1980 3E4 ol I &I 7 20.95

NATIONAL DEFENSE.
SPACE TECHNOLOGY.a

ALL DOMESTIC
PROGRAMS

Yeor Totel P., % o
E.p.nd. Copib GNP
(til. $) S) (%)

y9733I6O-91 7*73.27 1351

1973 173.71 819.iI 13.43

1980 23'42 1Iv.91 12.68

Y.,r Tolol P.n id
E.".d. Cop0t. GNP

* 1511.) ($) 1S)

1973?1 tt5,55 404.i3 7.1b

1973 I C5. 7. 451.31 8.17

1980 15. 5/ 4 0 3o. 8.27

RETIREMENT AND SOCIAL HOUSING AND AGRICULTURE; AND
INSURANCE COMMUNITY NATURAL RESOURCES

DEVELOPMENT

Yar ToW P. Sof Yor ToWl P., %of Ye-, Totol P., Sof
Eqoed. Cptito GNP E-pend. Capio GNP Ewpoc. Coplo GNP
(B.)) (O (S) Cell.)) i$) CS) (ail.9) CS) (S)

1973!/ 51.03 27.50 4.7q 1Vg' 4.C4 ?Z.99 0.41 1973>t 93q 44.31 0.79

1973 59t.23 27447 4.50 1973 11.45 54.91 0.90 1973 iz.94 6I.oo 1.00

1980 91.-5 !il /6 5.00 1980 Ij.'c 4,.47 0.60 1980 !924 81.Z7 1.05

EDUCATION HEALTH SERVICES
AND RESEARCH

MANPOWER PROGRAMS
AND WELFARE

SERVICES

Ye, Torol Pn, %of
E.pr.d. Coplio GNP
(Bll. ) (O) iS)

19.y/.. ts0 34 1.42

1973 z5.62 120.76 1.98

1980 Z9.69 125.42 1.62

Ybo Totel P.
EwPsad. Coplio
(Cul. ) (s)

1973?' 6.9S 33.09
1973 7.76 36.-5

1980 13,93 5t '4

50f
GNP
CS)

059

Q.60

0.76

Ye Total P.,
E-pnd. Copilt
(ail.8) CS)

7193,'~ ui 25.94

1973 19. Zt 90 U

1980 17.41 73._Y

%o.
GNP
1%)

1.52

1.49

095

ikE limd price le dutrng fiscal year 1973.
2/Adminisutioneli Proposed Budget as of jam.Aaj Z4, 197L.
Pirjectiors byCEP
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Chart 23

RESOURCES OF STATE AND LOCAL GOVERNMENTS
MORE STRAINED THAN THOSE OF FEDERAL GOVT.

RELATIVE TRENDS, 1947-1970
* I

FEDERAL i STATE I LOCAL
i i

i . i

I 10.2%
196 91 19 9.0%

8% 81% I 7.4%

I I f
1,,- 3.9% 1 i~~~~~~

I .......... ... .... .. ........
1947- 1947- I19
1970 1953 191

53- 1961- 1947- 1947- 1953- 1961-11947- 194'
I970 1970 1953 1961 1970 1970 95.

I I - --

7- 1953- 1S61-
3 1961 1970

. .

FEDERAL

1.5% 1.0%
F-9 r-m

STATE i

1.2% i

|12A%

LOCAL

_.

1947- 1947- 1953- 1961-i 1947- 1947- 1953- 1961-11947- 1947- 1953- 1961-
970 1953 1961 19701 1970 1953 1961 197011970 1953 1961 1970

l/Expenditures classified by source of tinancingl.e., Intergovernmental tronsactioan treated in terms of
eriginating level of governmentrather then recipient government.

BoIc Dnto: Deportment of Commerce
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Chort 24

TAXES PAID AS PERCENT OF INCOME.U.S.19689

I.C

V�M

198%

129% _

989% II

1. 3,5% [-FIL
I,,1 F n1

Under $2,000- $4,000. $6,000- $8,000- $10,000- $15,000- $25,000- $50,000
$ZP00 $3,999 $5,999 $7,999 $9,999 $14,999 $24,999 $49,999 and

over

-/Ibcome relates to total income of oll persons in the adjusted money Income classes shown. Total Income is
adjusted money income,plus imputed incomeless direct taoxes,plus retained corporate eornings,plus toaes
minus transfer paymentn plus realized capital gains.

2Jincludes the following Federel and State and Local taxes Individual Income estote and glftcorporate profits,
and social security.Also includes Federal excise and customs taxes,and State end Local soles toxes,
motor vehicle licenses, property ltaesand miscellaneous other taxes

Basic Data: eptof Commerce.Bureau of the Census
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Chart 26

PERCENTAGE DISTRIBUTION OF TAX RETURNS, 1969
AND OF TAX CUTS,1964-19739'

AMONG VARIOUS INCOME GROUPS '
INCOME UNDER $3.000 INCOME $3.O00-$5.000

16.1%

7.9%

Tux Cuts
1964-1973

Tox Returns
1969

Tax Returns Tax Cuts
1969 1964-1973

INCOME $5000-$IO.OOO INCOME $10.000-$20.000
38.4%

Tax Returns Tax Cuts Tox Returns Tax Cuts
1969 1964-1973 1969 1964-1973

INCOME $20DOOO-$50.000 INCOME OVER $50.000

4.7%

Tou Returns

1969

0.6% 0.9%
---

1964-1973
Tux Returns

1969

Tax Cuts
1964- 1973

Weighted average ot percentage distrlbutions ot tux cuts in Revenue Act of 1964,Tax Retorm Act of 1969. and

Revenue Act of 1971 (H. R. 10947, us relprted by the House-Senate Conference Committee). Weights are relative
size af three tox cuts. each expressed us a percentage of total personal income:1.

9 2
percent for 1964,0.99 percent

for 1969, and 0.21 percent estimoted for 1973.
Tux cuts In each bill are net permonent effect. ignoring any phase-ins and (in the 1971 Act)

occelerationsof previously scheduled tux reductions.

Z/Adjusted gross income classes.

Baic Data: House Woa and Means Committee and Senate Finance Committee Reports, ond Congressicnal Recond
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Chart 28

COMPARATIVE TRENDS IN GNP, PRICES. AND
NON-FEDERALLY HELD MONEY SUPPLY,1955-1971

Ell ml!Srllzmm

AU & 5.5X N I Up

UP 99559111 1 ; i ~j40%
UP Up 26% U

LI t up f l f l 9%
1.4%

1957- i i U '-I

-I

955 1955- 956- 1958- i959- 1960- 196- 162- 1963- 964- 1965- 1966- 1967- 1968- 1970-
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AVERAGE INTEREST RATES
PUBLIC AND PRIVATE DEBT,

Calendor Years

ON TOTAL
1952- 1970
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INCREASE
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1952t354 t5 56 '5a'59 80 tI62 3 84 5t6 7t8 69 t AxAnnual Total
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OF RISING INTEREST RATES, 1953-1970
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*ChoTi 30

EXCESS INTEREST COSTS IN THE FEDERAL
BUDGET 1962-1970 CONTRASTED WITH OTHER

COSTS RELEVANT TO THE
WAR AGAINST POVERTY/
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Chart 31

THE BURDEN OF $405.6 BILLION IN
EXCESS INTEREST COSTS, 1953-1970

UPON THE AMERICAN PEOPLE
Colendar Years

Excess Interest Cost Per Family of Four

$8323.08
mI

Excess Interest Cost Per Copita
(Nleh Diff- Sal. )

$333.08

86.24 876.93

1l,332.32

$2496 $30 -2

1953 1960 1970 1953-70
Total

1953 1960 1970 195-TO
Total

HOW $22.5 BILLION A YEAR, 1953-1970
-EQUAL TO ANNUAL EXCESS INTEREST-

MIGHT HAVE RELIEVED POVERTY
Families Families Families

With Incomes Under With Incomes Under With Incomes Under
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*1I ?A
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By These Families
Would HKae Meaol
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For Each Family

Sl15 $ 22 5 81lI ion
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of These Fomilies
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Note: Family ond Income data bors Bureau d tha Censres.
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Chart 32
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chart 33

COMPARATIVE GROWTH RATES, 1947-1971
Constant Dollars

Average Annual Rates of Change

GNP PERSONAL
CONSUMPTION
EXPENDITURES

-R'

,Z 01

PRIVATE
DOMESTIC

INVESTMENT-A/

GOVERNMENT
PURCHASES OF

GOODS a SERVICES

5.4%

3.7%

PRODUCERS'
DURABLE EOUIPMENT

a

NEW PLANT
a EQUIPMENT

EXPENDITURES

h-
RESIDENTIAL
STRUCTURES

OTHER
STRUCTURES

AW

I/Gm privat insttment, including net freigna 22%

Basic Oata: Dept. at CcmmerceOtfice af Businets Economics
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Chart 34

IMPACTS OF DEFICITS IN CONTRACT CONSTRUCTION
1953-1971,AND PROJECTED 1972-1980

(All Dollar Figures in Billions of 1970 Dollars)
(Note Different Scale in Each Box )

1953.iB712/ CONSTRUCTION DEFICIT/J 1972198Ob/ $448.8
$45i $367.5 $712

$49.9

1953

7$tl3 1971 953-i97 1953 197i i972 i90 1972-1980 1972-1980
_____ ________________X, ^.}_____(¢"0____1_________4__----------^--------- ._ .......

1953-1971 RESULTANT GNPLOSSJ 1972-1980
$9QS t735,0 $1t46.5 $897.6

$35.7
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-$2.7 1971 1953-197i 1953 1971i 1972 1980 1972-1980 1972-1980-_ _____________------- i_. --- =___J ___ -=______ ---- 4&I.ftJ ---- U0_ ____
RESULTANT MAN-YEARS OF WORK LOST2(

1 1953-1971 8.8 (Millions) 2.1 1972-1980 156

19Vl30 X 1g1 i 0 1.8 FM

0.5 1971 1953-1971 953-1971 1972 1980 1972-1980 1972-1980

FEDERAL RE VtNUES LOST!'-
1953-1971 $47.0 1972-1980 $179.5

$18.1 .-. ,s $29.3.

$19.9
b.WI T7.7 9 .

-$05 197 953-1971 953-1971 1972 1980 197Z-980 1972-1980
_ ____ U _£_i___LT^O_____--- -------------- Arr1-

STATE AND LOCAL PROPERTY TAXES LOST!'
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$5.0 il t~~~ ~ ~ ~~~5.6 pui
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'953 ~~~~~X. ~~~ $0.2
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l/For 1953-1971 Inclusive deficits measure actual performance against estimated needed performance in terms
of model for total economy. For i72-1980 inclusivedeficits measure projection of 1960-1971 performonce
against projection of needed performance.

2/Actual average annual growth 2.1 %;needed,4.3%,or some as needed for total economy.

2"Prolectlon of 1960-1971 performance.2.I %; needed,5.8%, or greater thln needed growth
rate of 5.6 % for tota l economy.

A/Based an multiplier of 2.0.

I/Based an GN.P as. after allowing for that part of the G.N.P ios due to repressed productivity growth among
those employed even hI slowly growing economy.

rEquats 20% of GNP loss.

DAaumen Ploperty tax loss Is 2% of private constructbon deficit,cumunlaed.
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Chart 35

BALANCED GOALS FOR THE ECONOMY, 1971-1980
1970 Dollars

Average Annual Rates of Growth

GNP PERSONAL
CONSUMPTION
EXPENDITURES
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M7 1 V.~
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chort 36

GOALS FOR CONTRACT CONSTRUCTION. 1973,
4Q 1973, AND 1980, PROJECTED FROM 1971 BASE
CONSISTENT WITH FULL RESOURCE USE BY 4Q '73

(Total Percentage Chnges in Paoeheses )
Dollar Itens in Billions of 1970 Dollars

J/ Figures ane for construction1 workers anlynrot ~incuding wvervisory persounnel.and reolat to totld numrber of workiers,
tilhout regord to degree of ernplaymerl over the yeore.
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Chart 38

PERCENT DISTRIBUTION OF ALL U.S. FAMILIES
AND OF PURCHASERS OF F.H.A.INSURED HOMES.

BY INCOME CLASS. 1970
1-tI 00 k, *fl2 ill wl III

99% 04% ~~~11.8%

Under $ 3.000 to $ 5,000 to
S 3.000 54.999 56.999

79.2%

18.8%

less than CLI% 0.1%yfy ffl llfi l
Under $3000 to $ 5.000 to 7000 to $10.000

$3.000 $4.999 $6.999 p9.999 and over

67.7%

25.7%

5.9%

0.1% 0.6%

Under 3.000 to 5.000 to $ 7,000 to $10,000
.000 14,999 *6.999 $ 9.999 andover

S5ure. Dept of Commerce, Bureau of the Cesus; Dept oat Housb end Urban Devbpment
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Chat 39

BOND YIELDS $ INTEREST RATES. 1952-1971 D

U.S. GOVT BONDS Aaa CORPORATE BONDS
3-5 YEAR ISSUES I

7.39

2.96

HIGH GRADE
MUNICIPAL BONDS

5.70

2.19

SHORT-TERM BANK
LOANS TO BUSINESS

640
I

3.49

PRIME COMMERCIAL
PAPER. 4-6 MONTHS

F.H.A. NEW HOME
MORTGAGE YIELDS

5.12

I197iestimaed basd daa ttaugh Noember1971.

Souce: Treasury Dept.; Federal Reaerve; F.H.A.
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% DISTRIBUTION OF NET FEDERAL EXPENDITURES
FOR SUBSIDY PROGRAMSF.Y. 1965-1972

(Millions of Current Dollars In Parentheses)

($8,219)
100%

($6,892)
I'.vw

1.3

1965 -1972
(Annual Average)

1967

($8,257)
Ken

($ 1569)

2.1

($11,287)
100%

- .I -
1971 (est)

sam: DeImOf Cow~mrer. en7 bmed an PoesidnI's fisca 197 Budget
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Chart 41i

THE TAX BURDEN ON REAL ESTATE. 1970
Taxes as a Percentage of Gross Product Jl'

Real Estate and Other Industries
3.}'$

9.1% 7%5%

Real Estate All US. Industries All Manufacturing
(GNP)

)171%

Real EsaeAll U.s. Industries All Manufacturing
(GNP)

I. * S TE

33.6%

All US Industries
(GNP)

lGmsn 5,oduct Is the slume rat eof emsic activty Occurring In an industry; tfr all indtstries, it is the
GNkP Ho m, the irnpted production assnocated with owncr-occupied housing has been eliminated
from GNtP and its real estate romponent, to tru only n Cutpuit actually sold in the mrnrkelplace.

