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THE PRESIDENT'S NEW ANTI-INFLATION PROGRAM
FRIDAY, NOVEMBER 3, 1978
U.S. SENATE,
COMMITTEE ON BANKING,HOUSING,AND URBAN AFFAIRS,
ash,ington, D.0.
The committee met at 9:30 a.m. in room 1202, Dirksen Senate Office
Building, Senator William Proxmire (chairman of the committee)
presiding.
Present: Senators Proxmire, Stevenson, Sarbanes, Brooke and
Heinz.
OPENING STATEMENT OF CHAIRMAN PROXMIRE
The CHAIRMAN. The committee will come to order.
Senator Stevenson and Senator Sarbanes will be here a little later.
On October 24, President Carter announced a three-part program
for curbing inflation. Part 1 calls for more fiscal restraint by the Federal Government, including a reduction in the Federal deficit to less
than $30 billion in the next fiscal year. Part 2 calls for stronger measures to cut back on counter-productive Federal regulations whose costs
exceed their benefits. And finally, part 3 establishes a new system of
voluntary wage-price standards together with a proposal for real wage
insurance, buttressed by the kind of regulatory and procurement
action by the Federal Government to enforce it.
The President's program deserves a full and fair chance.
If the President's program is not to be supported, what are the
alternatives?
One alternative, of course, is to do nothing. That is, to continue the
policies we have been following for the last several years.
A second alternative that some have suggested is mandatory price
and wage controls. But what happened with our last experience with
mandatory controls a few short years ago? The results were skyrocketing inflation zooming from 4 to 10 percent coinciding with the worst
recession since the 1930's.
A third alternative is to rely primarily on fiscal and monetary restraint to slow the economy and lessen inflationary pressures. The Federal Reserve may have just begun a program of dramatic monetary
restraint. The so-called fiscal austerity in the President's budget is welcome. But in this Senator's view it should be much, much tougher if
interest rates are to be contained and wage and price restraint is to
have any real chance of success.
So the President has proposed regulatory reform and wage-price
standards. The Fed appears ready to put a tough monetary policy into
action. With genuine and forceful fiscal restraint we can have a credible
and successful anti-inflation program.
(1)
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In so doing, we need to guard against the tendency to relax our efforts in any of the four areas. In particular, the program for wageprice standards should not divert our efforts to achieve regulatory reform or fiscal or monetary restraint. None of the four approaches can
do the job alone. All four are needed together if we are to succeed in
slowing inflation.
Now I must differ from the President's program in one particular
respect. When I say we need a genuinely austere fiscal program, here's
what I mean. The President should propose and Congress should deliver a balanced budget in fiscal 1980. That is the year beginning next
October 1. Not a deficit of $30 billion, but a balanced budget. A $30
billion deficit was boasted about several months ago as what we would
like to have, so there's nothing new about that. A balanced budget
would be new. Here we are after one of the longest periods of continuous economic growth in recent history with a proposed $30 billion
deficit and it's called austerity.
Just this morning the unemployment rate went down to 5.8 percent. There's a higher proportion of the population at work than ever
before in the history of this country.
Now,of course, a balanced budget in 1980 is a painful, risky course.
Sure, it will be tough to achieve. But if ever the American people
were ready for this kind of restraint, it is now. Consider what a balanced budget would do. It would ease pressure on prices and interest
rates, but even more importantly, it will demonstrate that the Federal Government views inflation as our No. 1 problem and is prepared
to make the necessary sacrifices to restore price stability. Only through
such an effort will the Federal Government achieve the moral and the
economic atmosphere that will permit the wage price standards to
work. A balanced budget would permit lower interest rates and promote a higher rate of capital investment which we need to enhance
both productivity and economic activity.
Our hearings today will closely review the third element of the
President's anti-inflation program—the voluntary wage-price standards. These standards are designed to reverse the inflationary psychology that has become embedded in Dui. 2conomy.
During this past decade people have become accustomed to the
prospects of inflation and they have built into their economic decisions
the expectation that inflation will continue.
Both business and labor are being asked to comply with guidelines
that ask for restraint of wage and price increases. The guidelines, if
they are adhered to, will result in significantly less inflation next year.
And if inflation is to be eventually eliminated, a method must be
found to end the game of "catch up" with inflation. The President's
program certainly works toward that objective.
We are pleased to have with us this morning three key members
of the President's anti-inflation team. Dr. Schultze, Chairman of the
President's Council of Economic Advisers: Dr. Alfred Kahn, Chairman of the Council on Wage and Price Stability and the inflation adviser to the President and Dr. Barry Bosworth, Director of the
Council on Wage and Price Stability.
Let me just say, gentlemen, that we have just got your statement,
Mr. Schultze. It's a very substantial statement. We welcome it, but it
is long and we hope that you will be able to abbreviate it because we
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have nine witnesses today before us and we have a number of Senators
anxious to cross-examine you on the issue.
Now I'm very happy to say we have with us the ranking minority
member of this committee, Senator Ed Brooke. Everybody in the
country I think, who is interests in politics, know that Ed Brooke is
in the fight of his life in the Massachusetts election. He's taken the
unusual step of coming here and giving up a vital day in his campaign
because he feels so strongly about this hearing and about the importance of what you gentlemen are presenting to us this morning in the
President's anti-inflation program.
In addition to that, let me say I have been contacted by some of the
minority members of the Banking Committee to express concern that
hearings on the President's anti-inflation program is being held this
morning with so many members involved in political campaigns. I
regret the scheduling of these hearings. Senator Stevenson pressed for
them. He was right in doing it. We should do it promptly and I think
if we postponed them until after the election it would have been a
mistake and harder,in my judgment,to get attendance. So,I hope the
members of the committee will appreciate the importance of a prompt
review of the President's proposal.
I particularly want to thank the ranking Republican member of
this committee, Senator Brooke, for being here at these hearings. We
all place a very, very high value on Senator Brooke's contribution to
this committee. He's been a tremendously effective member and, of
course, he's an outstanding expert in many of the areas we cover on
the committee.
Senator Brooke.
OPENING STATEMENT OF SENATOR BROOKE
Senator BROOKE. Thank you very much, Mr. Chairman, for your
very kind and very generous remarks, and let me say that I think you
have no alternative than to have held these hearings as expeditiously
as possible, notwithstanding the fact that this is an election year and
many of our Members are scattered. I think that the nature of the
subject, the emergency of the crisis situation which the country finds
itself, necessitated the decision which you—and I commend Senator
Stevenson for having urged you, as you have stated, to hold these
hearings.
Mr. Chairman, since 1976 the American people have witnessed a
steady erosion in the buying power of the dollar, both at home and
abroad. In 1976 our inflation rate was 4.8 percent. In 1977 it rose to
6.8 percent. For the first 9 months of this year the annualized rate of
inflation has been 9.5 percent.
It has become apparent to everybody that the economic policies
which we have been following for the last 2 years have not been successful in arresting this alarming decline in the value of our currency.
Last spring the President announced a jawboning anti-inflation program and appointed my friend and a man for whom I have great respect, Bob Strauss, former Democratic National Chairman, as his
inflation czar. Unfortunately, since that time, our economic situation
both at home and abroad has worsened and last week it was necessary
for the President to present a revised strategy for combating inflation
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and the new inflation czar, Alfred Kahn—Mr. Kahn may not have
known that would be the title he would assume, but I presume that's
what the country will look upon him as—as the anti-inflation czar,
and he is here, of course, today in his first appearance before this committee and we certainly welcome him, together with Charlie Schultze
and Dr. Bosworth.
But neither the stock market nor the international money markets
responded favorably to the President's speech last week and so on
Wednesday the Treasury and the Federal Reserve Board were compelled to announce a series of new restrictive monetary measures.
Now, Mr. Chairman, the announcement of these new tight money
policies has raised a spectre of a recession next year, a prospect which
is causing serious concern among the American people. I think it is
tragic that an economic policy of drift has brought us to a point where
draconian measures have now become necessary.
For the last year and a half the Republican members of this committee have in our monetary policy reports warned of the dangers of
excessive growth in the money supply. On May 26, as you will recall,
Mr. Chairman, every Republican member of this committee signed
minority views which stated—and I quote—
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the rate of monetary growth since mid-March has exceeded by far the upper
bounds of earlier set targets and has been in excess of what can be considered
prudent under existing economic conditions. If allowed to continue, this rate of
growth would add a new and powerful influence to higher prices throughout the
economy. In the end it would mean more inflation, an even more restrictive monetary policy in the future, and higher interest rates than those presently being
experienced.

Mr.Chairman,it is small consolation to me,and I'm sure to the members of the minority, that our predictions have proven accurate, and
I have not come here today to play the critic, but rather than dwelling
on the mistakes of the past, we must focus our attention on the task
before us and the work to mold an effective anti-inflation policy.
All of us recognize the dangers inherent in the present inflationary
spiral and we all want to support the President's new anti-inflation
initiative. But, as with any new program, the President's proposals
raise questions which must be answered if we are to achieve a national
consensus on anti-inflation strategy.
Among the questions in the minds of the American people are these:
Does this program equitably distribute the burden of fighting inflation between business and labor? Will the housing industry, as it has
in the past, be called upon to bear the brunt of this fight? Will the
young Americans be called upon to forgo the purchase of their first
home because of the lack of mortgage credit? How will minorities,
women, and young workers, who are traditionally the last hired and
the first fired fare under this program? Are the incentives and disincentives built into the program sufficient to assure its success?
And in the course of our hearings these questions will, I'm sure, be
addressed and I want to again commend you, Mr. Chairman,for providing this forum to review the President's proposal on a timely basis.
And, Dr. Kahn,I welcome you to the committee. You have come to us
with an excellent reputation. I can assure you that every member of
the committee wishes you well in your new role. Of course,I'm always
glad to see our old friend, Charlie Schultze, here and of course to welcome Dr. Barry B.Bosworth as well.
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Thank you, Mr. Chairman.
The CHAIRMAN. Senator Stevenson.
Senator STEVENSON. Mr. Chairman, I commend and thank you and
Senator Brooke for scheduling this hearing. I quite agree that this
committee would have been derelict if it postponed this hearing until
after the election and that it would have been more difficult to obtain
attendance by members then.
I have a statement which I would like to offer for the record and
then just make one brief comment.
The CHAIRMAN. Without objection, it will be printed in full.
[The statement follows as though read:]
OPENING STATEMENT OF SENATOR STEVENSON
Senator STEVENSON. Mr. Chairman, the President's anti-inflation
program rejects the dangerous extremes of deflation and mandatory
controls. It recognizes Government's responsibility for inflation and.
promises an attack on inflationary forces within the public and private sectors. The standards for wage and price increases in the year
ahead are realistic.
But I have reservations about standards that are both "voluntary"
and backed by a threat of retaliation. This incongruity could cause
economic injustice and additional inflationary uncertainties in the
economy. I, therefore, urge the committee to consider exposing excessive price or wage increases to public scrutiny and potential disapproval before they take effect.
The program as outlined to date makes no provision for the Council on Wage and Price Stability to be informed in advance of price or
wage increases. The Council will be limited to monitoring inflation
after-the-fact, unless companies or unions voluntarily provide information about their intentions. Had the President's program included
authority to require advance notice of wage and price increases in
large industries and authority to defer them temporarily, the Council
would be in a position to report publicly proposed price or wage
actions which exceed reasonable levels. Such actions could then be
studied and exposed, even deferred, if necessary, for short periods of
time. Instead, the Council will be left holding an empty bag, releasing
reports on the inflationary impact of actions already. taken, just as in
the past. It should prevent, not punish, inflationary behavior. I would
prefer to see the Council given the tools to prevent inflation than other
agencies given the task of punishing those who contribute to it.
The President's program seems to divest the Council on Wage and
Price Stability of its statutory responsibility to monitor inflationary
measures proposed by the Government. Instead, a new Regulatory
Council is proposed which would develop a calendar of proposed Federal regulations.
A calendar is no substitute for timely analyses of inflationary actions proposed by the executive branch. A Regulatory Council will
not scrutinize minimum wage or social security legislation a body independent of the executive branch is needed to monitor the action of
that body. For this program to deal with the inflationary psychology
which is fueling inflation, it must have credibility. And it is not
credible to think that the administration will effectively monitor and
expose the administration.
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So I view the President's proposed incomes policy as incomplete.
It should place more reliance on the force of informed public opinion
to prevent inflationary behavior in and out of Government and less
reliance on punitive measures by Government. The Council on Wage
and Price Stability needs to be insulated from political and economic
pressures—and given prenotification and deferral authorities. I have
introduced legislation to do all this, and it is before this committee
today.
Senator STEVENSON. Mr. Chairman, the President's program seems
to divest the Council on Wage and Price Stability of its statutory responsibility to monitor inflationary measures proposed by the Government. Instead, a new regulatory council is proposed which would
develop a calendar of proposed Federal regulations. A calendar is no
substitute for timely analyses of inflationary actions proposed by the
executive branch.
The administration's regulatory council is not likely to scrutinize
the administration's foreign policy or the regulations of its Department of Transportation or minimum wage or social security legislation.
A body independent of the executive branch is needed to monitor
the actions of the executive branch.
If this program is to deal with the inflationary psychology which
is fueling inflation, it must have credibility, and it is not credible to
think that any administration will effectively monitor and expose
itself.
So I do think the President's incomes policy is incomplete. It should
place more reliance on the force of informed public opinion to prevent
inflationary behavior in and out of Government and less reliance on
punitive measures by Government. The Council on Wage and Price
Stability needs to be insulated from political and economic pressures,
and given prenotification and deferral authority.
There is legislation introduced before this committee which would
do all of this, and I hope that it will receive the attention of our witnesses and the committee today.
Thank you, Mr. Chairman.
,The CHAIRMAN. Thank you, Senator Stevenson.
Senator Heinz.
OPENING STATEMENT OF SENATOR HEINZ
Senator HEINZ. Mr. Chairman, let me also commend you and Senator Brooke for scheduling these very timely hearings. The panel is
indeed a very distinguished one, one of several distinguished panels
but a particularly preeminent group, and I might add that I am
particularly glad to see that the administration has finally targeted
inflation as our top priority, and I hope and I think that the panel
would agree that inflation is more than just price increases but can be
viewed as a hidden tax paid by everybody and hitting hardest those
least able to pay, such as our elderly on fixed incomes.
I can only observe though, Mr. Chairman,that if the Carter administration's performance in 1977 had matched its campaign rhetoric of
1976, we would not this year be battling double-digit inflation and the
cruel hardship it imposes on the American people and people of all
ages.
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Now, Mr. Chairman, I want to compliment you on mentioning in
your opening statement the questions of the budget deficit, and I
would like to focus on that particularly important issue because despite all the talk about reducing the budget deficit, the fact is that
the Carter administration's original budget for fiscal year 1979, the
year we are now in, called for a $61 billion budget deficit. Now,thanks
to a bipartisan effort in which our Senate Budget Committee on which
I serve was very involved, we have whittled that down to a $38 billion
deficit. Now, even that figure, in my judgment, is far too high, but it
did represent a $23 billion improvement over the administration's
proposals.
Now, the White House has been pledging an austerity budget for
the upcoming fiscal 1980 budget. The figure I've heard most often
mentioned is $530 billion in spending. Now,that's a 9-percent increase
over this year's budget. If a $530 billion Federal budget is approved or
presented by the President,I would hope,gentlemen,and I would trust
that before it even gets to the Hill that it will be vetoed by you, Mr.
Kahn, and you, Mr. Bosworth, for exceeding the phase 2 guidelines.
If the President wants to impose voluntary guidelines on the rest of
the country, what sort of an example does it set if he doesn't follow
them himself?
Many people have suggested that the Teamsters'negotiations will be
the first real test of the phase 2 guidelines. Well, I don't think so.
The first real test will come when the President submits his budget to
the Congress in January. If the administration follows its own antiinflation guidelines, we can expect a budget increase in the realm of
5 or 5.5 percent. This would mean a budget proposal for fiscal 1980 of
around $510 billion. With revenues anticipated at about $500 billion,
the deficit wouldn't be $35 billion or $30 billion it would be around
$10 billion.
Should the White House choose not to adhere to its own program,
how,I ask, is it in any way fair to expect the Teamsters, the steel industry, the steelworkers, or anybody else to attach any credibility to
the voluntary program?
Mr. Chairman,I join the committee today also not only as a member
of the committee but also as the ranking member of the subcommittee
of this Committee on Production and Stabilization, presumably the
subcommittee which would hold hearings on any mandatory wageprice control program, any extension or reimposition of the Economic
Stabilization Act that expired in 1974.
I would say that nobody can doubt President Carter's sincerity and
good intentions in the battle against inflation, but I think the tactics
and timing are frankly open to question. The causes of our inflationary
spiral did not suddenly emerge out of the clear blue after the World
Series ended. Now, those inflationary factors—unfair and unnecessarily high taxes for working people, wasteful Government spending,
overregulation, massive budget deficits, huge trade deficits, and virtually nonexistent productivity increases—have plagued us just as
much in 1977 as they do now, and I join my distinguished colleague,
Senator Brooke,in demanding that the burden of fighting inflation be
shared equitably and fairly, and that the Federal Government in the
way I have just described be a full partner in fighting inflation.
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Mr. Chairman, I would ask that the remainder of my statement be
included in the record.
The'CHAIRMAN. Without objection, so ordered. Thank you, Senator
Heinz.
[Remainder of Senator Heinz's statement follows:]
Senator HEINZ. One is forced to ask why this economic blitzkrieg of
measures comes now, just before election day, instead of gradually
being phased in as the problems arose over the past 2 years.
It wasn't just yesterday that the American people began worrying
whether they could keep up with skyrocketing food costs and utility
bills.
The President's pronouncements of Wednesday may have brought
great joy to "the gnomes of Zurich," but I fear there is a price to pay
for their joy. And that price is going to be paid by American working
men and women who are going to find consumer credit and automobile
payments more expensive,home mortgages unattainable,jobs more difficult to come by, and face a much greater risk of economic recession
in 1979.
These are some of my concerns, Mr. Chairman,and I hope the panel
will address themselves to the issues which I have raised.
The CHAIRMAN.Senator Sarbanes.
OPENING STATEMENT OF SENATOR SARBANES