V/tsnome tun ar estimated as 16% ot ernplayee compensation, 20 percent at nae interest, and 40 percent of
profit-type Income tall other income, consisting at corporate protits, prspriatas incsre, and rental incrme),
except that praoit-type incores in real estate are assumed taxed at the rate ot only 25 percent.

Balc Dalt: Department at Commnerce, Office at Busiess Eammis



1017

chat 42

VALUE OF DEPRECIATION AND DEPLETION,1968'
IN VARIOUS SECTORS OF US. ECONOMY

In Billionsof Dollars
(% of Total in Parentheses)

ALL INDUSTRIES

000.%)
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MANUFACTURING

(47.5%)
23.7

TRANSPORTATION.
COMMUNICATION.

ELEC.. GAS a SANITARY
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(23.1%)

WHOLESALE SERVICES REAL ESTATE
a RETAIL
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(7.8%) (6.2%) (4.8%)

2 4_

MINING CONTRACT
CONSTRUCTION

ALL OTHER

(39%)
1.9 (2.8%)

1.4

(3.9%)
2.0

I/As "Mad In coaporae incom tax returns. i968 latest available yeat

Soum : Treasy Det.
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Chart 43

RATES OF RETURN a OTHER FINANCIAL RATIOS
ALL CORPORATIONS IN VARIOUS INDUSTRIES,1967'

77 f01 A,

0 I * A- ,m[IIq l0 I c1
' MW1,10 A -11 UOIa0d'1. I no
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;/Stockholder equity.

!including transportatlon.

Soarce: Treasury Dept, Internal Revenue Serice, Statistics of Incorne, 1967 Corporation income Tax Returns



CONSERVATION FOUNDATION

By SYDNEY HowE, President

As the demands of the economy challenge ever more sharply the
capacity of our environment to absorb wastes and to provide resources,
we consider it of increasing importance that discussion of the state of
the economy include consideration of environmental matters. With
this in mind, we recommend that, in the future, the Council's report
be expanded to encompass: (a) major effects of environmental poli-
cies on employment and the structure of the economy; and (b) major
effects of economic growth on the environment and the supply of non-
renewable resources.

To be more specific, we believe that the following questions deserve
attention in future annual reports:

(1) What is or may be the effect on the economy of pricing
and taxing schemes designed to abate pollution or conserve natu-
ral resources (such as sulphur oxide emission charges, or higher,
rather than lower, electricity rates for large-volume consumers) ?

(2) What effects can National and State air pollution control
programs be expected to have on employment and economic
growth?

(3) What have been the environmental effects of the adminis-
tration's economic policies, particularly the removal of the auto
excise tax and the 10-percent surcharge on imports?

(4) What are the long-term income redistribution effects of
environmental protection measures?

(5) What are the long-range implications of present patterns
of economic growth for the Nation's and the world's environmen-
tal and natural resources? Are there alternative patterns of
growth that would more effectively provide employment, main-
tain price stability, and conserve resources?

Just as the Council on Environmental Quality incorporates eco-
nomic concerns into its annual report, so, we believe, the Council of
Economic Advisers should include environmental matters in its annual
reporting. The health of the economy and the health of the Nation's
environment depend upon careful recognition of their interrelation-
ships. The Council's annual report could become an important instru-.
ment for fostering understanding of the economic aspects of these
relationships.

(1019)



CONSUMER FEDERATION OF AMERICA

WAGE-PRICE CONTRoLs

The administration's wage-price program to stabilize the economy
is a failure, resulting in stringent wage increase restrictions while
prices and profits increase virtually without restraint.

Under voluntary compliance, corporate employers-backed by the
Pay Board-have resisted reasonable increases in employee income.
At the same time, corporations-backed by the Price Commission-
have pressured for and received innumerable price and profit increases
inflating the cost of living. By imposing wage controls on low-income
families and allowing price increases, the Pay Board has imprisoned
consumers in growing economic impoverishment.

Inflation of consumer prices resumed in December 1971, approaching
5 percent per year, with few indications for real relief. Unemployment
remains above 6 percent while wages of unorganized workers and
many of the organized are effectively held at or below the Pay Board's
5-percent guideline despite significantly increased productivity. Re-
sponsibility for failure of the economic stabilization program is
directly attributable to administration policies and the execution of
phase II.

(1) The program fails to recognize that the central problem is self-
determined pricing by that 50 or more highly concentrated industries
which dominate the economy. Pricing by those industries has largely
been unresponsive to the commands of overcapacity and weak con-
sumer demand.

(2) The program ignores Government-supported devices for main-
taining artificially high and noncompetitive prices such as: retail price
fixing of whole milk at the State level and politically fostered increases
in price supports of manufacturing milk and other agricultural
commodities; State "fair trade" laws and antiloss leader laws: sup-
pression of price competition legend drugs;. production allowances
and import quotas for oil.

(3) The program wrongfully exempts from control prices charged
by large corporate farms owned by agribusiness conglomerates finan-
cially able to withstand the vagaries of crop yields and powerful
enough to negotiate high prices on crops produced with underpaid
migrant labor.

(4) Consumers are systematically excluded from the Price Com-
mission's decisionmaking processes.

(5) Base-price postings, reflecting uncertain relationship to actual
ceiling prices, prevent consumer influence on retailers to hold down
prices.

(6) No effort has been made to organize and instruct consumers for
a role in the enforcement mechanism.

(7) In the one product line-prescription drugs-for which the
posting of base prices would have promoted meaningful price com-

(1020)
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petition, the Price Commission reversed its policy, permitting drug-
gists to escape the obligation to post retail prices. Even those drug-
gists with $200,000 or higher volume are allowed to present consumers
with an incomprehensible wholesale catalog.

(8) The Price Commission -has ignored, and gives no indication of
any interest in, price increases achieved covertly through reductions
in quality or withdrawal from the market of low-priced lines. Re-
sultant degrading of product quality contributes to further inflation,
weakens the marketability of U.S.-made products in world trade, and
further jeopardizes international trade.

(9) By permitting firms to take a normal markup on manufac-
turers' approved price increases, the Price Commission facilitates
pyramiding of original increases as wholesalers and retailers add
markups. The result is price inflation by the Commission's own hand.

(10) By conducting closed-door decisions, the Price Commission
hurts its own credibility.

(11) The appearance of personnel shifts and public information
policies in the Bureau of Labor Statistics, and unresponsiveness to con-
sumer complaints of price rises by the Internal Revenue Service have
undermined public confidence in the Price Commission, the Consumer
Price Index, the Wholesale Price Index, employment rates, and in en-
forcement of price controls.

CFA vigorously renews recommendations made at the President's
request, September 21,1971:

(1) On an equal basis with business, labor and Government,
consumers be guaranteed the right to participate in machinery
established for development and implementation of Government
policy.

(2) Inequitable control of wages must be halted.
(3) To restore consumer confidence and stimulate spending,

ceilings be established on corporate profits and dividends, with
surpluses passed on to low and middle income consumers, that
segment of society which will and must spend.

(4) Effective curbs be placed on corporate profits to eliminate
need for wage restraints in those industries that enjoy increased
productivity.

(5) A meaningful economic program be established which en-
compasses: (a) Federal action to roll back high interest rates;
(b) reduction of the cost of basic energy sources; (c) vigorous
enforcement of antitrust laws; and (d) use of Federal and State
regulatory machinery to stem the increase of prices in "regulated"
industries. It must be recognized that governmental action or
inaction has provided much, if not most, of the stimulus for higher
prices in the marketplace. Federal fiscal policy has resulted in the
highest interest rates in this century. Federal energy policy has
given the consumer the highest electric. natural gas, oil, and coal
prices in history.

Ineffective enforcement of antitrust laws has allowed monopoly
and oligopoly industry to administer prices, largely unaffected
by normal market factors. Weak, ineffective Federal and State
regulation has allowed inflationary increases in retail utility and
transportation rates. In all these areas, the consumer pays higher
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direct retail costs for housing, goods, and services and higher in-
direct costs which are passed along to cover higher manufacturing
and distribution expenses caused by the same inflationary forces.

(6) To be effective and equitable, meaningful and fair enforce-
ment of price ceilings is essential, and machinery must be estab-
lished to guard against outright violations, substitution of lesser
quality materials without corresponding price reduction, with-
drawal of lower priced commodities, and other methods of cir-
cumvention of the intent of economic restraints. Any program
predicated on voluntary adherence is totally unsatisfactory, since
the consumer is unable to insure honesty and complince in the
marketplace without affirmative and open disclosure requirements.
To this end, the Government must also establish and expeditiously
publish meaningful statistical data assigned to assure compliance
and highlight violations. Any statistical base must recognize and
compensate for the unfortunate fact that the cost-of-living index
has been at an all-time high.

(7) Tax policies associated with an economic program must
provide for equitable treatment of consumers. Significant tax
reductions spread to all consumers, especially those in lower in-
come brackets, would increase consumer spending and create jobs.
Unfair, billion-dollar tax advantages to business, whether through
investment tax credits or accelerated depreciation schemes such
as the asset depreciation range regulations, merely increase cor-
porate profits, deny increased purchasing power to the consumers
most likely to spend increased income, and will not succeed in de-
creasing unemployment in light of present underutilization of
plant capacity. Any benefit bestowed on business must be accom-
panied by an affirmative action program guaranteeing the crea-
tion of new job opportunities, particularly for the hard-core un-
employed.



COOPERATIVE LEAGUE OF THE USA

By STANLEY DREYER. Piwesident

On behalf of the Cooperative League of the USA, I thank you and
the entire Joint Economic Committee of the Congress for your kind
invitation to coimment on today's economic issues including the 1972
Economic Report of the President. Since every member of a coopera-
tive is an equal owner in his business, each of these individuals has a
direct economic stake in our Nation's policies. The Cooperative League
is unique in representing the broad range of customer-owned busi-
nesses including insurance, farm marketing and purchasing, rural
electrics, credit unions, student, group health, housing and other con-
sumer goods and services. In the Cooperative League's last biennial
congress (1970) our members charges us:

To make known to the Govermnent, its agencies and other
groups, the Cooperative League's position on issues affecting not
only cooperatives but the general welfare of all citizens * * *.

In fulfilling this duty I will draw heavily on policy statements of
our congress and board of directors. To keep my comments in focus I
will discuss some of the most crucial of our economic policies.

First, I would like to comment on the present administration's 1972
Economic Report delivered to Congress January 27. In it the Presi-
dent sounded optimistic about the curbing of inflation and unemploy-
ment; however. as with many members of this committee, we cannot
wholly agree With the President's assessment. When some States still
have 10 percent unemployment, we should all realize that the job of
solving this problem has only begun. The report itself contains too
few innovative approaches which will be required if unemployment is
to be drastically reduced. Instead of offering new ways to tackle un-
employment and inflation the President seems satisfied to list old
efforts and ask all Americans to continue to be as patient with his
programs as they have been these last 3 years. It is our belief that this
committee will do more than listen to such political platitudes and
will involve itself in enunciating policies that will shift the trend of
the economy upward.

While inflation and unemployment are two of the Nation's cur-
rently most pressing economic concerns, the Cooperative League Board
and Congress believe that two critical causes of these problems are
first, the unavailability of reasonable financing for large segments of
our society and second, the growing economic imbalance of urban and
rural areas.

The Cooperative League Board advocates "an expanded work, edu-
cation and training program on a national basis with adequate Federal
funding to supplement existing inadequate efforts in these areas of
national concern" to combat the general problem of unemployment.

The Cooperative League believes that a high interest, tight-money
policy-now somewhat relaxed-in no way benefits the general wel-

(1023)
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fare, but has the effect of stifling economic activity and growth. Co-
operatives and small businesses are specially handicapped by such a
policy, to the detriment of the people they serve.

Ready access to reasonably priced capital is essential for existing cooperatives
and for new cooperatives that should be developed as important parts of the
solutions to such pressing problems as inadequate housing, substandard or over-
priced health services, inflated costs or poor quality of food and other essentials,
lack of fairly priced credit for low income groups and declining incentive in
urban and rural America. (Policy Statement, 1970 CLUSA Congress)

A tight-money, high interest policy will only widen the gap between
small businesses and large monopolies or conglomerates. Small busi-
nesses which cannot obtain reasonable credit will be further handi-
capped in their competition with giant businesses. History has shown
the great length that monopolies will go to to avoid lowering prices.
The present monetary policies only aid the growing monopolies and
oligopolies to further dominate their market which will not lead to
the reduction of prices-only increased competition can do this. Com-
petition can only survive when interest rates for the vast majority of
businesses are within reason and not accessible only to a select few.

In addition to the need for available credit at a fair interest rate
other financial aid and development assistance is needed to insure
economic development in both urban and rural areas-particularly to
benefit those of limited income. The problems of rural outmirration
to urban areas and their subsequent overcrowding have been well docu-
mented. In the past we have spent a great deal of funds on the cities
since this is where the problems are most visible. It is time that we
address ourselves to the problems of rural America from where many
of these city dwellers come. If we want to prevent the further com-
pounding of these urban problems, we must offer rural residents a bet-
ter life where they are. Only when employment and allied oppor-
tunities are equal in both the rural and urban areas will this excessive
migration to the cities halt.

The Cooperative League Board stated that:
Rural development including adequate farm income and an adequate trans-

portation network, health and sanitary facilities, housing and jobs, must be
backed with adequate funds and legislative concern. Such opportunities must
include the expansion of marketing and supply cooperatives and the direct deal-
ing between agricultural marketing cooperatives and consumer groups, to aid
farm income and lower prices for city people.

To accomplish this goal of rural development our Board endorses
the Consolidated Farm and Rural Development Act (S. 2223). We
believe its provisions will provide rural America with the financing
needed and stimulate further economic progress. The Board also sup-
ports urban development and stated "with certain cooperative-related
amendments, we strongly endorse the Patman-Sparkman proposal for
a national development bank (H.R. 3550 and S. 580)."

Illustrative of the legislation before Congress that our board feels
would help the economy is the credit union bank bill:

We plan to support, as requested, H.R. 6939 to provide for a credit union
bank with some initial Government capital to improve and stimulate the ability
of credit unions to provide low-cost consumer loans, discount notes of credit
unions and sell debt securities in the open market. (Policy Statement, CLUSA
Board 1972)
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There are many specific economic programs that need to be re-
oriented at this time. The area of housing is a good example. It is
regrettable that so many funds have been spent in this area in recent
years -with so little in return. The Cooperative League fully supports
programs to increase homeownership for low- and moderate-income
people. Yet our feelings are that the major beneficiaries have been the
private developers, builders, realtors and the like. While it is clear
that providing incentives for the building industry to get it to attack
the housing shortage is a legitimate concern of the Congress, solicitude
for this one aspect of the total situation must not be allowed to
transcend the primary purpose of housing legislation, which is to give
better housing to those who need it most.