Senator SARBANES. Thank you, Mr. Chairman.
I will be very brief because I'm very anxious to hear from the panel
and have the opportunity to question them.
Gentlemen, I listened to the President very carefully when he made
his national address on television and I subsequently took the position
that we ought to try in every way to be supportive of his effort to
move with voluntary guidelines which offered perhaps a productive
way of responding to the pressing problem of inflation.
I was particularly encouraged by the President's rejection at the
outset of his address of the too simplistic and familiar answers which
are sometimes proposed—one, a complicated system of mandatory
wage and price controls; and the other, a deliberate recession which
would throw millions of people out of work.
Since you put forward the anti-inflation program outlined on television by the President you have proceeded to rake other actions with
regard to the preying on the dollar by the international speculator
community. I appreciate the pressures here to which the administration was responding.
I am very interested this morning to hear how those actions correlate with earlier actions, and what their implications are.
The Baltimore Sun this morning has a cartoon on the editorial page
which shows two workers outside a factory eating their lunch out of a
lunchpail. They are looking at a newspaper and it says,"Carter risks
recession to rescue dollar.' One of these workmen has got a very
anxious look on his face and the other fellow is saying to him—this
is the caption underneath—it says "Germany approves. Japan approves. Wall Street approves. The Whole free world approves. So what
are you worried about V'
Now, I'm very anxious to hear this morning how these two moves
which the administration has taken—the one outlined by the Presi-
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dent and the subsequent one just taken this week—interrelate and
what the implications are, particularly in view of the President's
statement in his address, with which I fully agree, that he rejected
the notion of a deliberate recession which would throw millions of
people out of work in order to provide an answer to the inflationary
problem.
Thank you,Mr.Chairman.
The CHAIRMAN.Thank you,Senator Sarbanes.
iThe following statement was subsequently received from Senator
Schmitt:]
STATEMENT OF SENATOR SCHMITT
Mr. Chairman,I am pleased that you have scheduled these hearings
on our Nation's strategic stockpile policy. The United States began
stockpiling in 1940 when legislation authorized the Treasury Department to purchase modest quantities of certain strategic materials for
which this country is heavily dependent on imports.
At the conclusion of World War II, the United States held considerable quantities of essential metals and minerals needed either in a
wartime or peacetime economy. Thus, when,in 1946, Congress enacted
basic stockpile legislation, large tonnages of essential metals and minerals were already on hand.
U.S. involvement in the Korean war in the early fifties greatly
accelerated interest in stockpiling, and until 1957, there was a period
of active procurement by the Government.
Shortly after John F. Kennedy became President in early 1961, an
evaluation of the stockpile program was conducted, and in the midsixties, many of the commodities in the stockpile were liquidated. Of
the six major nonferrous metals held in the Government stockpile—
aluminum, copper, lead, nickel, tin, and zinc—the Government, since
1963, has greatly reduced its holdings of lead and zinc, and has substantially reduced its holdings of tin, a commodity for which this
country is entirely dependent on imports, originating primarily from
countries of the Third World.
Unfortunately, the large budget deficits of the Kennedy, Johnson,
and Nixon administrations made the liquidation of these inventories
for their cash value a temptation too great to pass up.
Following President Nixon's declaration that the national security
would be adequately met with stockpiles equivalent to only 1 year's
military requirements, Members of the Congress raised questions as to
the adequacy of such limited stockpile objectives. As a result of congressional reluctance to authorize further disposals, the Ford administration undertook a new stockpile study. The study restated the
objectives of the national stockpile in terms of a 3-year emergency,including consideration of the needs of the civilian population as well
as security needs. Last fall, the Carter administration reaffirmed its
agreement with the general principles of the program as outlined by
the previous administration.
The stockpile goals, however,remain largely unachieved. There have
been no major acquisitions for the national or supplemental stockpiles since 1959 while disposals between 1959 and 1977 have totaled
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$7.2 billion. The United States thus remains vulnerable to critical
shortages of strategic materials. The oil embargo of 1973 should have
demonstrated the dangers of a short-sighted policy of not holding
quantities of critical commodities in reserve, and while we have made
efforts to increase our reserves of oil since then, we have made no
progress in regard to other critical commodities. It appears that we
have not yet learned our lesson.
I am particularly concerned about the shortfall in copper. Copper
has literally dozens of strategic uses. It is needed in the manufacture
of motors, machinery, transmission lines, cartridge cases for small
arms,fuses, and time devices, and most of its military uses overlap with
applications in the private sector. But there are at present only 20,433
tons of copper in the stockpile against a goal of 1,300,000 tons. On the
other hand, there are over 200,000 tons of tin in the stockpile, but the
tin goal is only 32,500 tons. I was pleased to cosponsor legislation in the
last Congress which would have authorized the sale of 45,000 tons of
tin and the simultaneous purchase of 225,000 tons of copper in order
to balance out this situation. I intend to work actively for the passage
of this legislation in the next Congress as a first step in meeting stockpile goals.
There has been concern expressed with regard to the $7 billion acquisition costs involved with achieving the objectives of the national
stockpile. However, in a $2 trillion economy, an investment in this
range, made over several years, is not excessive. The United States
must remain prepared for whatever emergency may confront us and
must, to the greatest extent possible, maintain its self-sufficiency in
critical materials. I hope these hearings will provide an added impetus
to the fulfillment of the objectives of the strategic stockpile as soon
as possible.
Mr. Schultze, go right ahead, sir.
STATEMENT OF CHARLES L. SCHULTZE, CHAIRMAN, COUNCIL OF
ECONOMIC ADVISERS
Mr. SCHULTZE. Thank you.
Mr. Chairman, members of the committee, I shall try in my statement or subsequent questions and answers to deal with some of the
problems you have raised. I will also, since it is a rather lengthy statement,simply go through and summarize and read excerpts and request
the whole statement be introduced into the record.
The CHAIRMAN. Without objection, it will be printed in full.
[Complete statement follows:]

TESTIMONY OF CHARLES L. SCHULTZE, CHAIRMAN, COUNCIL OF ECONOMIC
ADVISERS
Last week, President Carter set forth a new program to combat inflation—
the most difficult and intractable economic problem our country has faced since
the Great Depression of the 1930s. Inflation in the United States has averaged
2 percent a year over the past decade. Two recessions—one of them the largest
61/
in the post-War era and a fling at wage and price controls did not stop the
inflation.
The importance of succeeding in the task we have undertaken can hardly be
overestimated. We must reduce inflation to have any realistic hope of maintaining a strong economy and realizing the economic and social goals that are the
hopes and dreams of all Americans.
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This Administration does not propose to deal with inflation by creating a
recession and sharply rising unemployment, nor will we impose mandatory
wage and price controls. I have said on numerous occasions that this Administration is philosophically opposed both to putting the economy through the
wringer of recession and to the use of mandatory wage and price controls except in the event of national emergency. The philosophical objections to those
two kinds of measures are as strong now as they ever were. But those approaches were not rejected simply for philosophical reasons. They were rejected
because they do not work. Both approaches have been tried before and were
found wanting.
There are those who say that the present program cannot work—either because
private sector cooperation is voluntary, or because the Federal government has
not taken forceful enough action to reduce its own contribution to inflation.
Such a judgment reflects a lack of understanding of what this program is all
about and, more fundamentally, of the unshakeable commitment of the President and his Administration to making it work.
In my testimony this morning, I will indicate why the program announced
by the President is the only practical alternative for combating inflation in the
U.S. economy. I will also d!scuss the specific actions that the Federal government will take to reduce inflation. Finally, I will set forth my reasons for believing that the program will be successful.
Alfred Kahn and Barry Bosworth, the Chairman and Director of the Council
on Wage and Price Stability, will subsequently outline the standards for pay
and price increases established by the President, and the measures that the
President is prepared to undertake to encourage compliance with the pay and
price standards and to deal with inflation in particular sectors of the economy.
INFLATION AND AGGREGATE DEMAND POLICY

The inflation that is currently damaging our economy did not begin during
the Carter Administration. It is a problem whose roots extend back for more
that ten years. The history of inflation and the efforts to combat it over that
period contain important lessons from which we can profit. If we ignore them,
we may be doomed to repeat the mistakes of the past.
The current inflation began during the late 1960s when the economy reached
very high levels of resource utilization. The unemployment rate was less than
4 percent in every year from 1966 through 1969, and in all of those years the
actual output of our economy was above the potential level at reasonably full
employment of our labor and capital resources.
The major factor initiating inflation during the mid-1960s was excess demand,
as the economic stimulus from Vietnam war expenditures was added to an
economy already approaching high employment. As a result, wages and prices
both moved up more rapidly. For consumer prices, the rate of inflation rose
from less than 2 percent in 1965 to over 6 percent in 1969.
The emergence of excess demand in 1966 occurred at a time when voluntary
guideposts for wage and price behavior were in place. How much those guideposts reduced the rate of inflation in the early years of the 1960s has always
been a matter of dispute. But there is no doubt that in the climate of economic
overheating that developed in late 1965 and 1966, the voluntary guideposts lost
their chances of success. By the end of 1966, that fact was clear to everyone, and
the guideposts were dropped by the Johnson Administration, although efforts
to influence particular wage and price decisions continued.
A second burst of inflation—which began in 1972—was also due, in part, to
excess aggregate demand. Both monetary and fiscal policies were very expansive
during that period. Between the fourth quarter of 1971 and the first quarter of
1973, real GNP grew at a very rapid 7% percent annual rate. As a result, unemployment dropped sharply, and capacity utilization reached high levels, especially in the materials sector.
The upward pressure on prices was greatly augmented in 1973 and 1974 by
a series of large, external shocks to the American economy—a worldwide crop
shortage followed by a quadrupling of world oil prices. The value of the U.S.
dollar in exchange markets declined by close to 20 percent between mid-1971
and mid-1973 causing a rapid increase in the price of U.S. imports and in the
demand for U.S. exports. Demand for U.S. goods was also augmented by a simultaneous economic expansion in all major industrial nations of the world, which
accentuated the problem of tight domestic capacity here in the U.S.
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Moreover, food prices surged in 1973 and 1974, reflecting a series of poor
world harvests beginning in 1972, and the steep increase in OPEC oil prices in
late 1973 caused the energy component of the CPI to rise by nearly 22 percent
in 1974 alone.
For a time, these pressures on costs and prices were held in check by mandatory
wage and price controls that were rigid and comprehensive. The underlying inflationary forces were so powerful and the consequences of detailed controls so disruptive, however, that the controls had to be gradually relaxed and ultimately
removed altogether in the spring of 1974. The pent-up inflationary pressures were
then released, and in subsequent months costs and prices exploded.
Each of the two major episodes of the last decade, in which inflationary pressures mounted rapidly, was followed by serious recessions. But the accompanying
sharp rise in unemployment and excess capacity did not succeed in eliminating
the inflation, and indeed did not bring it significantly below 6 percent. The momentum of a long-standing inflation—in which wages and prices chase each other,
supported by expectations that inflation will continue—is a powerful force tending to sustain inflation even when the originating causes have disappeared.
There are several basic and inescapable truths that emerge from this recent history from which we can benefit. First, standards for wage and price behavior—
whether voluntary or mandatory—will not be effective if excess demand pressures
are allowed to arise or if outside factors push up costs and prices strongly. Second, aggregate demand policies of fiscal and monetary restraint, used alone, will
collide with the strong momentum of inherited inflation, and will reduce output
and employment far faster than they reduce inflation.
A successful attack on inflation must, therefore, be a balanced one which attacks simultaneously both aspects of the problem—combining overall demand
management to create an economic climate in which inflation can be reduced with
measures to break the momentum of the price-wage spiral.
MANAGING AGGREGATE DEMAND

We must achieve and maintain a balance between aggregate demand and supply that makes possible a reduction of inflation. This requires that we follow
prudent and cautious fiscal and monetary policies to avoid upward pressures on
wages and prices from the demand side. In such a climate, the forces of demand
and supply in markets will be working to support the effects of the pay and price
standards in limiting price and wage increases.
Achieving an appropriate balance between aggregate demand and supply will
require that the economy grow at a moderate rate, lower than the increases of
the past two years. In 1977, the economy grew at a 51/2 percent rate. This year
we expect a 33
4 percent growth. To provide the level of balance between demand
and supply needed to support progress against inflation, a lower growth target—
on the order of 3 percent or slightly more—will be required next year.
This growth rate is about in line with our economy's long-term growth potential. Its achievement would keep the unemployment rate from rising. This Administration has by no means given up its commitment to make further progress
on unemployment—especially to lower the extremely high unemployment rate
among minorities. But the best hope for doing that lies in a combination of targeted measures to deal with structural unemployment and overall economic
policies which help reduce inflation.
WHAT ARE THE ALTERNATIVES?

The President's anti-inflation program, as I said, is a balanced attack against
the multiple sources of inflation There are two major groups of critics of this
balanced approach. On the one side, there are those who urge sole reliance on
very harsh monetary and fiscal restraint as a means of wringing inflation out
of the upturn. On the other side, some have urged the adoption of mandatory
and comprehensive wage and price controls. In my judgment, reliance on either
of these prescriptions would be economically dangerous and politically naive.
Some skeptics have argued that the shift in emphasis that the Administration has made in its aggregate demand policy is not enough. They insist that
the way to defeat inflation is to apply fiscal and monetary restraint very
harshly—to make wholesale slashes in budget expenditures and to slam on the
monetary brakes.
We know from experience what such a course of action would produce, since
we have travelled that route before. Starting in 1969, our country sought to deal
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with the Vietnam war inflation solely by stern Measures of monetary and fiscal
discipline. Since the source of the inflation was excess demand, monetary and
fiscal restraint was indeed called for. But excessively restrictive policy actions
produced results that were a bitter disappointment.
In late 1969, a recession began that reversed much of the reduction in unemployment that had been achieved over the prior decade. By the end of
19O, the rate of unemployment had risen to 6 percent. Yet inflation continued
unabated. The increase in consumer prices did moderate in 1970—but only because of a slower rise of food prices. Prices of nonfood commodities and services
rose just as fast in the slack markets of 1970 as they had in the overheated
markets of 1969. Moreover, the increase in average hourly earnings in the
private nonfarm sector of the economy—our best measure of average wage
rates—did not decelerate at all in 1970, even with unemployment nearly half
again as high as in 1969. The inflation proved to be impervious to the shock
treatment of severe monetary and fiscal restraint. And, after two and one half
years of disappointment, the "gam-.. plan" was abandoned. Mandatory wage and
price controls were introduced and a program of economic stimulus put in place.
In 1973 and 1974, our country once again tried to combat inflation with very
tight monetary and fiscal policies. And, once again, a recession was created—this
time, the worst recession in forty years.
The rate of inflation did recede in the first half of 1975, but this moderation
was due less to the recession than to the termination of special factors affecting
prices in 1974. Food supplies improved, the OPEC oil price increase worked its
way through the economic system and the one-time adjustment of wages and
prices after the removal of controls finally ended. But the rate of inflation—with
unemployment extremely high and excess industrial capacity extensive—remained in the 6 to 61/2 percent range, about the same rate that had prevailed,
on average, since 1969.
In some increases in economic slack—higher unemployment rates and larger
amounts of idle capacity—led quickly to moderation of price and wage increases,
a harsh, but short-lived policy of demand restraint might be worthwhile. In fact,
however, we live in a world in which prices and wages are relatively insensitive
to the degree of slack in labor and product markets.
Very strong doses of monetary and fiscal medicine, therefore, do not produce
the desired results on the rate of inflation. Instead, they lead mainly to economic
hardship for workers and business alike. Moreover, as we have seen in the years
since 1970, prolonged economic slack depresses business invtstment and contributes to a slowdown in productivity that simply exacerbates the long-run inflation
problem. Inevitably, as the ranks of the unemployed swell and factory closings
mount during a recession, the public grows increasingly impatient. Demands to
"do something: become insistent, and eventually the effort to deal with inflation
by creating recession is abandoned.
We need an anti-inflation policy that produces long-run results—we do not need
another bout of stop-and-go.
MANDATORY WAGE AND PRICE CONTROLS