In summary, it is the Cooperative League's hope that this committee
will show the directions most likely to ease the problem of obtaining
credit, and bring into balance once more our urban and rural develop-
ment.



CREDIT UNION NATIONAL ASSOCIATION, INC.

By HERB3 WEGNER, Managing Director

This statement is submitted on behalf of the Credit Union National
Association, Inc., which represents both federally chartered and State-
chartered credit unions in all 50 States, the District of Columbia, and
Puerto Rico. These groups include in their aggregate membership
more than 20 percent of the families in the United States. The number
of individual accounts total more than 24 million. The Credit Union
National Association appreciates this opportunity to comment on the
Economic Report of the President to Cbngress of January, 1972.

Like other savings institutions in 1971, credit unions by the end of
the year had received much more in savings than their members re-
quired in the form of new loans. In less than 36 months they had built
up a liquidity pool of nearly $4 billion to service members' needs. For
the last 36 months we have been in a recession. In a recession our mem-
bers, like most families in the United States, have generated a large
amount of savings and have shown an unwillingness to increase their
installment debt. Yet credit unions are not the prime savings institu-
tions of families in the United States, nor are they likely to become so
in the future. Still, credit unions-more than 23,000 of them-have
become a significant factor in the economy.

Credit unions are unique among savings institutions for three
reasons:

(1) Credit unions are nonprofit corporations chartered by State
or Federal law, and serve their members only. Each credit union
is operated entirely by its members as a self-help enterprise to
enable them to meet their own personal needs. Any money left
over after expenses is returned to the members in the form of
dividends on savings and interest refunds.

(2) By law the elected officials of the credit unions must be
volunteers who serve without pay. An estimated 250,000 men and
women are serving in such positions without financial reward.
Credit union leaders consider credit unions not so much as finan-
cial institutions, but as a movement-with the goal of bringingt
economic benefit to more and more families in the Nation. To
overlook the movement concept is to overlook a fundamental fact
about credit unions.

(3) Credit unions have been shaped by their member-owners
to serve their specified needs. Each member must purchase at
least one share, usually $5, as part partnership in the credit union.
Above this sum, members may add to their savings in any amount.
The credit union then lends to all its members from these funds,
giving first consideration to the character and need of the bor-
rower. The motto of the credit union movement is, "Not for Profit,
Not for Charity, but for Service."

(1026)
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Issues raised in the economic report seem to suggest that govern-
ments have found themselves trying to achieve simultaneously a num-
ber of desirable but incompatible goals. The result has usually been
the failure to achieve any of the goals. Occasionally a government has;
been bold enough to openly abandon some cherished ambitions in order
to obtain a single objective, but this has happened only under the
pressure of an emergency. Even though the Administration has in-
stituted a series of price and wage controls, they have not totally solved
the fundamental problems facing the economy. It is difficult in any
economy to secure price stability, a rapid rate of growth, and full em-
ployment all at the same time.

Government policy as outlined in the economic report seems to sug-
gest that the administration would like to reduce both unemployment
and the rate of inflation. Perhaps the administraion will have to de-
cide how much it can concede on the latter in order to insure that
price increase are not so great as to damage the prospects for increases
in employment.

The, highest acceptable rate of unemployment may be about 4 per-
cent and the maximum annual rate of inflation approximately 3 per-
cent, but policies have yet to be devised that wvill guarantee that neither
is exceeded. A choice between desirable aims will also have to be
made internationally if the world's monetary system, whose main pur-
pose is to facilitate the exchange of goods and services, is to work un-
impeded by periodic crises. Freer trade between nations can strengthen
our domestic economy. Some international agreements are indicated to
facilitate trade and commerce. It is unlikely we can attain a stronger
international trade position with complete price stability, a rapid
rate of growth and full employment, all at the same time.

An unanswered question is how many of these objectives are we
willing to modify, or even surrender. 'Whatever else may have to
change, the relative freedom of trade that has been achieved over the
past quarter of a century should be retained. Perhaps it will be neces-
sary to reduce more nontariff barriers to trade. The United States has
been at a disadvantage in dealing with some trading nations, largely
because of pressure groups asking for provisions to keep out foreign
goods that compete with our ow.n products.

ANALYSIS AND COMMMNTARY

Economic policymakinfw has been put to a series of difficult tests in
the past several years. The most immediate and direct objective of
government economic policy is the encouragement of a vioorous ex-
pansion in the economy in 1972, and along with it a significant reduc-
tion in the unemployment rate. At the same time there should be a sig-
nificant reduction in the rate of inflation. The administration has set
the goal of about 31/4 percent increase this year in the gross national
plroduct deflater.

The basic objectives are to force a strong rate of business expansion
and a significant reduction in unemployment, but to do so consistent
with meaningful progress toward bringinwr down the rate of inflation.
Finally, an objective of the administration is the reduction in the
deficit in balance of payments to manageable proportions.

The important thing is that progress be clear and that economic
policy action by the United States contribute to a favorable environ-
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ment for restructuring the international monetary system for the
longer pull. The main instruments being employed to achieve our
economic objectives are the Federal deficit and monetary ease. The
strategy of the administration is to use the budget deficit aggressively
in the first half of the current calendar vear to provide a fiscal thrust
in, the economy. The budgetary planning in economic terms has the
potential of providing an important stimulus to economic activity. In
monetary policy the Federal Reserve System has been carrying the
policy of ease. Since the fall of .971, there has been a major effort to
puslY down short-term interest rates and thereby bring long-term rates
down. Monetary policymakers have aggressively used their influence
on the discount rate, the Federal Reserve fund rate. and the rate at
which the Federal Reserve loans are granted to government security
dealers, to bring down short-term rates. Policyvhas been to restore
abmndcant liquidity to our economy and to bring down short and long-
term interest rates.

While it is difficult to quarrel with the application of highly stimu-
lative fiscal and monetary policies under current domestic economic
conditions, there is still a great deal of slack in our economy, with
the unemployment rate running about 6 percent and industrial
capacity utilization at about 75 percent.

It would seem to make sense to run a large deficit and to pursue
an aggressively easy credit policy. It can be argued that improvement
in the productivity in an expanding economy, along with phase II
controls. will provide the actual reduction in the rate of inflation.
This, however, is a simple view of a very complex economy.

Public confidence in these economic policies has not yet been at-
tained. There is a certain amount of skepticism at home and abroad
that the United States will, in fact, succeed and curb inflationary
pressures. Since the beginning of this year there has been a fear that
a new surge of inflation is in the not-too-distant future. Public confi-
dence was not enhanced by the sudden and surprising announcement
of a $38.8 billion government deficit-a figure much higher than was
contemplated before the budget message. It is also based on the as-
sumption that the Federal Reserve will continue an aggressively easy
credit policy designed to promote vigorous business recovery.

There is a dilemma: The very fiscal and monetary policies being
pursued to encourage a strono expansion and economy may do serious
damage to public confidence. If our public policy contributes to con-
tinuing tensions in the international monetary narket, this will be
reflected in our own equity markets and ultimately in the willingness
of consumers and business firms to step up their spending. Moreover,
if monetary policy continues to. move aggressively towards credit
ease, the outcome inay simplv be a further strengthening of the ex-
pectation of inflation. If public policies continue to create uncertainty
with respect to inflation we may go through an extended period of
rather weak consumer and capital spending, with only a sluggish re-
coverv of the economy.

It may be worthwhile to consider the ends of the policies that we
desi re. This may be a tradeoff between the goal increasing employment
and the acceptance of some rate of unemployment. If a tradeoff is
necessary. perhaps we may be willing to accept more inflation if we
have less unemployment. From the point of view of public confidence,
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it might be quite constructive for the administration to hold back on
additional Federal expenditures in the first half of this year, even
though it is an election year. This might give greater confidence to the
private expansion of the economy. Based on the experience of financial
institutions, including our own, perhaps we have enough liquidity
within the economy so there is no great need at this point to move more
aggressively toward more monetary ease. All over-the-counter savings
institutions seem to have more than adequate liquidity to handle their
needs for this year. Perhaps the objective of monetary policy should
be to prevent a further decline in short-term rates, perhaps allowing
for a rise in governmental short-term rates. A further lowering of
short-term rates would lead to a renewed weakening of the dollar in the
foreign exchange markets. This certainly would hurt the present posi-
tion of the United States. Perhaps, in order to get the economy going,
our policy should be to pull back from large Federal deficits as best we
can, while avoiding increasing the degree of credit ease and even be-
ginning modestly to reduce the availability of credit. This could create
confidence within the economy.

The credit union movement stands ready to aid the administration in
providing consumer credit to the families that belong to credit unions.
Although we presently have a large deal of liquidity, we recall the his-
tory of the past decade and realize that we may need liquidity facilities
if the programs of the administration are successful. A prosperous
United States will draw down the liquidity pools of the credit unions
and allow us to aid the economy to achieving fuller employment.

In order to survive liquidity pressures of the 1970's, credit unions
will need a central facility to provide liquidity for the type of consumer
paper handled by them. This facility should take into account the close
relationship between credit unions and their unique characteristics
as financial institutions. It would enable them to perform the historic
function with greater ease in a changing economic environment. The
central liquidity facility would provide an answer to the unique operat-
ing procedures of the member institutions. This liquidity facility is
desirable, regardless of what precise fiscal and monetary policies the
administration chooses to pursue.

In addition, there is a need for additional and different types of sav-
ings instruments in the credit union movement. The basic savings
instrument has been the share of ownership, but there are signs that
other instruments are needed to attract greater savings flow into credit
unions in the future.

The Credit Union National Association appreciates your invitation
to comment on the economic issues which concern the Nation and our
organization. We have tried to present the problems as we seem them in
terms of the economic report of the President. We hope that these
remarks will be the beginning of a continuing discussion of institu-
tional changes vitally needed for credit unions.

SUMMARY

From the Economic Report of the President it appears that the
goals of the Federal Government are to:

(1) Reduce unemployment.
(2) Reduce the rate of inflation.
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(3) Strengthen the current potential of the Nation.
(4) Strengthen the balance-of-payments position.

The policies being followed by the administration to accomplish
these ends are:

(1) Monetary ease by the Federal Reserve System.
(2) An increased budgetary deficit.
(3) Price controls.
(4) Agreements on international trade concerning trade

barriers.
While the goals are admirable, it is doubtful whether they can be

achieved simultaneously. It is the opinion of the Credit Union- Na-
tional Association, Inc., that the primary problem appears to be a
"wait-and-see" attitude on the part of the consumer as well as the in-
vestor. There appears to be a lack of confidence affected mainly by the
disillusionment of the Vietnam war, other international uncertain-
ties and apparent inability of the Government to manage the economy
in such a way that reduces problems from either inflation or unem-
ployment. Our recommendations of necessity are general. These are:

(1) That if the choice has to be made between inflation and un-
employment, we should put the emphasis on less unemployment
even if if means a little more inflation.

(2) We must put our economic house in order by reducing Gov-
ernment deficits and developing confidence in the economy both
domestically and internationally.

(3) Money for growth and expansion is available and what is
needed is the confidence to move forward.



RICHARD J. DALEY, MAYOR, CHICAGO, ILL.

Mr. Chairman and distinguished members of the Joint Economic
Committee of the Congress of the United States. I want to thank you
on behalf of the people of the city of Chicago for this opportunity to
present our views on the economic problems which currently confront
us. It is the job of economists and technicians to understand and pre-
dict relationships between major economic variables, and there is no
issue which affects the people of Chicago more than unemployment
and inflationary pressures. To those affected personally, increases in
unemployment rates and rises in prices are not matters of statistics,
but too frequently of personal despair for families. In addition to
the helplessness which many individuals caught by economic changes
feel, the consequences of rising unemployment do not fall randomly
on our population. In certain communities and in certain areas, in-
creasing unemployment is a blight which makes impossible any dreams
for better neighborhoods and a better life for the children of these
communities.

The ability of a city to fulfill its social and environmental goals-
to provide adequate housing to enrich the general quality of life de-
pends on the strength of its economy.

Yet the city's economic climate is inevitably affected by forces be-
yond its control. National economic policies-national labor agree-
ments-national legislation-all directly influence the local economy.
National trends have been basically responsible for producing rising
unemployment which, for example, has resulted in a Chicago metro-
politan area unemployment rate of 4.3 percent in August. And there
are 28 community areas in Chicago with unemployment rates in excess
of 6 percent.

The Emergency Employment Act provides about 1,300 jobs for the
unemployed in Chicago when a minimum of 110,000 persons need
work. Welcome as the additional jobs are, there can be no question
of the inadequacy of the relief.

EEA is a promising step in the direction of addressing the critical
manpower needs of cities but it fails to confront adequately the dual
nature of the urban labor market.

In Chicago-as in all cities-we have people who are trapped in
poverty and unemployment and underemployment even when times
are good for the rest of the country.

These people are not truly reflected in the unemployment statistics,
much less in the urban opportunity structure. For example, when we
tried to estimate unemployment for the Emergency Employment Act
we used ADCU-unemployed fathers who are welfare recipients but
eligible to work-as a measure of unemployment not insured by un-
employment compensation (which forms a major building block in
the production of unemployment statistics). In some poor neighbor-
hoods the difference between unemployment rates using unemployment
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compensation claims as a building block and rates weighting in ADCU
clients was as much as 10 to 15 percent.

These people form an army of unemployed in our cities and man-
power and economic policy makers must face up to the need for
drastic remedies if our cities are to be saved.

In a recent issue of The Public Interest, Dr. Norton Long suggests
that cities face a crossroads: they can become "reservations" for the
poor or they can ibe regenerated. Inadequate measures such as welfare
and many manpower training programs which in essence are merely
maintenance programs for the "reservations," do nothing to halt the
devastating process which has left so many of our people in poverty.

At a time when cities most desperately need programs aimed at
regeneration, not mere maintenance; while thousands of urban citi-
zens are desperate for work, the expansion of job creation in the public
sector appears to be a promising match between the need for public
services on the one hand and the need for meaningful jobs on the
other. The public service needs include areas such as environmental
quality, health care, housing, neighborhood improvement, recreation,
child care education and other programs that contribute directly
to the betterment of the community. A survey conducted by the
National Civil Service League showed that the city of Chicago could
use more than 30,000 additional workers in expanding services that
would contribute directly to the community.

While transitional public service employment offers relief to those
who are temporarily unemployed, it is obviously not a panacea for
the manpower problems of the city. Unless transitional programs are
tied to a manpower system which emphasizes job creation as well
as skill training on a permanent basis, they offer little hope to those
trapped in unemployment and poverty.

As complex as these problems in Chicago are, we are better off
than other cities. Chicago's diversification with a wide range of manu-
facturing and service industries makes it a relatively fortunate city.
While Four unemployment has been rising, it has been increasing more
slowly than in many cities. There are factors in the local labor market
which are directly influenced by local policies.

No factors are as critical to the vitality of cities as economic and
manpower development. They are the essential key to meeting the
entire complex of urban problems and lifting the quality of life in the
city. The problems of housing, education, welfare-for example-
relv on economic and manpower development for their solution.

There are many "experts" who suggest that big cities can no longer
function. They say cities are too masive, too complex, too overcrowded,
and too old.

We do not agree that cities are too masive, to complex, too old and
too overcrowded to serve people and industry. The population density
of Chicago, for example, is no greater today than it was 40 years ago.

We cannot share the pessimism about the future of cities. The city
can support the economic bases which make possible its complete set
of services. Industry has moved from many cities by the reasons
for the move have to do more with changing technology and trans-
portation systems than with the capability of the city to support
industry.
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After World War II, nearly every city in the industrial north and
most of the older cities began to lose a substantial portion of its
industry. Some said the reason for this loss was increasing taxes and
an older environment. But a whole host of studies have made -clear
that the principle reason for this shift had to do with the way industry
was able to both ship and receive its- materials. Until shortly after the
war, there was no industry which was not in the main.heavily depend-
ent on the Nation's rail system to reach regional or national markets.
Later, trucking became the most important mode of shipping. The
Federal Government encouraged this basic change in technology
through vigorous programs of highway construction providing 90
percent of the costs in the "interstate program."

This enabled industry to leave the cities-and by using cheaper
land-build modern plants which required a smaller labor force. This
set of policies had serious implications for all major cities. PrincipalL
ly, it meant that income and jobs would be drained from' the city.

This new set of circumstances interrupted the traditional role of
the city. Throughout nearly all of America's history the waves of
poor immigrants came to the city. They came because there was work
and opportunity for them and their families.

Chicago, in Sandberg's words, was a city of "Broad Shoulders,"
teeming with people and jobs. When Chicago was "Hog Butcher" to
the world, the stockyards meant 45,000 jobs for 45,000 families. Chi-
cago was railroads and steel and printing, and Chicago was jobs. And
to America's immigrant, cities were jobs-and jobs were opportunities
for a better life.

The cities must continue to provide jobs-and they can.
Between 1960 and 1970, Chicago has slowed down the loss of mant-

facturing jobs. We have not been able to do this without help. The Eco-
nomic Development Administration, has helped us a great deal.

We have had two designated economic redevelopment areas in
Chicago-in our old stockyards area and on the West Side. Though
Economic Development Administration's budget has been small, the
program of public works, business loans, technical assistance, and
manpower training have helped to provide basic keys to real eco-
nomic change in these areas. It is absolutely vital that the Federal
Government expand these efforts if we are to be assured of a resource
base which can permit us to solve the human problems of cities.

The decentralization of administration which has been contem-
plated by the Department of Labor offers cities the hope of having
more tools to make manpower programs more adequately address local
employment problems.

At the Federal level, policies which have been directed toward
raising private income have been based to a large extent on a premise
which we must now-acknowledge was only partially true. Stated
simply, this policy assumed that unemployment results mainly from
insufficient skills or an inadequately trained labor force when there
are healthy economic conditions. A look at the conditions of the
1960's suggests however that we must do more than provide training
programs.

Since 1.960-61, when we experienced our last major recession, we
have witnessed a spate of nationally generated manpower programs
offering different cures for different ills. There are programs to re-
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train those displaced by technology or for other reasons. There are
programs to motivate the unmotivated, programs to provide a wide
variety of supportive services, including day care, transportation,
health care and "aid to first pay," programs to provide income main-
tenance, and programs to provide incentives to industries to hire and
train those who are disadvantaged because of lack of education and
skills. Now we are witnessing programs to provide actual employ-
ment in the public sector because private industry has cut back its
work force.

Because of the wide variety of approaches and the multiplicity of
programs, we established the mayor's office of manpower a vear ago
to coordinate planning and program development, to monitor and
evaluate program implementation and to learn as much as we can
about which techniques are successful and what program mix makes
the most sense.

One of the first things which was readily apparent was tOat train-
ing programs alone cannot penetrate the concentration of unemploy-
ment and poverty in the inner city. The training programs of the
1960's were aimed at helping the poor and minority groups. But even
during good economic times, these programs did not solve this con-
ecentrated unemployment.

According to an urban employment survey conducted by the, U.S.
census in a select group of inner city areas, unemuloymelit in 1968 in
these areas was at a rate exceeding 10 percent. The obvious conclu-
sion is that the training efforts alone. had not had much impact on
these pockets of unemployment. We believe that training and other
manpower programs must be used as only one of a variety of tools
to generate new economic aand social growth within the inner city.

To successfully reduce unemployment, we must stimulate expan-
sion of the job base available to inner city residents.

To bring jobs back to the inner city it is necessary to understand
that the shift of the manufacturing base has not occurred between
regions but has been mainly a shift from the city to the suburbs. Some
experts have suggested that speedy, economic public transportation
will permit inner city people to reach these suburban jobs. But with-
out an effective public transportation system within the suburbs, the
problem remains of how to get the worker to the job site. There is no
metropolitan area in the Nation which has an adequate public system
of suburban transportation.

Neither have most suburban areas been willing to provide for low-
income housing so that poorer people can live near the job: the inescap-
able conclusion is that the mix of Federal programs which have
stimulated industrial decentralization is directly related to high rates
of inner city unemployment. It is obvious we must bring jobs back
to the central city while working for an atmosphere which' provides
housing opportunities for all income levels throughout metropolitan

. areas.
One of the difficulties we have experienced is that Federal pro-

grams have been fragmented. The Labor Department focuses its
attention on upgrading skills. Unfortunatelv the trainee often is not
located geographically in an area where there is a demand for these
skills.

We. need to provide jobs where the trainee can take advantage of
them.
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Since 1963, Chicago has benefited by EDA and its predecessor, ARPA
assistance. First came the mid-Chicago economic development plan.
Subsequently two economic development areas were designated. These
were our historic stockyards and the Midwest impact area. The result
of all of this was the development of two inner city industrial parks
and the planning of a third. Between 1963 and 1969, the city added
23,000 manufacturing jobs in the mid-Chicago area where it had
previously lost 70,000 jobs. The point of all of this is that something
can be done if we have the resources to do it.

In the last decade, Chicago experienced a total citywide gain of
63,000 industrial jobs. This is an indication of the confidence the
industrial community has in the city.

Beginning in 1969 and 1970, as the unemployment rate nationally
began to climb steadily, these hard won gains in jobs for -the people
of Chicago began to deteriorate as a fiscal and monetary policy de-

'signed to "take the steam out of inflation" took hold. The unemploy-
ment rate in the city of Chicago not including the metropolitan area
rose from a figure near 4 percent in 1968 to a. rate of 6.8 percent by July
of 1971, leaving Chicago with more than 110.000 unemployed labor
force members. We cannot altogether evaluate yet whether the admin-
istration's "new economic policy" really promises to have effect on
inflation, but even if it does, the price for this policy seems to be laid
most directly at the doorstep of the poor and the middle-income worker.
Certainly we can see that the economic policies implemented prior to
phase two did not reduce the rate of inflation but produced only grow-
ing numbers of the unemployed.

The Congress, in our view, has not been neglectful of its responsibili-
ties to suggest programmatic means to deal with some of the major
problems of this recession. The accelerated public works bill in par-
ticular, which won the approval of the Congress, but was found
inacceptable to the administration, would have created directly and
immediately jobs for unemployed 'persons and done so without creating
local inflationary pressures because of the real slacks in the con-
struction industry. Second, and equally important, it would 'have pro-
vided opportunities to undertake projects which would have 'had major
effects in improving the quality of life in impacted urban areas and
concomitantly provide an infrastructure to stimulate permanent pri-
vlate sector job growth giving a long run stimulus to urban economic
development. The legislation which the Congress has been considering
to give export investment credits to firms which undertake to sell
its products abroad could be very beneficial to Chicago's unemployed
also, but such legislation, if it is not purely to benefit private sector
interests, ought to be tied to stimulation of the export industry in
areas impacted by persistent and substantial unemployment. Such a
focus would be both anti-inflationary and provide jobs where they are
needed the most. As we have said earlier, a principle of Federal policy
that we must take issue with is that structural unemployment is based
principally on inadequate skills of the unemployed. Areas 'with per-
sistent unemployment suffer from inadequate job growth-even when
national conditions substantially improve. We must insist, too, that
the Economic Development Administration move with vigor and in-
creased resources provided by the Congress to the urban scene where
pockets of unemployment are as large as most full sized big cities.
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Cities must be able to renew their historic function to provide routes
gut of poverty toward middle class life if our Nation is really to pursue
the goals of meeting our major human and social challenges. Neither
do we expect that the Federal Government and Congfress will do
this alone. We, in the cities, expect to do our part, can do our part,
and will do our part.

Based on our experience, we are undertaking a new approach in
Chicago. WTe are forming a joint council of manpower and economic
advisors which 'parallels the President's Council of Economic Advisers
with one important exception. This group will be responsible for
relating to policies both with respect to. stimulation of the private
sector and deal with the training of adequate manpower.

This council will include university and bank economists, other de-
partment heads. and representatives of labor and business. It will have
many responsibilities.

First, it will -develop a system of reporting local economic indicators
essential to the development of integrated economic strategy. It will
point up strengths and weaknesses in the economy and recommend
policies related to these. It will evaluate the economic implications
of transportation, housing and public works policy and relate the
effects of these on the rate of unemployment and potentials for econom-
ic growth.

The Council will submit an 'annual report of these conditions and
make recommendations. Equally important, it will develop proposals
for Federal programs consistent with the full employment act of
1946. Hopefully, it will provide important contributions for 'all of
us concerned with central city development and a new -way of relating
to the social concerns which all of us have.

We have learned that successful economic development requires
a full partnership of community, government, and private resources.
On the 'rivate side individual companies must be made welcome by the
community. In the inner city, especially, residents must be assured
that economic growth is part of a total community program in which
they participate and benefit. The resources, technical expertise, and
benefit. The resources, technical expertise 'and public sector invest-
ments of government are crucial to this total development package.

'In summary, we feel the following steps should be taken:
(1) Public service employment should be made a permanent

measure and increased in scope.
(2) Congress should resubmit the Public Works Acceleration

Act.
(3) Tax credit to stimulate export industry should be tied -to re-

ovvirements that private firms benefitting be located and recruit
manpower in areas of persistent and substantial unemployment.

(4) Congress must mandate EDA to permanently relate to
unemployment problems of inner city areas and increase EDA's re-
sources to undertake these programs.

No longer can industry disregard the community in which it is
located. Neither can the residents or local government be indifferent or
hostile to private economic interests which are -providing jobs and
income. If urban policies are to regenerate 'the inner citv economy,
they must 'in fact, reflect the title of the report of our su(ccessful op-
eration in the West Side development area-"Partnership for Action."



FEDERAL STATISTICS USERS' CONFERENCE

By JOHN H. AIKEN, Executive Director

The Federal Statistics Users' Conference appreciates the commit-

tee's invitation to comment on the economic issues which concern the

Nation and on 'the recommendations made in the administration's
economic reports. Because of our specialized area of interest, our

views and comments are directed to the economic data which provide

much of the information upon which the President's Economic Report

and the report of his Council of Economic Advisers is based.
FSUC is an association comprising 174 organizations generally

classified as business firms, labor unions, nonprofit research organiza-

tions, State and local governments, and trade associations. These mem-

bers have a common interest in encouraging the development of ad-

equate, timely and reliable information from Federal statistical
programs.

ALLOCATION OF RESOIRCES FOR STATISTICS

At the outset, we must reemphasize our continuing concern about

the need for improvements in economic statistics and the failure in

the past to allocate sufficient resources for the development of eco-

nomic statistics in keeping with the real growth of the economy.

What concerns us even more is that so little attention is given to

the voices of the few organizations that have played a leading role in

urging and defending the development of adequate and proper eco-

nomic statistics. We commend the Joint Economic Committee and the

Council of Economic Advisers, which, over the years, have repeatedly

emphasized that our economic statistics can be, and must be, further
improved.

It must be recognized that there is a constant need for an examina-

tion of the economic data that make up our statistical base and for

identifying areas where improvements are needed. Following this

is the need to allocate sufficient resources to meet the growing needs

for economic data and to improve their quality.
On the question of funding of statistical programs, we wish to point

out that one of the purposes of the Federal Statistics Users' Confer-

ence is to encourage the development of sound and adequate Federal

statistical programs of optimum usefulness at minimum cost. As we

have often pointed out, we recognize that, from time to time, there

may be a need for initiating completely new statistical series, but our

primary concern has always been with the need for improving and

expanding our ongoing, current statistical series to take maximum

advantage of the investment the Nation already has in these data.

The Federal statistical system is indeed a national investment that

is of en not recognized. This investment provides a valuable return that

is difficult, if not impossible, to measure in dollar terms. It would be

helpful if those in Congress that are concerned with appropriations
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could view our statistical output in terms of an investment with a
definite payout. But experience shows that the Congress is more then
inclined to assign a low priority to statistical programs when it comes
to the appropriation of funds.

In the past several years, the anmual budget for statistical programs
proposed by the administration appears to have represented a mini-
mum that it considered both requisite and essential in years of fiscal
stringency. Curtailments of the budgets by the Congress at various
times has resulted in obtaining less than the minimum required. As a
consequence of these two actions, we believe that the statistical system
has not kept pace with the growth in the economy and the needs for
data. As was pointed out by the Council of Economic Advisers in its
1971 report, "if we take account of the Federal resources that have
been devoted to the development of economic statistics since 1963 we
find that the level of support has remained the same while the real
economy has increased by almost one-third."

This year the shortcomings of the past' have been recognized in
"Special analysis F" of the President's budget, where it says "Many
of the deficiencies in Government statistics can be traced to outmoded
and underfunded statistical programs overburdened by pressing new
demands."

The President's budget for fiscal 1973 proposes an increase of 18.2
percent for all statistical programs, and a 16.7-percent increase for
economic statistics. Although we are not in a position to pass judgment
on the merits of all the programs making up the total statistical
budget, we appreciate the increasing attention being given the statisti-
cal system in the heirarchy of priorities in the Federal budget. We are
pleased to note that key programs we have supported previously, or
consider critical now, are included.