We also know from experience that mandatory wage and price controls are
ineffective in combating inflation. Oddly enough, this lesson seems to have been
forgotten in just a few short years. Let me therefore review a few of the salient
developments of the period from mid-1971 to early 1974.
The period of controls led to a rediscovery of the fundamental economic principle that changes in relative price and wage rates play a vital role in allocating
resources among competing users in a market economy.
When controls were first imposed in 1971, supplies of fuel oil were ample,
and prices were low relative to those for gasoline and other refined petroleum
products. The initial price regulations therefore tended to lock in an abnormal
set of relative prices for refined products. The result was predictable. Producers
tended to produce more of the product that was most profitable—gasoline—and
so shortages of fuel oil subsequently developed.
Difficulties of this kind continued and multiplied. Since import prices were not
controlled, suppliers of beef, lumber and other products shipped their wares to
Canada and then reimported them at uncontrolled prices. The extra transport
costs added still more to inflation. Producers of aluminum, copper, and zinc found
that it was more profitable to export their output than to sell it in domestic
markets, and so supplies of those metals became virtually unavailable to domestic users.
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In late 1973 and 1974, we were struggling to increase the output of coal
because of the oil embargo and the subsequent sharp increase of crude oil prices.
But increasing production of coal was hampered by shortages of mine roof bolts.
Production of that small but essential item, it turned out, had become unprofitable.
During the 60-day price freeze imposed in mid-1973, prices of feed grains,
which were exempted, rose substantially. But meat prices were frozen and production of livestock and poultry became unprofitable. Farmers, therefore,
slaughtered livestock and poultry that would otherwise have become available for
consumption. We are still living with some of the consequences of that episode,
in the form of reduced cattle herds and rising meat prices.
The Price Commission struggled to deal with problems of this kind, while
the Pay Board grappled with repeated complaints that the limitations on pay
were inequitable and were leading to difficulties in obtaining needed workers in
expanding industries. By the end of 1972, some 4,000 people in the Federal
government were employed to administer the program, and the burden of administration was steadily rising. Costs in the private sector, moreover, almost
certainly exceeded by a wide margin those experienced by the Federal government. (In this connection, I was interested to note that in his press conference
last Tuesday, AFL—CIO President Meany estimated it would take about 250,000
to 300,000 additional Federal workers to administer the comprehensive scheme
of wage, price, and income controls he was recommending.)
As the controls were relaxed and modified to deal with emerging problems,
the rate of inflation began to accelerate. By the first quarter of 1973, the rate of
inflation was up to 6% percent—and it continued to move up until it reached
the double-digit range.
Mandatory controls over wages and prices in the early 1970s were a failure.
They were extremely costly. They led to serious shortages and inefficiencies.
And they did not successfully limit inflation. As a consequence, economic and
political pressures for removal of the controls became overwhelming.
Such an outcome was inevitable. Indeed, in broad outline, our own experience
in the U.S. merely repeated that of some Western European countries that resorted to wage and price controls in an effort to suppress inflation. The simple
fact is that no government has, or can acquire, the amount of information required to adjust prices and wages as needed to keep a complex modern economy
functioning smoothly.
The temptation to push a single button, and deal with the decade-long inflation,
through a simple nostrum, must be resisted. The two available nostrums—the
abrupt and severe application of monetary and fiscal restraint or mandatory wage
and price controls—are a delusion. Despite their appearance of vigor and toughness, history has shown them to be ineffective and dangerous, and in the end, for
both economic and political reasons, unsustainable.
A RESPONSIBLE COURSE OF ACTION

In choosing the course of action set forth by the President last week, this Administration benefited from the lessons of history. We recognize that a successful
anti-inflation program must come to grips with the complex nature of the problem
we face. The current inflation has been troubling our economy for more than a
decade and it cannot be defeated overnight. We will give the fight against inflation
top priority—not just today and tomorrow, but for the foreseeable future. We
know that policies to combat inflation which are not grounded in solid economic
principles will soon lose their emotional and political appeal. We must be firm
but sensible in our application of guidelines for private behavior.
That is the kind of program the President has adopted. It is the best way to
reduce inflation in the American economy. Indeed, it is, in my judgment, the only
practical course of action open to us.
THE PRESIDENT'S ANTI-INFLATION PROGRAM

Let me now turn to the specifics of the anti-inflation program, and particularly
to the actions to which the Federal government is committed to bring inflation
under control.
Earlier this year, the President outlined the framework of a voluntary program that required the cooperation of government, business, and labor. These
efforts have not been enough. Stronger measures are required. Therefore, the
President has taken steps:
To intensify the anti-inflation efforts of government by adopting •a more
stringent budget policy; establishing procedures that minimize the inflationary
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impact of government regulations; and indicating his intention to veto legislative measures and other actions of government that provide benefits to narrow
special interest groups.
To break the upward spiral of costs and prices by enunciating explicit numerical standards for noninflationary wage and prices increases; and making clear
his intention to use his administrative powers to support adherence to those
standards in individual situations.
These measures indicate a recognition by the Administration that the government must take the lead in fighting inflation. Private cooperation with the pay
and price standards could hardly be expected if the Federal Government were
unwilling to set its own house in order. The steps we are taking are not just
symbolic. The prudent budegtary policies we intend to pursue will create an
overall climate in which market forces will work together with the pay and
price standards to reduce inflation. And the actions we are taking in the regulatory area will help to moderate an important source of cost and price increases
over the past 10 to 15 years.
FEDERAL BUDGET POLICIES

The Administration is determined to liursue a stringent budgetary policy with
respect to both spending and the budget deficit. The growth of spending must be
strictly limited. As moderate and sustainable economic growth continues, the
budget deficit must be reduced and eliminated.
In fiscal 1976, Federal expenditures represented 221/
2 percent of the nation's
GNP and the deficit was $66 billion, an all-time record. Since then, the size of the
deficit has been reduced substantially. In fiscal 1979, the deficit in the Federal
budget will be less than $40 billion. Next January, the Administration will submit
its budget for fiscal 1980—the year beginning October 1, 1979. In the context of
an overall economy growing at a moderate rate, the President has set targets for
planning the 1980 budget under which: The share of total spending in GNP will
be reduced to about 21 percent of GNP—a goal originally scheduled to be reached
a year later—and the 1980 Federal budget deficit will be reduced to $30 billion
or less.
These goals will not be achieved without very difficult choices among competing demands on Federal resources. But a strict budgetary stance is utterly essential to success in the fight against inflation. We will demonstrate to business and
labor that moderation in private wage and price decisions will not be frustrated
by the pressure of excess demand.
In order to contribute toward these goals, the President has imposed severe
limits on hiring of Federal employees for an indefinite period. Effective immediately, Federal agencies may fill only one out of two vacancies as they occur. This
step will reduce the number of Federal employees budgeted for this fiscal year by
about 20,000. In July the President announced a 5.5 percent limitation on Federal
employee pay raises and a freeze on Federal executive pay levels.
In addition, the President has stated that he will oppose further reductions in
Federal income taxes until we have convincing prospects for progress against
inflation. The Administration is prepared to consider reductions in specific taxes
that could contribute to fighting inflation, but only if those tax reductions are
consistent with an overall framework of prudent budgetary policy.
REGULATORY POLICY

•

During the last decade we have expanded our efforts to protect the environment
and the health and safety of workers and consumers. Clean air and water, a safe
and healthy workplace, and protection for consumers against unhealthy and
hazardous products are important national goals. But we must also recognize that
their achievement has added appreciably to costs and hence to consumer prices.
We must not abandon our goals, but we must attain them at a reasonable pace
and without imposing unnecessary burdens.
With this principle in mind, the President has stated his intention personally
to exercise his authority, as necessary, to ensure that the regulatory process is
balanced and well managed, and that specific regulations with large economic
Impacts achieve their statutory goals at minimum economic costs and regulatory
burden.
Efforts to reform the regulatory process have been underway since 1977. The
President has directed regulatory agencies to prepare analyses of the effects of
each proposed major new regulation. These analyses must identify the benefits and
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the costs of the proposed regulation and examine the implications of alternatives.
An interagency review group has been established to review the most important
of these proposals and to place comments on these proposals on the public record.
To strengthen further the government's effort to improve the regulatory process,
the President has now taken additional steps:
The President has directed the formation of a Regulatory Council. The Council
will include as members all Executive Branch departments and agencies with
significant regulatory responsibilities. It would have the important task of coordinating duplicative or overlapping regulations. Douglas Costle, the Administrator of the Environmental Protection Agency, will chair the Council in its first
year.
Most important, the Regulatory Council will develop a unified calendar of major regulations. The calendar would provide for the first time a comprehensive list
of regulations the Federal government is proposing, together with information on
their cost, their objectives, and why they must be issued.
The President has directed each regulatory agency in the Executive Branch
to include in its "sunset" reviews of existing regulations one or more regulations
that have a major economic impact.
With the help of the Congress,.progress already has been made in reducing the
cost of existing economic regulations. In the past year, the Civil Aeronautics
Board relaxed rules that controlled airline fares and allowed increased competition. The results have been lower air fares and record air passenger travel. The
air deregulation bill just passed by the Congress is the first major deregulation
effort in recent history. It will extend these benefits and make them permanent.
Next year, the Administration plans to work with Congress to reduce regulation
in other areas, such as surface transportation.
STRENGTHENING THE DOLLAR