And finally, on the question of funding, we wish to repeat the state-
ment of our position made to this committee last year: FSUC is well
aware of the necessity for the prevailing budget constraints and the
need for economy at all times. Our organization does not advocate
massive, wide-scale increases in budgets for statistical programs. We
do believe, however, that some more adequate criteria or rationale
should be developed to ensure that a reasonable and orderly expan-
sion of our statistical programs through adequate funding can be
effected to meet our current and emerging needs.

ECONOMIC DATA NEEDS

We are pleased to note that two of the four top priority programs
in the 1973 budget are for improvements in economic statistics. They
are: (1) to extend and improve the basic data required for the system
of national accounts (defined broadly to include national income and
product, input-output, balance of payments, flow of funds, and na-
tional sector balance sheets) ; and (2) to improve the accuracy and
timeliness of current economic indicators.

On the guestion of timeliness.-Our statement to this committee last
year placed great emphasis upon the need for more timely and accurate
economic data. Previous reports of the Council of Economic Advisers
and the Joint Economic Committee have emphasized this need.
Progress is being made in this area, but more needs to be done.
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At this point, we think it appropriate to direct attention to a prog-
ress report on the efforts of the Government to improve the timeliness
of economic reports. In an article in the December, 1971 issue of The
American Statistician, Julius Shiskin, chief statistician in the Office
of Management and Budget, made the following statement:

Efforts to improve the timeliness of economic indicators received a major
impetus from President Nixon's directive, issued only 3 weeks after his taking
office, requiring the issuance of monthly and quarterly statistics "without un-necessary delay." The Director of 0NIB, who has responsibility for carryingout the President's directive, issued guidelines to attain this objective and,through the staff of the Statistical Policy Division. has monitored this program.
Consequently, one third of the releases of the principal economic indicators areissued by the major statistical agencies more promptly than before the Presi-dent's directive. In the case of other Federal statistical reports, the proportion
is even larger-70 percent. The seemingly more modest speedup for the principaleconomic indicators is accounted for in part by the fact that over the years agreater effort has been made to release the principal economic indicators
promptly, and therefore in recent years it has been more difficult to reduce the
difficult to reduce the release time.

As a result of the speeding up of releases, 58 percent of the principal economic
indicators now are released in 20 working days or less compared with 53percent in the last quarter in 1968. A contributing factor is that about 80 percentare now published within two days of compilation compared with 60 percent 2
years ago.Advance target dates for the release of about 120 principal indicators havenow been published for almost 2 years. Occasionally, agencies have been able
to release data a day or so early and, because of unavoidable compilation prob-lems, have missed some dates; however, over the last year the target dates have
been met in about 75 percent of the cases, 12 percent of the series were releasedbefore the target date, and 13 percent were late. Steps recently taken are ex-
pected to increase further the percentage meeting the target dates.

Improvements in economic data.-Economic events of the past year
underscored some of the deficiencies in our economic statistical base.
For example, "Special analysis F" makes the following statement with
which we concur: " * * after the wage-price freeze was announced on
August 15, a major deficiency in the consumer price monthly informa-
tion; more than half is collected quarterly or semiannually. The fact
that there is no current index specifically measuring changes in wage
rates also became evident. Early retail trade estimates are often sub-
ject to considerable revision. Since retail sales data are used to estimate
about 30 percent of GNP, these revisions seriously affect the early
GNP figures. Late and deficient inventory data also hamper the com-
pilation of the GNP data. Weak data on construction. especially for
State and local governm ents, add to these difficulties. T he absence of
data on costs, insurance, and freight limit flexibility in presenting
data on foreign trade, It is clear that the statistical System is not ade-
quate for Government informational needs for economic policy de-
cisions."

As further evidence of the great concern being expressed over the
adequacy of our current statistics, we wish to call attention to the
statement of George P. Shultz, Director of the Office of Management
and Budget before the Joint Economic Committee when he appeared
in February of this year. The last part of his statement was devoted
specifically to the problems of Federal statistics. We think it is par-
ticularly significant that Mr. Shultz has placed such emphasis on the

importance of better statistics as a part of his general discussion ofthe overall budget. Part of Mr. Shultz's Statement deserves repeating.
He said:

76.-150--72-pt. 5-10
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A major weakness in Federal statistics is that many statistical surveys, which
are an important source of data, were designed when standards were far lower
than today. In the light of present needs, we are reconsidering the design of the
surveys for wages, consumer prices, unemployment, and other series. Rede-
sign of these surveys requires substantial increases in sample sizes and the de-
velopment of new techniques for processing and quality control.

A serious problem in policy formation is error in estimates of basic economic
variables. (The statement included a table in order to provide some insight
into the nature of this problem with respect to the measurement of GNP during
1971.) The January 1972 revision of the national income statistics is par-
ticularly revealing. Under that revision, GNP for the third quarter was revised
down by $7.4 billion, and the real rate of growth from the first to the third
quarter was reduced from 3.9 to 3.1 percent. The error in the original estimates
limited our ability to tell what was happening to the economy at a time when
we were making projections as a basis for policy decisions.

In the area of labor statistics. nine major programs are proposed:
three are proposed for prices and price indexes; 12 in the area of
production and distribution statistics: three for construction and
housing statistics; and 10 relating to national income and business
financial accounts.

The budget requests represent a considered attempt to see that re-
sources for statistics are allocated in accordance with the Govern-
ment's most urgent needs for information in the light of the prevailing
budget constraints. We hope the Congress -will make a conscientious
examination of the needs to be served bv the recommended improve-
ments, and will be convinced of the necessity for adequate funding.

CONCLUSION

It is our belief that users of Government statistics have a responsi-
bility for taking constructive steps leading toward improvements in
economic data. The Federal Statistics Users' Conference utilizes vari-
ous means for examining our economic data base with a view to point-
ing out deficiencies and gaps leading toward improvements. One of
the steps regularly taken is in the holding of special conferences
each year devoted to a single subject area which bring together both
producers and users to examine data sources and needs. Last year, we
held a highly successful conference on "Nationwide Financial Data-
Their Makeup and Use in Forecasting." In May of this year we will
hold a special 2-day conference on "Manufacturing Statistics-Their
Makeup and Use for Analysis and Planning Purposes." We believe
these special conferences make a valuable contribution to achieving
a better understanding of available economic data.

In conclusion, we wish to thank the chairman and the committee for
inviting our comments and views. We wish to pledge our continued
support and cooperation to the work of your committee.



NATIONAL ASSOCIATION OF MUTUAL SAVINGS BANKS

By GROVER W. ENSLEY, Executive Vice President

There is an urgent need for prompt, courageous action to restruc-
ture our national financial system in the public interest and to maxi-
mize and stabilize the flow of savings and credit. The blueprint for
such a policy is clearly outlined in the report of the President's Com-
mission on Financial Structure and Regulation. In their annual report,
the President's Council of Economic Advisers notes that:

Two years ago in this report we recommended the establishment of a commis-
sion to study the structure of financial institutions in the United States. A dis-
tinguished group of citizens has now completed and published this study, which
will be reviewed by this administration and others to determine what action
should be taken on its recommendations.'

The January 1972 Report of the President and the Council of Eco-
nomic Advisers understandably were unable to comment more fully on
the Commission's recommendations, which were presented to the Presi-
dent only on December 22, 1971. Top administration officials have sub-
sequently indicated that the Commnission's report is being taken quite
seriously by the administration, and that its recommendations are
under active review. Because of the importance of these recommenda-
tions, this statement will focus primarily upon the implications of
the Commission's report for thrift institutions, housing and mortgage
markets.

THE SHORT-RUN OUTLOOK

Before proceeding to do so, however, a few comments on the short-
run economic and financial outlook are in order. The Council's mid-
range forecast of an approximate $100 billion increase in GNP in 1972.
representing about 6 percent real growth and slightly more than 3 per-
cent inflation, appears considerably more realistic and attainable than
the forecast presented in its 1971 annual report. Such an economic per-
formance would still leave unemployment too high. But it would mark
a considerable improvement over 1971, when the $73 billion rise in
GNP represented less than 3 percent real growth and more than 41/2
percent inflation.

In the prospective 1972 economic and financial climate outlined by
the Council, the short-run position of thrift institutions, housing and
mortgage markets will remain strong. Indeed, continued strength in
the housing sector will play an important role in attaining the antici-
pated acceleration in economic activity this year. Saving flows at mu-
tual savings banks and savings and loan associations have remained at
exceptionally high levels in early 1972 following an unprecedented year
of growth in 1971, when deposit gains at these institutions jumped by
144 percent to almost $38 billion. While saving flows may well mod-

'The Annual Report of the Council of Economic Advisers, January 1972, p. 112.
(1041)
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erate as the year goes on, it seems evident that thrift institutions vill
have ample funds to finance a major share of the more than 2 million
new housing starts widely anticipated for 1972. In the savings bank
industry, for example, total net deposit growth in 1972 will probably
be in excess of $8 billion, compared with the record $9.7 billion
achieved in 1971. Combined with a rising volume of mortgage repay-
ments and earnings retentions. this would imply a total volume of in-
vestable funds of around $14 billion, second only to the all-time high
of about $15.5 billion in 1971.

But it must be recognized that these short-run prospects for con-
tinued strong growth of savings institutions in 1972 reflect the lower
level of competitive open-inark;et interest rates and reduced inflation-
ary pressures. While currently dampened by controls, the fever of in-
flationary expectations could flare anew. aild interest rates turn up
again in response to concern over the possible impact of massive Fed-
eral budget deficits in the remainder of fiscal 1972 and in fiscal 1973,
superimposed on a strengthening economy.

In these circumstances. monetary policy could soon again become a
major anti-inflation force, bringing a renewed round of rising open-
market interest rates and disintermediation. The continued ability of
savings banks and other mortgage-o iented thrift institutions to main-
tain savings growth and channelfunds into housing and urban revital-
ization. therefore. clearlv depends upon the ultimate success of current
efforts to control inflation and achieve sustainable non-inflationary
economic growth. The difficultv of this monumental task underscores
as nothing else the urgent need to implement the lonz-run recom-
mendations of the Presidlent's Commission on Financial Structure and
Regulation for a strengthened and more flexible system of savings
institutions.

TIHLE CO-31MISSION'S REPORT

Indeed, the recommendations of the President's Commission on Fi-
nancial Structure and Regulation provide the blueprint for restruc-
tured financial institutions in the last three decades of the 20th century.
As summarized in the Commission's report, the objective is:

* * * to move as far as possible toward freedom of financial markets and equip
all institutions with the powers necessary to compete in such markets. Once
these powers and services have been authorized, and a suitable time allowed
for implementation, each institution will be free to determine its own course.
The public will be better served by such competition. Markets will work efficiently
in the allocation of funds and total savings will expand to meet private and
public needs.'

Such an objective is fully consistent with long-sought goals of the
mutual savings bank industry. For well over a decade now. the savings
bank industry has sought to broaden the structure of its assets and
liabilities in order to serve better the financial needs of America's
families and individuals over their entire economic life cvcle. It has
not sought. and it does not now seek, the homogenization of the finan-
cial world. Savings banks have sought, and continue to seek, onlv those
broadened power s which are consistent with their century and a half
mission of consumer financial service. Thev seek. indeed. the preserva-
tion of this distinctiveness as personal and family financial centers.

2The report of the President's Commission on Financial Structure and Regulation,
Dec. 22. 1971, p. 9.
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Savings banks have pursued these goals-convinced that they are in
the broad public interest-at the State level and through a Federal
charter alternative. Savings banks stand alone among deposit-type
institutions in being denied access to a dual charter system.

It is therefore gratifying that, after 18 months of intensive study,
the eminent Presidential Commission has basically concurred in long-
sought savings bank industry objectives. It has recognized the equity
and need for a dual charter option for mutual savings banks to bring
them into the 20th century with commercial banks, savings and loan
associations, and credit unions, which have long enjoyed such an op-
tion. It has recognized the distinctive consumer and family orientation
of savings banking, by recommending both personal loans and check-
ing accounts for "individuals and nonbusiness entities only."

In its recommendations to broaden the scope and flexibility of sav-
ings bank services and powers, the Commission on Financial Structure
and Regulation has confirmed the conclusions of several preceding
studies. Over the past decade, objective observers in academic life,
in Government and in private industry have independently recom-
mended the need for a broad restructuring of the thrift industry in
the public interestA

When distinguished scholars, financial practitioners and Govern-
ment officials come to essentially the same conclusions over a period
of 10 years of study, it is time to stop studying the issue of broadened
and more flexible savings bank powers and to start implementing
the reconinimendations. Enactment of the package of recommendations
made by the Commission, inclding a Federal charter alternative for
savings banks, is needed in the public interest and would provide for
broadened thrift institution powers within the context of structural
reform of the financial system as a whole.

The environment for change.-The Commission formulated its
recommendations against the background of sustained inflationary
pressures, exceptionally high interest rates, and severe financial dis-
intermediation. Some observers have suggested that these are unusual
circumstances, and that if the Commission had done its work in a
"more normal" environment, it might have reached different conclu-
sions. Indeed, these observers have concluded that the need for a
restructured thrift industry is hardly evident in the recent and con-
tinuing strong performance of the Nation's savings institutions in an
environment of declining interest rates and abating inflational pres-
sures.

Such a conclusion is shortsighted and unrealistic. It ignores the
iact that the several preceding studies cited above were conducted
over a long period of economic and financial variation, yet nonetheless
recommended the need for broadened and more flexible savings bank
powers. It fails to recognize, moreover, that it is precisely because of
the cyclical volatility of specialized savings institutions that struc-
tural change is needed. Restricted balance-sheet flexibility in a rapidly
changing financial environment has caused wide swings in savings

I Noteworthy are the reports of the Commission on Money and Credit in 1961 and
President Kennedy's Committee on Financial Institutions in 1963, Prof. Leo Grebler's
study on "The Future of Thrift Institutions" in 1969, the Wharton School Study of the
Savings and Loan Industry" for the Federal Home Loan Bank Board in 1969, and most
recently Prof. George Benston's study on "Savings Banking and the Public Interest" in
1971.
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bank deposit flows as individuals ha-ve shifted funds between savings
accounts and. marketable securities. These waves of disintermediation
have resulted in alternately excessive and inadequate residential mortL
gage flows, and have led to a complex network of Federal mortgage and
housing aids.

The President's Commission on Financial Structure and Regrulation
has recognized these facts. It has recognized that the Nation's fnancial
structure was molded in other times and under other conditions and
must now be restructured to adjust to a new and changing environ-
ment. Indeed, the Commission has concluded that:

Without changes in their operations, there is serious question about the ability
of deposit thrift institutions to survive.4

While the need for change is thus apparent, the Commission does
not seek to force changes upon each financial institution. The emphasis
of its report, rather, is upon voluntary action and freedom of manage-
ment choice with regard to degree of functional specialization, type
of charter, and form of organization. In the Commission's words:

For those who wish to specialize in loans and services relating to real estate
and personal finance, both the regulatory framework and the permissive powers
recommended by the Commission make this a feasible choice. Indeed, the Coin-
mission's recomendations make this choice possible in an environent of high and
variable interest rates, whereas existing regulations force the choice in a wacy
that threatens the existence of institutions specializing in long-term real estate
flnancng. (Emphasis supplied.)'

The savings bank industry applauds this approach of m axiinizing
management choice of powers and services within broadly defined goals
and limitations. There should be ample room in an efficient, comipeti-
tive financial system for both specialized and' broader purpose
institutions-State and Federal. mutual and stock. If the Commission's
recommendations are implemented, the ultimate composition of such a
system will be determined, as it should be, in the marketplace rather
than by restrictive regulatory and statutory fiat.

St'rcttural change and housing rnarkets.-Granting that a more
flexible and broadened balance-sheet structure is essential for thrift
institutions to compete effectively with commercial banks and open-
market instruments throughout the business cycle, there is still the
question of the impact of despecialization on housing markets. Some
housingr industry spokesmen have expressed concern that a broaden-
ing of thrift institution powers-particularly into the personal loan
and individual checking account areas-will result in reduced avail-
ability of residential mortgage credit. Such concern is unwarranted.
Quite the reverse is likely, in fact, as suggested by the following con-
siderations:

(1) Provision of a complete package of personal financial services
will increase the flow of savings into thrift institution.s and hence the
flow of mortgage credit. Increased asset flexibility will strengthen the
thrift institutions' earning power and abilitv to generate a-n increased
volume of funds for channeling into mortgage credit and other out-
lets. In particular, the provision of personal loan and checking ac-
count services will meet the dominant financial needs of voung fanmi-
lies and individuals who a-re typically not in a position to sav'e much

4 Report of the President's Commission, lac. cit., p. 37.
c Ibid.
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until later in life. When increased saving does become possible, they
are likely to continue 'to patronize the institution which has in earlier
years met their personal financial needs. This conclusion is based not
only on logic but on actual experience. Commercial banks are able to
attract large household deposit flows even at lower interest rates than
offered by thrift institutions because they provide other essential per-
sonal financial services. Where authorized, savings banks which are
actively in the market for personal loans have experienced stronger
and more stable deposit growth and higher earnings than those which
are not. And these banks have devoted as large a share of their assets
to residential mortgage loans as have savings banks lacking the powers
to make personal loans. Obviously there is no virtue in enforced home
mortgage specialization, if the institutions so restricted are unable to
attract sufficient funds to lend.

(2) Savings institutions cannot be forever insulated against coln-
petition as an offset to their regulated specialization. It has become
broadly recognized that protective devices such as deposit interest rate
differentials, different income tax treatment and Federal housing sub-
sidies cannot remain effective indefinitely. Indeed, it was made dra-
matically clear in 1969-70 that higher deposit interest rate ceilings
for savings institutions over commercial banks provide no protection
at all against competitive open-market instruments. Disintermedia-
tion was severe and liquidity was sharply reduced. The Commission
on Financial Structure and Regulation has stated the problem wvell,
in observing that:

The power of the rate ceilings to isolate deposit markets from the rest of the
short-term money market has eroded with continued reliance on this regulation.
In time, they will probably have little effectiveness. Thus, the major deterrent
to losses of income and liquidity and the possible failure of thrift institutions
during past periods of rising interest rates will not provide the same protection
in the future.!

In addition, differences in tax treatment between commercial banks
and thrift institutions were substantially narrowed by the Tax Reform
Act of 1969. Thus, as the effectiveness of Federal regulatory and statu-
tory protections is steadily diminished, the competitive ability of sav-
ings institutions will be steadily eroded without structural change, and
so also will be their ability to provide housing credit. The inevitable
result will be an even larger role for the Federal Government as a pri-
mary source of mortgage finance.

(3) The issue, therefore, is not whether broadened powers are neces-
sary but what types of powers are advisable. Some observers have
advocated that the expansion of thrift institution powers be limited
to the real estate area. Additional equity, land development. real estate
management, construction lending. mortgage servicing, and other
real estate powers beyond housing finance have been proposed. The
wisdom of this approach is at best questionable. There is no assurance
that currently specialized thrift institutions, expanding into broadened
real estate areas, will remain actively involved in housing finance. Cer-
tainly, the life insurance industry has not. Nor is there the promise of
increased consumer patronage and enlarged deposit flows from such
an approach, because expanded real estate powers are more business
than consumer oriented. Moreover, expansion into broad real estate

6 Ibid.
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areas would encroach directly on the building, real estate and mortgage
banking industries. In short, there is nothing to commend the develop-
ment of "financial real estate institutions" over "full-service personal
financial centers."

(4) Housing credit has not always been. and will not always be. in
short supply. It is shortsighted to structure a financial system for the
future on the assumption that a particular type of credit will always
fall short of demands. This is the basis of a system of specialized hous-
ing finance institutions. And yet, -as recently as the early 1960's, housing
markets were characterized by an excess of credit relative to demand.
The major concern in this period was the quality of credit, not the
quantity of credit. It is an unhappy fact that specialized housing credit
institutions, with limited alternative outlets for funds, will aggres-
sively seek mortgage loans of decreasing quality when deposit inflows
are larger than can be employed under normal credit standards. The
result is to encourage building and real estate activity beyond current
demands, with consequently distressing results. The difficulties which
occurred in the savings and loan industry in the early 1960's are well
documented. Such difficulties could again develop. Indeed, there is
increasing evidence that the availability of housing credit may soon
temporarily exceed market demands. It is in such periods that flexible
financial powers are perhaps most essential, permitting savings institu-
tions to build resources and liquidity and thus better serve the housing
industry in subsequent periods of rising credit demands.

(5) Finally, if thrift institutions are denied broadened powers
within their current consumer orientation. the utlimate alternative
could be conversion into stock commercial banks. Such a step would
clearly not be in the interests of the Nation's housing credit needs. The
result would be the homogenization of our financial system, rather
than the perpetuation of the distinction between consuner and business
oriented institutions. This distinction needs to be preserved. And it
will be only if thrift institutions are given the necessary flexibility to
provide the complete financial package required by consumers over
their economic life cycle.

In sum, the President's Commission on Financial Structure and
Regulation has performed a major public service. It has provided a
blueprint for financial change that will serve the thrift and housing
industries well into the foreseeable future. It has placed maximum
reliance on management choice, in the tradition of our free market
system. It has pointed out the untenability of preserving the status
quo. It has shown how to preserve the distinctiveness of the thrift
industry within the financial system. It has, in short, shown the way
for constructive financial change.



NATIONAL FEDERATION OF INDEPENDENT BUSINESS

By WILSON S. JOHNSON, President

We are indeed happy to have your invitiation of February 4 to com-
ment to your committee on the state and prospects of the Nation's sinall
business sector as seen through the eyes and felt through the experience
of the federation.

As we anticipated when commenting to you 1 year ago, while there
has been some improvement in the position of small firms. this improve-
ment has not been completely satisfactory. The total legislative thrust
at present indicates further difficulties ahead.

Analysis of responses to our continuing economic survey provides the
basis for our conclusions. In this survey 'we measure that proportion of
respondents reporting "higher-or faster-than last year." The 1971
response suggests that sales volume has been rising through the year,
that growth in receivables has halted (perhaps due to an improvement
in collections), and that there has been developing greater vigor in
additional job formation. Investment in inventories, which drifted
upward through October, has remained stable since. The growth in the
costs of both labor and goods appears to have peaked during the year.
Average interest rates appeared to be somewhat on the downside.
Pressures for posting higher prices abated, whether from consumer
resistance or competition is not known. Reaction to the freeze and phase
II was startling, in that the proportion of respondents reporting
"prices-fees higher than last year" dropped precipitously following
announcement of the new program.

Most significantly, however, only one of every four independents
reporting increases in prices and/or fees was able to report, that the
increases covered rising costs fully. Clearly, small business is still
facing a nasty financial squeeze.

For this reason we applaud the initiative taken by the administration
in recommending renewal of the investment credit, and the congres-
sional response with its initiative of extending the credit to purchases
of used equipment. WEe applaud also the initiative taken by the admin-
istration through the Cost of Living Council, and the Price Commis-
sion, in recognizing the peculiar needs of small business-through the
tier classification, the exemption -afforded small retail merchants. and
so forth, although our position remains as it has been: that the controls
program could work well if limited to large businesses and large labor
unions. And we applaud the stepped up advocacy role being plaved
by the Small Business Administration. Even though not fully adequate
to the need, these are steps in the right direction.

But much remains to be done, of which first and foremost. is the need
for Government to exercise some form of fiscal restraint. The constant
expansion of existing social and consumer programs. the development
of new programs in these areas, acts like a thief in the night so far as
small business finances are concerned.

(1047)
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For instance, only last summer we conducted a special survey of a
representative panel of our members on proposals for compulsory na-
tional health insurance and higher minimum wages. Responses to this
survey were analyzed by the professional staff of the Small Business
Administration. It is interesting to review two of the agency's
conclusions.

On compulsory health insurance, the agency concluded in part:
The survey by the National Federation of Independent Business proves that

employers of small businesses if obligated by legislative action to supply health
insurance to their employees will be burdened with additional costs that will
weaken their competitive position. While this legilsation will increase costs in
most businesses, it will have the greatest impact on the very small firms-those
with one to three employees.

After observing that the impact of any increased minimum wage
will be the greatest on the smallest of firms, the agency comments in
part:'

Business owners surveyed were asked if they believed other wages would rise
if the minimum wage were increased and, if so, by what percent. Fifty-three per-
cent of the respondent firms stated that other wages would increase, while 35
percent stated they would not. Nearly 80 percent of the firms expecting other
wages to rise reported that other wages would rise between 4 and 20 percent.
These firms were about equally divided in their opinion that wages would rise
between 4 to 10 percent and 11 to 20 percent.

These are only two of the laws and proposals which threaten to erode
further the financial soundness of small business. Consider the costs
associated with the ecology drive, the safety drive, expanded social
security benefits. Each of these has a price expressed in terms of taxes-
and these taxes, so far as small business is concerned, can only come out
of earnings. This is a fact, regretfully, which too many in govern-
ment-Federal, State, and local-simply do not recognize. And this
lack of recognition is something which must be corrected at once-for
small business does provide employment for perhaps 60 percent of all
jobholders in the private, nonagricultural sector.
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SMALL BUSINESS RESPONDS

It may not be true of big business, and it may not be true of big labor,
but small business most certainly is responding to the economic con-
trols program-and obviously at considerable cost to itself. For while
the proportion of respondents reporting labor and goods costs remain-
ing, respectively, in the mid-eighties and mid-nineties, the proportion
reporting prices-fees higher has fallen 20 points-from the mid-
eighties in January of 1971 to the mid-sixties 12 months later-and at
that only 25 percent of these firms report that their price increases
have compensated fully for their cost increases.

Below are the federation's latest economic indicators:

General averages 3-month moving averages
Survey respondents-Proportion report-
ing "compared with last year" 1969 1970 1971 1972 January Decem- January

to date 1971 ber 1971 1972

Employment higher - 53.8 52.4 52.5 53.1 51.1 52.9 53.2
Sales volume higher -69.1 62.2 64.1 68.4 60.4 67.1 68.0
Inventories higher (dollars)- (1) 72.6 79.8 78.6 76.7 80.0 79.2
Receivables higher -65.3 64.9 69.8 67.0 69.3 68.1 67.6
Collections taster -37.7 33.1 34.5 37.2 32.7 35.8 36.5
Cost goods higher - 97.1 97.5 95.4 96.0 95.3 96.3 96.2
Labor costs higher - 88.0 88.3 87.8 85.9 88.8 85.9 86.0
Prices-fees higher - . 94.4 84.9 82.7 59.9 85.1 73.1 66.3
Increase comp. fully -..-. (') (') (-) 25.7 (I) (I) ('
Average interest charge (banks) (per-

cent) 2a ___________________________ 7.7 8.5 8.0 7.8 8.4 7.8 7.8

' Data not comparable or available.
2 Borrowings within "past 6 months."



SECTION I

[Proportions of respondents indicating, each subject, "Higher" (or "Faster") than "Last Year"-expressed as a percentage of 100-Months of 1970-1971-1972-(These percentages constructed as follows:
Toa 11 "Higher" (or "Faster") responsesto each question areadded one-halt of the "Same" responses; into thissum is divided the total of all "Higher" (or"Faster") "Same" and "Lower" (or "Slower"')
responses in each question.)j

Survey respondents, proportion
reporting, compared with last year January February March April May June July August September October November December

1970

Employment (higher) - 54 1 53.4 52.5 52.7 52.2 51.7 52.2 52.6 52.3 52.0 52.1 51.3
Sales volume (higher) -68.5 68.0 63.5 63.6 62. 1 59.4 60.6 60.4 60.6 59.4 59.9 58. 5
Inventories (higher) -70.0 71.0 72.3 73.1 73.3 71. 7 72.9 73.6 73.4 72.4 74.5 73.2
Receivables (higher) -66.3 65.5 65.1 63.8 63.8 64.2 64.0 64.4 65.4 65.3 65.1 65.4
Collections (taster) -36.3 35.2 33.7 33.2 34.1 32.3 32.4 32.4 32.0 32.3 32.8 31.0
Cost of goods (higher) -97.3 97. 3 97.2 97.2 97.4 97.4 97.6 97.6 97.5 97.7 98.0 98. 2
Cost of labor (higher)------------------ 89.0 89.1 88. 1 88.1 88.2 87.1 88.5 89.0 87.0 87.6 89. 2 89. 1
Prices-fees (higher) -83.1 84.9 84.6 83.8 84.4 83.8 84.8 84.9 84.5 84.4 86.6 89.1

1971
C;I

Employment (higher) -51.1 50.8 50.6 50.9. 51.7 51.6 52.9 53.2 57.9 53.0 52.3 53.6 °
Sales volume (higher) -61.0 61.6 61.5 60.4 61.7 61.5 66.7 67.0 66.6 67.2 66.1 67.3
Inventories (higher) -79.6 77.3 72.4 80.0 80.0 80.0 82.9 80.3 81.9 81.2 81.7 80.3
Receivables (higher) -71.3 71.3 71.5 70.8 71.4 70.8 68.6 67.2 69.5 69.6 68.5 69.0
Collections (taster) -34.2 32.8 32.1 33.5 34.9 34.9 35.1 36.7 34.6 34.2 35.3 35.3
Cost of goods (higher) -95.8 92.4 92.9 93.9 93.9 93.1 97.7 97.4 97. 5 96.9 96.6 96.5
Cost of labor(higher)- 90.4 86.9 87.4 88.4 88.5 87.3 89.4 89.7 87.1 86.7 86.1 86.1
Prices-fees (higher) - 82.9 83.3 84.2 84.1 84.3 84.6 84.7 79.8 84.0 81.9 79.7 79.2

1972

Employment (higher) -52.9 53.2
Sales volume-(higher) -67.9 68.8.
Inventories (higher) ---------------- 78.1 79.4
Receivables (higher) -66.8 67.1
Collections (faster) -36.9 37.4 .---------- ----------- ----------- ----------- ----------- ----------- ----------- ----------- ----------- ----------
Cost o goods (higher) -95.7 96.3 .--- - -- - -- - -- - -- -- - -- - -- - -- - -- -- - -- - -- - -- - -- -- - -- - -- - -- - -- -- - -- - -- - -- --
Cost of labor (higher) -85.6 86.2
Prices-fees (higher) -60.4 59.4
Increase comp. fully -265 24.8.