Let me now turn to the most recent element in the President's anti-inflation
program—the actions, taken last Wednesday, to provide support to the dollar
abroad.
These actions were fully described in the joint statement issued by Chairman
Miller and Secretary Blumenthal, a copy of which is appended to this
testimony.
It had become clear to officials both here and abroad that the recent steep
depreciation of the dollar was completely unwarranted by fundamental factors.
Rather, it reflected a self-fulfilling speculative momentum in exchange markets.
This dollar depreciation was directly increasing inflationary pressures in the
U.S. economy and thus threatening to undermine the President's anti-inflation
program.
Moving to correct this situation before all elements of a fundamental attack
on our economic problems were in place would have carried a grave risk of failure. But with an energy program enacted and a strong anti-inflation program
announced action to deal directly with the exchange value of the dollar became
both feasible and necessary. And so, this week the President, in cooperation
with the Federal Reserve and the governments and central banks of other countries, announced a series of strong measures to correct the excessive decline in
the foreign exchange value of the dollar.
I would like to elaborate somewhat on three aspects of this decision:
First, the link between dollar depreciation and inflation. While measurement
and other difficulties make precise estimation difficult, econometric analysis of
the United States economy suggests that the rate of inflation currently is at
least one percentage point higher than it would have been if the dollar had not
depreciated over the past twelve months. The inflationary pressures associated
with that depreciation will continue to affect the economy into next year.
The causal relation between inflation and dollar depreciation runs both ways.
The acceleration of inflation in our country has helped to drive the dollar down
and this, in turn, has made the inflation worse. But excessive depreciation, not
warranted by economic fundamentals, constitutes an independent source of inflationary pressure on the economy. It drives up import prices, and the prices
of import-competing domestic goods, more than warranted by underlying considerations of cost and competitive position. Correcting the excessive depreciation of the dollar, not related to those underlying factors, therefore tends to
remove an independent source of inflationary pressure.
Second, there is a solid basis for believing that the exchange markets had
lost sight of economic fundamentals. Careful analysis of our merchandise trade

17
and current account trends and prospects indicates that a substantial reduction
of the U.S. current account deficit is now under way, and further improvemen
t
is likely to take place in 1979. Not only our internal forecasts, but independent
forecasts by the OECD and other institutions are unanimous on this
point.
Some of this improvement is occurring because the U.S. growth rate
is moderating while growth prospects for many of our important trading partners
are
improving. Moreover, the depreciation of the dollar, even before the latest movements, had been substantially out of line with the relative rates of inflation
in the
United States and other industrial countries. As a consequence,
the competitive
position of the United States in world markets had already improved markedly.
Third, the fundamental elements of a United States policy aimed at slowing
inflation and sustained improvement in our international payments accounts are
now in place: substantial reduction in the budget deficit, an
effective energy
program, an export promotion policy, and a comprehensive anti-inflatio program.
n
It is not correct to argue that the government's actions to support
the dollar
increase the risks of substantial slowing of economic growth or recession next
year, as some commentators have argued. On the contrary, these risks on balance have been reduced. Further decline in the dollar would have seriously
threatened to undermine domestic expansion. Stronger pressures on domestic
interest rates would have developed. Furthermore, the erosion of purchasing
power associated with higher prices of imports would have led to slower consumption expenditures. Finally, the turmoil in financial markets, the fall in stock
prices associated with a continued decline in the dollar, and heightened uncertainty would have seriously undermined the prospects for further growth in
investment spending. On balance, then, our government's actions on the dollar
have reduced materially the risks of unacceptable economic performance next
year.
CONCLUDING REMARKS
I am confident of the soundness of the Administration's anti-inflation program:
First, the program has been designed with a careful eye to avoiding the
mistakes of the past. We have not set forth with a program that is bound to selfdestruct before its basic purpose has been accomplished.
Second, the program recognizes that market forces and standards for wage
and price behavior must reinforce one another.
Third, the program acknowledges candidly that government has itself been
an important contributor to inflation and begins to take corrective action.
Fourth, the pay and price standards are fair and sensible, and the program
contains a number of important incentives to encourage compliance by business
and labor.
Fifth, and most importantly, success in reducing inflation will largely determine whether this Administration is able to move us closer to the achievement
of our major national economic objectives. We are fully aware of that fact,
and we will do whatever is necessary to make this program a success.

JOINT STATEMENT OF SECRETARY OF THE TREASURY, W. MICHAEL BLUMENTHAL, AND
FEDERAL RESERVE BOARD CHAIRMAN, G. WILLIAM MILLER
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Recent movement in the dollar exchange rate has exceeded any decline related
to fundamental factors, in hampering progress toward price stability, and is damaging the climate for investment and growth. The time has come to call a halt to
this development. The Treasury and Federal Reserve are today announcing comprehensive corrective actions.
In addition to domestic measures being taken by the Federal Reserve, the
United States will, in cooperation with the governments and central banks of
Germany and Japan, and the Swiss National Bank, intervene in a forceful and
coordinated manner in the amounts required to correct the situation. The U.S.
has arranged facilities totalling $30 billion in the currencies of these three countries for its participation in the coordinated market intervention activities. In
addtion, the Treasury will increase its gold sales to at least 11/
2 million ounces
monthly beginning in December.
The currency mobilization measures, described in the attached annex, include
drawings on the U.S. reserve tranche in the IMF, for part of which we contemplate that the General Arrangements to Borrow will be activated; sales of Special
Drawing Rights; increases in central bank swap facilities; and issuance of foreign currency denominated securities by the U.S. Treasury.
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Fundamental economic conditions and growth trends in the four nations are
moving toward a better international balance. This will provide an improved
framework for a restoration of more stable exchange markets and a correction of
recent excessive exchange rate movements.
Annex—United States Measures for Mobilizing Balances of DM, Yen and
Swiss franc
A. Actions in the International Monetary Fund:
1. Drawing of U.S. reserves tranche
2. Sale of SDR
B. Actions increasing Federal Reserve swap lines:
1. Increase in swap lines with Bundesbank to
2. Increase in swap line with Bank of Japan to
3. Increase in swap line with Swiss National Bank to
C. Issuance of foreign currency denominated securities up to
Total 2

Billion of
dollars

3
2
6
5
4
10
30

U.S. would draw DM and yen totaling the equivalent of $2 billion immediately. An
additional $1 billion equivalent drawing would be made shortly thereafter, for which GAB
activation would be contemplated.
2 Of this total, approximately $1.8 billion has been utilized in earlier operations under
Fed swap lines, but the total excludes Treasury swap Facility with Bundesbank.
1