SECTION 11.-3-MONTH MOVING AVERAGES OF PROPORTIONS IN SECTION I

Survey respondents proportion
reporting, compared with last year January February March April May June July August September October November December

1970

Employment (higher) -53.7 53.3 52.8 52.3 52.2 52.0 52.3 52.4 52.3 52.2 51. 8 51. 5
Sales Volume (higher) -68.1 67.3 65.6 63.7 61.7 60.7 60.1 60.5 60.1 60.0 59.3 59. 5
InventoriesI(higher) ---------------------------- 71.1 72.1 72.9 72.7 72.6 72.7 73.3 73.1 73.4 73.4 75.8
Receivables (higher) -65.7 65.6 64.8 64.2 63.9 64.0 64.3 64.9 65.0 65.3 65.3 67.3
Collections (higher) -35.9 35.1 34.0 33.7 33.2 32.9 32.4 32.3 32.2 32.4 32.3 32.7
Cost at goodo (higher)---------- 97.4 97.3 97.2 97.3 97.3 97.5 97.5 97.6 97.6 97.7 98.0 97.3
Cost at labor (higher) ---------- 88. 8 88. 7 88. 4 88. 1 87. 8 87. 9 88. 2 88. 2 87. 8 87. 9 88. 6 89. 6
Prices-tees (higher)-84.4 84.2 84.4 84.3 84. 0 84.3 84.5 84.7 84.6 85.2 86.7 86.2

1971

Employment (higher) ---------------- 51.1 50.8 50. 8 51.1 51.4 52.1 52.6 53. 0 54. 7 54.4 53.0 52. 9
Sales Volume (higher) ----------------- 60.4 61.4 61.2 61.2 61.2 63.3 65.1 66.8 66.9 66.7 66.9 67.1 CO
Inventories '(higher) --- ,. - , 76.7 78.4 76.6 77.5 80.0 81.0 81.1 81.0 81.3 81.6 81.1 80.0 C.t
Receivables (higher)----------- 69.3 71.4 71.2 71.2 71.0 70.3 68.9 68.4 68.8 69.2 69.0 68. 1
Coltections (higher) - , 32.7 33.0 32.8 33.5 34.4 35.0 35.6 35.5 35.5 34.7 34.9 35.8
Cost of goods (higher) -95.3 93.7 93.1 93.2 93.6 94.9 96.1 97.5 97.3 97.C 96.7 96.3
Cost of labor (higher) -88.8 88.2 87.6 88. 1 88.1 88.4 88.1 88.7 87.8 86.6 86.3 85. 9
Prices-fees (higher) -85.1 83.5 83.9 84.2 84.3 84.5 83.0 83. 2 81.9 81.9 80.3 73.1

1972

Employ ment (higher) -53.2
Sales ume (higher) -68.0 -
Itnventries I (higher)-79. 2-------------- ----------- -----
Receivables (higher)-67.6- ------------------------------------------------
Collections (higher) -36. 5-
Cost of goods (higher) (higher)-9---------6.2.--- ----- ---- _ _ --- ----- ----- ----- ----- ------ ----- ----- ----- ----- ----- ------ ----- ----- ----- ----- ----- -----
Cost of labor (higher) -86.0
Prices-fees (higher)--------66.3
Increase comp. fully --------------------- - --- - -

I Basis changed from dollar value to units, January 1969, and back to dollar value January 1970.



NATIONAL FEDERATION OF INDEPENDENT UNIONS

By ROGER M. RETTIG, National President

Speaking in behalf of the more than 92.000 independent unions in
the United States, we are most concerned about the ever-increasing
unemployment in this country. In a potential work force of 88.301,000
people, 5,071,000 are unemployed.

Congress and the administration seems greatly concerned about for-
eign affairs such as China, Russia, Vietnam, and the Near East, and
rightly so, but we feel there has been too little concern and too much
complacency about this very serious domestic situation-unemploy-
ment. We have had the unemployment with us so long that it seems to
be accepted as a necessary evil. The fact that 6 percent of our people
are unemployed should be one of the primary concerns of Congress.
Many reasons are stated as to why this condition exists, but little or
no solutions are brought forth. The National Federation of Independ-
ent Unions feels that the greatest contributor to the rise of unemplov-
ment in this country is due to the increase in imports caused by unfair
foreign competition.

We have witnessed the disruptive effects that imports have produced
causing major shifts by some industries in search of cheap labor mar-
kets abroad, resulting in the closing of plants and increasing the num-
ber of unemployed and leading us from a $5 to $7 billion trade surplus
10 years ago to a $2 billion deficit in 1971. In some of the industries
employing members of our affiliate unions, we have experienced loss of
jobs up to a point of 70 percent, and in some cases, total extinction.

Some of the industries employing members of our unions that have
been greatly affected are steel, shoe manufacturing, meat packing, elec-
tronics, TV and radio, refrigeration and air conditioning, heavy elec-
trical equipment, electric motors. electric tools, porcelain, tool and die
craft, automobile parts, and watch manufacturing.

Let's take a look at the last industry mentioned. In the watch manu-
facturing; 25 years ago there were 33 companies in the United States
making jewel-lever watches. Today, there is one. One company, Bu-
lova, manufactures the only American-made watch and this will be dis-
continued at the end of 1972. Here is an industry in which for years, son
followed father to learn the trade of making precision timing equip-
ment; a skill used not only in making watches, but in precision timing
equipment used for defense purposes. This situation does not exist
today. There is no reason for a young person to learn the highly ski]]ecl
trade of making precision timing equipment when the industry itself.
in this country, is dead. It seems that every member of Congress would
be concerned about the effect of this situation on our defense program.

Another industry that is, for all practical purposes, extinct in the
United States, is the radio industry. Statistics show that 96 percent
of the radios sold in the United States are imported, and following the
same pattern is the TV receiver industry. In this industry, in the first
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6 months of 1971, 50 percent of all black and white TV sets, a total of
3,741,000 were imported. Compare this with only 2.4 percent imported
in 1962. Imports of black and white sets increased their percentage
share of the U.S. market 20 times in the period from 1962 to 1972.
One of our affiliate unions, the Independent Radionic Workers of
America, a few years ago represented more than 12,000 people in five
Zenith plants in Chicago, Ill. Three of these five plants have been
closed. The present employment for the remaining two plants amounts
to only 3,400. Foreign imports and American owned offshore opera-
tions are totally responsible for this decrease in employment.

The Electrical Workers Independent Union has 65 percent of its
members on layoff partially due to the fact that U.S. Government
power agencies purchase 79 percent of their electrical transformers
from England. France, Switzerland. Italy, and Japan.

The shoe industrv has really been hurt. and hurt bad. In December
1971 alone-20 million pairs of shoes were imported into this country.
For the total year of 1971 260,190,000 pairs of shoes came in from over-
seas. This shows a 10.4-percent increase over 1970.

How can we allow this situation to continue? I don't have to tell
you what this is doing to the American worker's jobs. Italy 'alone
shipped 76,930,000 pairs of shoes into this country in 1971, with free-
on-board value of $280,700,000.

Imports in steel have been increasing at a rapid rate. This is an in-
dustry that has been promised relief for a long time. The State De-
partment is negotiating with foreign steel producers supposedly to
establish a meaningful voluntary limitation on the amount of steel
shipped into the United States. The 1968 "voluntary restraint arrange-
ment" died an unmourned death on December 31, 190.

While these high-level talks are going on, the American steel indus-
try and hundreds of thousands of steelworkers are anxiously awaiting
the outcome of these negotiations.

They waited through 1969 when the tonnage was being ignored.
They waited in 1970 when the promise to maintain product mix was

ignored.
They waited through 1971, when everything was ignored and our

Nation suffered a $2 billion trade deficit.
And, they are still waiting, with no assurance that they will not be

led to the sacrificial altar. In excess of 14 million tons was shipped in
last year. This accounts for 18 percent of the steel consumption in this
country last year. This amount was largely responsible for domestic
production falling to its lowest level in 8 years, and the employment
in the steel industry falling to the lowest level in a generation.

I have been an officer of the national federation for the past 21
years. I first started coming to Washington in 1951. Since 1956, I have
been predicting the ill effects that foreign imports would have on
American industry and American workers if some controls and regula-
tions were not established.

Several years ago, I took a group of delegates to a Senator's office
during a NFIIU legislative conference. We spoke about the increase in
imports and the effect on our people. The meeting broke up on this
remark from the Senator: "Rettig, if -we are going to maintain friendly
relations with these foreign countries, some of our industries must go
by the wayside."
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Since that time many of our industries and our people's jobs have
done just that. The standard answer of many Congressmen and Sena-
tors a few vears ago was, "Wie must have foreign trade, and the balance
of trade is well in our favor." This answer cannot be used in the face
of a.$2 billion trade deficit.

As Senator Hartke so ably stated on February 16 in the Congres-
sional Record when he was speaking of American companies operat-
ing on Mexican soil and Mexican workmen being paid from 22 cents
to 55 cents per hour; making products for the exclusive purpose of
exporting to the United States, and I quote his words from the
record:

* * * the result is an ill thought through foreign aid measure in which the
American workingman with years of seniority pays with his job and often
future. And this catastrophe is being repeated and will continue to be repeated
until we face the harsh realities of exported jobs and the failure of national
trade policy. I believe that a remedy for these ills is to be found in the Foreign
Trade and Investment Act of 1972.

The National Federation of Independent Unions at its legislative
conference on March 7, 1972, unanimously adopted a resolution sup-
porting the Foreign Trade and Investment Act of 1972, S. 2592 and
the Burke bill, H.R. 10914.

One of the tragedies of this unemployment situation is not only
the loss of jobs, but the loss of the normal increase in jobs and produc-
tion that would have transpired had foreign imports been limited
and restrictive measures taken to control off-shore operations. We
must have a guarantee of a steady flow of job opportunities if we are
to sustain any degree of economy in this country.

I attended the conference commemorating the 10th anniversary of
the enactment of the Manpower Development and Training Act of
1962, on March 16 and 17, 1972, in Washington. I listened to speeches
from members of Manpower telling about training the minority
groups, the veterans, the youth, and so forth, for jobs. What jobs? We
are training a lot of people for jobs that don't exist.

Veterans are returning from overseas to find that the jobs they once
held have been shipped overseas. Those veterans who had jobs before
going into the military, naturally being young men, held little senior-
ity on the job and upon returning found that their seniority was not
sufficient to put them back on their job in plants where 25 to 65 percent
of the employees were laid off:

We find it difficult to follow the thinking of some Members of
Congress, such as Representative Richard Hanna of California when
he made this statement on the floor on February 1, 1972, and I quote:

I have made the point several times, as have other Members of the House.
that a restriction of our foreign trade would damage-not help-our domestic
employment picture * * *

How can this statement possibly be true when the record shows that
hundreds of thousands of jobs have been lost due to improperly re-
stricted imports? Thank God we have men like Dent, Pucinski, Burke,
McIntvre. Hartke, and others who are able to comprehend the seri-
ousness of this situation and are sponsors and cosponsors of proposed
legislation beneficial to Amercian industry and the working people
of this country.
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In this growing cotutry we need an economy that will provide jobs
and homes for our rising population. We need Government policies
that will encourage international trade on a fair basis, a policy that
will not destroy our jobs and our economy.

We petition for such controls and restrictions on imports that will
permit our established and economically important industries to pay
decent wages and to operate on a sound financial basis to the better-
ment of all American labor and industry. In the face of our present
economic crisis, I cannot conceive that Congress has any alternative
but to take immediate action in this direction. Your interest and in-
fluence in bringing about the necessary relief will be greatly appreci-
ated by the laboring men and women of this country.

Mr. Chairman and committee members, I have confined my remarks
to unemployment as I feel this is the most important problem facing
this country at this time; a problem affecting the economic conditions
of this country more than any other.

I want to thank you and members of the Joint Economic Committee
for inviting me to present the views of the National Federation of
Independent Unions on this economic issue.

76-150--72-pt. 5-11



NATIONAL LEAGUE OF INSURED SAVINGS
ASSOCIATIONS

The major economic issues facing the Nation this year remain
those which have plagued the economy for most of the past 3 years.
Problems associated with (1) unemployment, (2) inadequate growth,
(3) inflation, and (4) the international posture of the dollar and our
trade deficits continue to be the principal concerns of the economy. In
addition to the foregoing, which are capable of measurement by em-
pirical observations, could be added the elusive psychological factor of
confidence on the part of the general public and business. Uncertainty
over the future course of the economy has not been abetted by the de-
valuation of the dollar, the imposition of price and wage controls,
international currency realinements, and the huge back-to-back budget
deficits.

If experience and observation have taught observers of the economic
scene anything it would have to be that there exists no magic elixir of
fiscal and monetary policies which will produce instant correction of
fundamental imbalances resulting from the pursuit over a long num-
ber of years of policies and programs which finally produced the first
U.S. trade deficit in a century and the first devaluation of the dollar
in four decades.

The drastic policies adopted last August as part of the new eco-
nomiic program embracing a freeze on prices and wages, nonconverti-
bility of gold, an import surcharge, and reinstatement of the business
investment tax credit properly mirror the depth and pervasiveness
of the ills which required treatment and cure. While some of the pro-
grams have been subsequently modified, as was expected even at the
time of their imposition, it is difficult to be satisfied that all is now
under control and that the medicine currently being administered and
the serums proposed will provide the answers to all our economic
problems.

The foregoing observations are not tendered in a pessimistic vein.
They are merely set forth in order that some semblance of patience
may not only be observed but practiced with respect to the time pe-
riod that may be involved in correcting the problems facing the econ-
omy. This is not to say that the problems should not be recognized
and solutions for them *widely sought and fully debated, but merelv
that all participants in the authorization, formulation, and execution
and review of monetary and fiscal policies should be rational and
realistic with respect to the time involved in rectifying the areas of
economic concern which currently prevail. After all, the capture of
15 percent of the domestic auto market by foreign manufacturers, the
dominance of foreign-produced radios in our retail markets, the com-
petition supplied to domestic producers of textiles and steel by offshore
concerns and the serious deterioration of the dollar, did not occur
overnight, and the restoration of American competitiveness in these
as well as other areas will take some time.

(1056)
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The National League reluctantly endorsed the drastic actions taken
last August in the hope that such programs would materially assist
in breaking the inflation psychosis which had gripped the Nation
as well as restore some semblance of order and trade fostering con-
tinuity in international financial and trade marts. With respect to the
domestic controls placed upon the domestic economy, we recognized
that they should be operative over only a short period of time and
that they should be complemented by other fiscal policies as well
as monetary policies which would contribute to an orderly and in-
flation-free expansion.

We have a deep concern that the planned back-to-back huge Fed-
eral deficits of some $64 billion for fiscal 1972 and 1973 will rekindle
inflation fears domestically as well as jeopardize the currency realine-
ments worked out last December in the Smithsonian meetings. While
interest rates on short-term market instruments have remained very
low in the opening months of this year, longer maturity debt invest-
ments (including those of the Federal Government and its agencies
as well as mortgages) have continued to command, a historically high
rate of interest.

To a substantial degree the resistance of long term interest rates to
marked decreases in yields can be attributable to the fact that all
borrowing sectors-Treasury, Federal agencies, State and municipal
governments, and corporations-have continued in 1972 the practice
instituted last year of borrowing long and funding as much of cur-
rent debt as was possible. Recent Treasury announcements that the
bulk of its current borrowings would be in the short term bill sec-
tor, a decision possibly connected with the relationship of domestic
short term rates and those available abroad, do give added recogni-
tion to the fact that debt funding cannot be pursued at all times
without market consequences on the level of interest rates.

While the preponderance of public debt offerings. both private and
governmental for the past 15 months have been in the longer maturity
sectors this supply of longter term issues has not been the only con-
tributor to the relatively high interest rates associated with longer
term borrowings. Investors generally, whether individual or insti-
tutional, whether amateur or profesional, apparently are still reluctant
to invest their funds for from 10 to 20 years and longer without re-
ceiving some protection from capital and income erosion in the na-
ture of an inflation premium. Such protection, of course, is expressed
in new issues in the form of current interest coupons. and in older
issues generally as discounts to par value depending upon the con-
tracted rate of interest applicable when the debt was issued. In es-
sence, debt investors want a "real rate of return"-something more
than the rate of inflation. For longer term investments the nominal
interest rate historically should produce a "real interest rate return"
of from 3 to 4 percent above the current or projected rate of price
inflation. Long term interest rates cannot be "wished" lower. They
wrill decline if inflation is moderated and prudent fiscal and mone-
tary policies are pursued.

The league earnestly hopes that the incomes policy adopted by the
administration will prove successful in moderating the price inflation
that the country has experienced since 196l5. Thie short period of 6
months from last August is not sufficient to form a real judgment as to
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whether the measures adopted and subsequently revised will achieve the
desired objectives. We believe that when conditions change, solutions
necessary to successfully deal with such changing scenes may well
require innovative approaches. At the same time we well recognize that
policies, which in the past have led to price and value distortions, may
well produce similar results again even though some of the underlying
conditions have changed substantially. Therefore, we earnestly re-
quest that constant monitoring with respect to both fiscal and monetary
policies be the order of the day so that viable policies and programs in
both areas can be pursued without losing the benefits of the sacrifices
made by the American public in the past 3 years.

Your chairman in his invitation to the league to comment on national
economic issues specifically invited the league's comments with respect
to areas of special concern to the National League. As all the members
of the committee are well aware, the main concern of the National
League of Insured Savings Associations is the promotion of thrift
and home financing. Over the years this league has repeatedly re-
quested of this committee and the Congress action on a series of legisla-
tive recommendations designed to make our member institutions more
viable and responsive contributors to the volume of mortgage funds
required to avoid the volatile swings in mortgage credit availability
and housing production which characterized the last half of the decade
of the 1960's.

As we stated to this committee last year and in 1970:
The basic thrust of these recommendations has been twofold: (1) To permit

savings and loan associations to have access to funds previously denied them and
still available only to discretionary lenders which have shown a consistent bias
against, or disorientation toward, housing credit; and (2) enable housing, as an
industry, to compete for a fair share of market funds in all periods, especially
periods of fiscal and monetary restraint.

Without restating all the specific prior recommendations with
respect to augmenting savings and loan associations' ability to com-
pete for funds which could contribute to stabilization of residential
mortgage credit flows, we would ask the indulgence of this committee
in again bringing to its attention the more important and timely of our
prior recommendations which have been currently ratified by action of
our legislative conference held the fore part of this month in Wash-
ington.

We want to be able to compete for pension funds both under the
Keough Act and other programs so that we may have a better financial
symmetry of our assets and liabilities. In other words we would like
to be able to better match the term of our mortgage investments with
the likely term of our savings accounts.

Secondly, and just as important, we have repeatedly asked for an
expansion of our authority to invest in consumer loans in order to im-
prove our liquidity and thus improve our ability to serve the mortgage
market during periods of widely fluctuating market interest rates.

On one end of the spectrum we desire access to those funds which by
their nature are compatible with long tern mortgage investments, and
on the other we have to have greater freedom to invest our assets in
short term consumer loans which will provide liquidity and flexibility
to our associations in periods of broadly changing market rates.

The league wishes to thank the committee for its concern with the
volatility of mortgage credit by its referral to the Federal Reserve
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Board for the latter's recommendations with respect to solutions for
the unnecessarily wide fluctuations in mortgage credit availability
during the past several years. We are gratified that the Board's recom-
mendations, recently submitted to this committee, have recognized
the need for rectifying the massive impacts visited upon both the
thrift industry and housing producers as the result of market actions
in recent years.

We are especially pleased that the Board's recommendations to this
committee included specific endorsement of the necessity for increas-
ing the ability of savings and loan associations to make consumer loans.
The Federal Reserve Board specifically noted that "the asymmetry
of the assets and liabilities of the nonbank financial intermediaries
needs to be carefully noted. These intermediaries provide highly liquid
assets for individuals to hold-assets that are close substitutes for short
term market securities on which yields are highly variable. But these
intermediaries specialize in mortgage lending, and thus pile up assets
with a long average life." These observations validate similar observa-
tions made by a wide range of disinterested observers of the mortgage
credit scene; namely, that the principal providers of mortgage credit
must be allowed investment opportunities which will permit a greater
portion of their assets to be self-liquidating over a much shorter period
of time (as is the case with consumer loans) in order that the institu-
tions can cope better with changing market conditions.

We would be less than frank with this committee if we did not
forth-rightly state that the Congress would be more likely to make
these adjustments during a period when mortgage credit was ample.
Such is the case at the present time. Net savings flows into both savings
institutions and banks have been either at record, or extremely high,
levels in the first months of this year continuing the record savings
gains of 1971. There is every indication that credit will 'be available
to support from 2 million to 2,300,000 housing unit starts during this
calendar year-an all time record. Moreover. new supplementary
sources of housing credit have recently become available via the sec-
ondary market operations in the conventional loan field by both the
Federal Home Loan Mortgage Corporation and the Federal National
Mortgage Association.

As the council stated on page 34 of this year's report:
** * housing was the strongest sector of the economy in 1971. Private housing

starts totaled more than 2 million uits, the largest number recorded for any
year. Residential outlays rose almost 50 percent, or $14 billion, from the third
quarter of 1970 to the third quarter of 1971. This was one-fifth the rise in total
GNP.

In its outlook for residential construction for the current year with
which we agree, the council on page 103 of its 1972 report further
states:

The total number of housing starts in 1972 is expected to be 2.2 million units.
Within this total, single family units are expected to be much stronger than starts
of multifamily units. This shift from multifamily to single family units will
strengthen total residential outlays in 1972, which are expected to exceed 1971
by 15 percent or more.
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Thus, the conditions are ideal for the Congress to enact legislation
which over the long term will facilitate the provision of residential
mortgage credit absent the feast or famine conditions which existed
during the last half of the previous decade. It is the considered udg-
ment of this league that this committee and the Congress can make its
greatest contribution to the stabilization of housing credit in future
years by the early enactment of broadening authority for savings and
loan associations to compete for more long-term savings on the one
hand, and simultaneously to adjust its asset composition to cope with
the variations and fluctuations in market credit conditions which have
depressed the housing market so massively in recent years.



UNITED MINE WORKERS OF AMERICA-

By W. A. BOYLE, President

On behalf of America's active and retired coal miners and all the
residents of the communities in which they live, I wish to express my
appreciation for the opportunity to present testimony on the state of
the U.S. economy in 1972.

In order to conserve the time of the committee and to preclude repe-
tition of testimony already given, we will confine our statement to a
brief discussion of several subjects of particular concern to the officers
and members of the United Mine Workers of America.

NATIONAL ENERGY POLICY

The establishment of a national energy policy is a preeminent na-
tional priority. Energy policy should be aimed toward the continued
development of America's indigenous energy resources. Such develop-
ment should take place within a framework of effective pollution abate-
ment programs. Energy policy should be considered against a back-
ground of:

(1) The growing scarcity of certain types of fuels, especially
petroleum and natural gas.

(2) The increasing and alarming dependence of U.S. consumers
upon foreign energy resources, particularly from the Mideast or
North Africa.

(3) The growing debate between energy producers on one hand
and enviromnentalists on the other.

There has been much discussion of the need for a national energy
policy in recent years. Several committees of the Congress, groups
within the executive branch, and many people in private industry are
engaged in intensive energy studies. Hopefully, these studies will cul-
minate in the development and implementation of a rational energy
policy, a policy which will be shaped with the combined efforts of gov-
ernment, labor, and industry.

PRODUCTIVITY

America must pay increasingly close attention to the question of
productivity. The outstanding record of the United States in the field
of productivity has largely been because of a combination of two fac-
tors. First, was the natural work orientation of our labor force, a work
orientation caused in part by pressing economic requirements. Sec-
ond, America has always utilized the latest available technology,
which made possible great strides in productivity because of the sub-
stitution of mechanical or electrical energy for manpower.

However, it is obvious that the United States has entered a new era
in the social, political, and economic climate affecting productivity.
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Economic restraints upon the work force are not as great as they were
in earlier years. America's workers are not faced with the grim alter-
natives to work as were their fathers and grandfathers. Many foreign
nations have technology equal to or superior to our own. The tech-
nological gap which has always been a benefit to the United States is
no longer as wide as it once was.

Even though we recognize these changes we do not suggest that the
United States need anticipate a slowdown of our historic productivity
trend. To the contrary, if America accepts the premise that the decades
of the 1970's and the 1980's are to be the "Age of Man," the potential
productivity increases are limitless. However, American industry and
government must provide proper motivation for the worker so that he
comes to the workplace with the desire and the willingness to sub-
stantially improve his work performance.

The United Mine Workers of America and the Bituminous Coal
Operators' Association have recognized the problem of productivity
in this new age. In the national bituminous coal wage agreement of
1971 there is established a training program which will permit Amer-
ica's coal miners to advance to higher paying jobs on an orderly basis.
At the same time, the collective bargaining agreement provides for a
continual upgrading of the coal industry's work force in order to insure
that both the employee and the industry can benefit from the expansion
of the job horizon for the worker. We believe that this step is of im-
measurable benefit to the membership of the UMWA, to the coal indus-
try, and to the Nation.

MULTINATIONAL CORPORATIONS

The existence of multinational corporations is of great concern to
the officers and members of the United Mine Workers of America.
Much of the ownership of the coal industry today rests in the hands of
multinational corporations with vast interests in oil, uranium, copper,
and other metals. Such corporations pose problems not only of an
economic nature, but also with great social and political ramifications.
The multinational operates without effective control, because its scope
extends beyond international frontiers. Multinational corporations
can, and do, shift operations from country to country in order to best
serve their particular need. While such activities may be in the interest
of the corporation, they are often at variance with the best interests of
the citizens of the various countries involved.

For example, the United Mine Workers of America is gravely con-
cerned that many of the major owners of coal mines are in a position
to shift investment from coal mines in the United States to oil wells
in the Middle East. We are concerned because the coal miner must not
only cope with the normal forces of the marketplace, but he is also
faced with job dislocation because of decisions which serve the expedi-
ency of the multinational corporations.

UNE-31PLOY31ENT

Unemployment continues at an intolerable level. Joblessness has even
come to the white collar worker who has long been free from enforced
idleness.
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There have been several forecasts which suggest that the unemploy-
ment rate will drop in the next several months. Unfortunately, there
are indications that these forecasts are in error and that unemployment,
in fact, will continue to be a pressing national problem for the immedi-
ate future.

The present unemployment level is inconsistent with the Full Em-
ployment Act of 1946. and entirely out of keeping with America's
cherished tradition of individual human dignity. It is impossible,
within a statement of this scope, to outline all of the things that should
be done to reduce unemployment, except to suggest that the reduction
of unemployment is a primary national priority.

INTERNATIONAL COMMERCE

America's relative position in relation to the other economies of the
world has deteriorated significantly in the last decade. During the pe-
riod since 1960, America's share of the world's gross national product
*has declined steadily.

This decline and the increasing evidence that America can no longer
with impunity ignore basic international realities, have brought about
an atmosphere in which the entire foreign trade concept of the United
States is being reexamined. America has traditionally followed a lib-
eral international trade policy. Such liberality has in the past benefited
America. However, in the face of increasingly restrictive barriers
against American goods abroad, America has long since passed the
point where its continued liberality can be tolerated further. It is
clearly evident that our entire foreign trade position must be re-
examined with a view to establishing a policy which is, first of all, in
the best interests of the people of the United States.

The economic picture is not bright. Ahead are challenges to every
segment of the American economy and to the economic security of the
American people. The challenges are complex and will require all of
America's resources to meet them. However, the fundamental position
of the American economy remains strong and dynamic. If we are able
to harness that basic strength, the challenges can be met.