The CHAIRMAN. Thank you, Mr. Schultze.
Dr. Kahn, I didn't say anything in my opening statement, but in
following Dr. Schultze and in calling on Dr. Bosworth, I won't say
anything because they have appeared many times before, but this is
your first appearance and I want to welcome you. We love a successful
man. You have been highly successful. I notice when you appeared at
the American Economic Association meeting you got a standing ovation because at long last they had an economist who eould get things
done in Washington and that's a refreshing experience, and having
you in charge of this program makes a big plus for it. It makes a great
difference. We are delighted to have you take charge, a successful
man who's just done such a great job with the airlines, taking over
this very important position. We welcome you. Go right ahead.
STATEMENT OF ALFRED KAHN, CHAIRMAN, COUNCIL ON WAGE
AND PRICE STABILITY,INFLATION ADVISOR TO THE PRESIDENT
Mr. KAHN. Thank you very much, Senator Proxmire, for your kind
remarks. I must confess that in deciding about whether to accept this
job or not I reflected on this extraordinary success that I have had
during the last 16 months, for which I'm prepared to claim perhaps
16.23 percent of the credit I get, and I worried about now devoting
my efforts to a much more complicated, intractable problem like the
one of inflation. I finally asked myself, well, what am I saving it for?
There is no problem that's more important and I assure you that I will
do absolutely everything I can to help the President and these other
people around me to make this program work.
I have been informed that you have generously agreed—in recognition of the fact that I'm a new kid on the block—to permit me to
confine myself to a rather general statement of intentions rather than
a description of explicit accomplishments since I have been on the
job 5 days and scarcely have a chair on which to sit. I'm not even
sure what payroll I'm going to be on. Incidentally,this may be a secret
plan to the President's anti-inflation program. I may not be getting a
salary.
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I promise you however when you ask questions I will not claim that
I'm a stranger here myself, but I do hope you appreciate the fact that
it was only last Friday that I started here. Until that point I was
living and breathing airplanes and devoting my every effort to getting the Government to take its sticky hands off that. industry.
Many friends of mine observed what they saw as an anomaly in
my moving from a role of an enthusiastic and happily successful advocacy of deregulation, of getting the Government bodies out of the
doorway, to the marketplace, to taking over a job of administering
a comprehensive program of wage and price standards. I will leave
to Dr. Bosworth the explanation of the wage and price standards, but
what I'd like to do,if I may,in just a few minutes, is to try to explain
why I see no anomaly in that chair. The simple answer to the question
that so many of my friends asked me,"Why are you thinking of doing
it?," is that I took the job because the President persuaded me of his
view and determination that the new job would be fully compatible
with the philosophy that I espoused and promulgated in the preceding
one.
As you observed, Senator Proxmire,and as Dr. Schultze has pointed
out, the President's program is a painstakingly balanced one, balanced
between restraining aggregate demand through restraining monetary
and fiscal policy, and setting wage and price standards, the success of
which will depend ultimately upon the cooperation of the American
people; and third, cutting down on unnecessary regulations and Government interventions that unreasonably increase prices.
Now all three parts of this program are essential, as you all have
said, and I'm not going to try to improve on Charlie's very thorough
elucidation of the way they mesh.I plan to exert myself along all these
fronts.
I have no intention of belittling the essential importance of fiscal
and monetary restraint. I agree totally that no policy of wage and price
standards, guidelines, or the like—I don't care if you call them voluntary or compulsory or any other adjective that you can think of to
describe it—will work in the absence of such aggregate restraint. Nor
do I mean in any way to belittle the importance of the price and wage
standards. I have no philosophical problem in the context of a general
program of controlling inflation with an attempt to break the spiral of
self-justifying and self-defeating wage and price expectations in which
wages chase prices and prices chase wages and wages chase prices in an
endless series,ending in total frustration.
While I'm on that subject, if I may,since I'm cast in the role of the
administrator of that program, I sense that there is a mood in this
country of anxiety to respond to the will of the President. I was in
St. Louis on Wednesday, far away from Washington, far away from
the AFL-CIO Executive Council, in the presence of well over 1,000
local businessmen, large and small, and labor union leaders, the people
who will be negotiating the contracts. While, of course, I heard questions and uncertainties and expressions of unhappiness about what the
program might do in this situation or that,I think any fair listener to
that audience would sense as I did a tremendous groundswell of desire
to make this program work and a strong recognition that the alternatives are simply unacceptable to us. And I will do everything I can, of
course,to lead that effort.
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But,I must confess what brings a glint to my eye is the third part of
the program. The President and I regard as a central part of my job
to rove across the whole geography of government regulatory and other
economic policy to identify and to pull directly to his attention every
policy that imposes unnecessary and unreasonable burdens on business,
that imposes unreasonable rigidities on the economy, that inefficiently
inflates costs, that prevents the free competitive market from functioning, that shelters and creates monopoly, that protects and subsidizes
special private interests at the expense of the rest of us, and that interferes with productivity and economic growth.
Now that's—as the President's entire program is—a program for
the long haul. One does not do miracles or change these interventions
overnight. But I'm absolutely certain that we can do these things
over time without turning the human face of Government to the wall,
without abandoning the necessary protections of the disadvantaged,
of the underprivileged,of the worker on the job.
And this job—to which I pledge you my intensive and constant
attention—we did with the airlines, but I must confess it was a special
situation made up of three parts luck and one part dedication. All I
can convey to you is not just my determination but what I sense is
an absolute determination on the President's part to proceed with the
third part of the program just as vigorously as with the other two.
In it, I solicit your advice and as much needling as you are prepared
to offer.I look forward to working with you.
The CHAIRMAN.Thank you,Dr.Kahn.
Dr. Bosworth.
STATEMENT OF BARRY P. BOSWORTH, DIRECTOR, COUNCIL ON
WAGE AND PRICE STABILITY

Dr. BOSWORTH. Mr. Chairman, I have some prepared testimony but
instead of reading that I will submit it for the record and just summarize a couple aspects of the private sector part of the program that
Chairman Schultze did not cover earlier.
[Complete statement follows:]
TESTIMONY OF BARRY P. BOSWORTH, DIRECTOR OF THE COUNCIL ON WAGE AND
PRICE STABILITY
My name is Barry Bosworth. I am Director of the Council on Wage and Price
Stability. I'm here to answer your questions on the wage and price standards.
Let me begin with a brief outline.
THE WAGE STANDARD
On wages, we are asking that the three groups of employees—union, non-union,
non-supervisory, and management—limit their annual increases in wages and
private fringe benefits to 7 percent.
I would like to emphasize several points—
This is not a ceiling for each person. All we are asking is that the average
rate of each of these three employee groups not exceed 7 percent a year.
The standards apply to all groups of workers, with two exceptions: Those
with wage agreements made before the program was announced on Oct. 24 and
those earning less than $4 an hour.
For collective bargaining agreements signed after October 24, we are asking
that contracts average 7 percent a year over the life of the contract, and that
with wage agreements made before the program was announced on Oct. 24 and
percent.

(

21
Cost-of-living clauses will be evaluated at a 6 percent inflation rate, so that a
50 percent cost-of-living clause would be considered equal to a 3 percent wage
increase.
In January the President will propose to the Congress a Real Wage Insurance
Program to protect workers who belong to groups that meet the 7 percent pay
standard if the rate of inflation in the year ahead exceeds 7 percent. Although
specific details of the proposal are still being worked out, here is an outline:
It would provide a federal income tax rebate equal to the difference between
the actual rate of inflation and 7 percent multiplied by an individual worker's
pay. That would protect the worker, up to some reasonable limit, against loss of
real income as a result of complying with the wage standard.
The rebate would be paid only if the rate of inflation in the year ahead actually
exceeds 7 percent.
The Real Wage Insurance Program has been specifically designed to be selflimiting. If there is widespread compliance with the pay standard, we would not
expect inflation to go above 7 percent and, consequently, the insurance program
would cost nothing. On the other hand, if few groups comply, the cost will be
minimal because relatively few workers would be involved.
THE PRICE STANDARD

Our primary price standard for each company is that they hold their price
increases one-half percent below their 1976-77 average.
In addition:
If wage costs go down more than one-half percent, more price deceleration is
required to pass through the wage saving completely.
The price standard applies to the average price of all products produced by
individual firms, not to the prices of individual products.
Some firms who have had uncontrollable cost increases may not be able to meet
the one-half percent deceleration standard. Those firms are asked not to increase
their before-tax profit margins above the average of their best two out of three
last fiscal years. We are also prepared to consider an appropriate adjustment for
firms that have had very low base period rates of price change because of
depressed market conditions, but in no case may the average price rise more than
9.5 percent.
Many people have asked how this price standard compares to the wage standard. The fact is that they are completely consistent. If you add .5 of a percentage point to the 7 percent wage standard to reflect legislatively-mandated
increases in payroll costs, and then deduct 1% percentage points for anticipated
4 percent economy-wide rate of in/
productivity growth, you are left with a 53
crease in unit labor costs.
If every firm adhered to the price standard by reducing its average rate of
price increase one-half percent below its average rates of price increase in 1976
and 1977, the result would be a 5% percent increase in prices of nonfood commodities and services, the same as the wage figure.
For a number of reasons—including such realities as cost increases under
existing labor contracts, special problems with low-profit industries, productivity agreements and other cost increases already in the pipeline, there is bound
to be some slippage. When you take this into account, we expect—with widespread adherence to the standards—that the inflation rate next year should be
between 6 and 6.5 percent.
THE ROLE OF THE COUNCIL

The principal task of the Council on Wage and Price Stability will be to monitor industry and labor compliance with the program.
At the outset, I want to emphasize that approximately 80 percent of our monitoring compliance with the price standard. Because the price side is so much
more complex and detailed, it is admittedly much more difficult to monitor. However, this program is going to be even-handed. We are fully prepared to spend
this much time on the price standard, and we want everyone to be aware of this.
For instance, we are now selecting 400 companies to monitor on an individual
basis—all with over $500 million annual sales. These companies will be selected
on the basis of their economic importance, including size, and on their historical
price behavior. Obviously, we are most interested in companies where price increases have been most pronounced.
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Once the companies have been selected, our first
with them the mechanisms for data formulation. objective will be to discuss
We will meet with groups of
companies to discuss appropriate kinds of accounting
procedures and calculations.
Were doing this first so that no one will be able to plead
either ignorance about
what measures we need, or an inability to produce
the
yesterday with 10 major corporations was very useful, data. Our first meeting
and we will meet with
them again next Thursday.
Later, as appropriate, we will talk with companies
individually about any projected price and wage increases.
The Council will also step up and expand its already-e
xisting monitoring of
specific industrial sectors such as aluminum, automobil
es, and steel.
By following trends in the Producers Price Index
and the Consumer Price
Index, the Council will also monitor industry price
performance. When these
indexes show significant departures from the path of
deceleration, we will begin
an investigation of individual firms in the industry. We're
certainly prepared to
use our existing powers of subpoena, if necessary, to
require firms to supply
information on prices, costs, and where appropriate, on
profit
Finally, we'll investigate major product-line price increases margins.
when they exceed
9.5 percent.
To monitor compliance with the wage standard, the Council
will follow trends
in the average hourly earnings data. If we see increases
higher than the standard, we will investigate individual firms and collective bargainin
g agreements
in that industry. We will also monitor major collective
bargaining agreements
on an individual basis.
When we find increases higher than the wage or price standard
, we will first
meet individually with the parties concerned to discuss the problems
. However,
we are fully prepared to use all powers at our disposal to identify
publicly those
firms, workers, or industries that are not cooperating with the
program. We will
hold public hearings. We will issue reports. And we will not
hesitate to tell
the public who is not cooperating with the program.
Obviously, our expanded responsibilities cannot be handled by our present fulltime staff of 40. We have added 50 employees so far by getting personnel
detailed
from other agencies, and in the next month or so we expect to
have another 50
detailees on board.
In January, we will ask the Congress for a supplemental appropriation
of
roughly $2 million so that we may directly hire some 100 employees to
replace the
detailees, or put them on our regular payroll. So far we've received over
500
resumes from outside the government and, of course, we expect that some
of
the people who have been detailed will elect to stay on.
At this point, I don't believe that the Council needs any additional legislative
authority. We will, of course, be working closely with this Committee in the
months ahead on the anti-inflation program. I'd be glad to answer any questions
the Committee has now.

The CHAIRMAN. Thank you, Dr. Bosworth.
Dr. Schultze, as I indicated in my opening statement, I am very
concerned about what I think is a lack of real fiscal austerity in the
President's program for holding down Federal spending. As I have
gone around the country in the last couple weeks—on the west coast
and Middle West and South—I have found everywhere an overwhelming agreement—and this isn't just conservative business people it's blue collar people, Democrats,Republicans—everybody agrees
we are spending too much and we have to hold down spending—almost
everybody.
Certainly an anti-inflation program that works, it seems to me,
ought to have real fiscal austerity and I'd like to ask you to tell me how
you can justify a $30 billion deficit at this stage in the business cycle,
in view of the facts that we have greatly reduced our unemployment
and have enormously increased our employment in the last couple
years. Why couldn't we have a balanced budget in fiscal 1980 and
wouldn't that have a psychological effect on the country and business that would be very great and very helpful in achieving our antiinflation goals?
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Mr. SCHULTZE. Several things, Mr. Chairman. Let me note that we
are, I think, arguing about degree, not direction. We do believe that
budget austerity is necessary. You want much more. You asked why
can't we not just reduce the deficit—by the way, you have to remember
what the President said. He said he wanted to reduce the deficit to $30
billion or less. We haven't completed the budget cycle so we don't
know exactly how that's going to come out, but that phrase was "$30
billion or less."
Let me make several points. In the first place, if you look at the total
public sector in the United States—Federal, State, and local government—in 1979 the total budget deficit of all governments in the United
States will be something on the order of $15 billion. Compared to any
other major country in the world, by far, we will have the smallest
public sector deficit, probably something like a third of the German,
a fifth of the Japanese, relative to the size of our economies.
Second, in an economy in which there still remains—although it is
declining—a trade deficit, that trade deficit tends to pull purchasing
power out more than it reinjects into the system thus having a depressing influence on the economy. So there is need for a different budgetary
posture than in a world in which we had a completely balanced trade
deficit.
So, yes, we need austerity. We will have austerity. Yes; we need to
push the budget deficit down and move to a balanced budget. But we
have to take into account the total public sector budget situation. The
United States, compared to any country in the world, including those
with very low inflation rates—
The CHAIRMAN. Of course, the immediate reaction to that is that
every other country in the world also has a very serious inflation
problem. The fact that they are all aggravating their inflation with
excessive—
Mr. SCHULTZE. Compared with the Germans and Japanese, the
inflation rate—
The CHAIRMAN. Even the Germans and Japanese have a serious
inflation problem based on their most recent experience.
Furthermore, this country has had probably the best expansion
over the last couple years of other countries.
Mr. SCHULTZE. That's correct.
The CHAIRMAN. So we should have a lesser deficit compared to
others. Furthermore, there's every indication I would hope—particuarly if we follow the kind of policies you're advocating and they
succeed—that the trade deficit will turn around.
Mr. SCHULTZE. It will.
The CHAIRMAN. And as it turns around that ought to be all the
more reason to work for a balanced budget. What I'm getting at, in
a $2 trillion economy, a $2,000 billion economy, a $30 billion cut out
of that in Federal spending it seems to me from a mechanistic standpoint wouldn't have that much effect in holding down the growth of
the economy and the psychological effect of a balanced budget in 1980
it seems to me would overwhelm it and give you an excellent base for
a program that would be believable in the business community and
by the greater majority of Americans and by people throughout the
world.
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Mr. SCHULTZE. Well, let me add again, Senat
quarrel about the basic thrust. It is a matter of or, I don't want to
me make one other point. To achieve a balanced degree, however. Let
t in 1980 would,
at first approximation, require something like abudge
real value of Federal spending, something in 4-percent cut in the
that neighborhood. If
you assume that, for example, you eliminated
cost of living escalators for the social security program, you stillthe
get some real increase
in social security spending. So for other progr
ams you're talking
about a 5-percent cut probably—a back of the
envel
in the real value of Government spending in 1 year. ope calculation—
Remember, the difference between recession, high
unemployment,
rising unemployment, is a matter of several perce
ntage
points in our
growth rate. So while you're quite right that
trillion economy isn't a large number, what we$30 billion in a $2.5
the difference between an economy growing at are dealing with is
percent a year, say, and, perhaps, one growing a moderate rate of 3
ing with that margin of 3 percent, which is so at zero. We are dealsignificant even though
$30 billion is small.
The CHAIRMAN. If you make the kind of cut
in relationship to the economy, even in relatithat I think is modest
onship to the budget,
then you don't allow anything for the beneficial
psychological effect
of the Federal Government being tough on all fronts
Mr. SCHULTZE. I'm taking that into account. Again .
, Senator,I want
to emphasize that we're talking about a matte
r of degree. We both
agree about the direction and austerity. It's a questi
on of whether
you can get there by shock treatment and wheth
er
that
will do any
good? We want to get there and hold it in the long
run.
Let me say it another way. Clearly, this is a probl
em in which we
are not after 1 year's success. We have had that
in
the
get 1 year here and there. We have in the past. We're past. You can
the long run, and that means gradually getting that concerned with
share of Federal
spending in GNP down and doing it in a sustainable way.
be tough but we also mean to do it in a way that is realisWe mean to
tic and sustainable in the long run.
The CHAIRMAN. As I say, I do think that in this stage
of the economy, this is the time. If you're going to balance the budge
t over the
cycle you certainly ought to balance it now.
Let me ask you, Dr. Kahn, what your answer is to the charg
e and
the widespread belief that this is simply the first step in the
direction
of mandatory controls. I think many people in the business commu
and labor indicate they feel that might be the situation. Many nity
fear that and if that feeling is widespread I think it's going to people
It's going to defeat you. You can't win if people feel this kill you.
is the first
step to mandatory controls. The business community will increa
se their
prices now and the labor unions will go for the biggest settle
ment
they can get.
What can you tell us that would persuade people in this country to
believe this is a program that is not a precursor of mandatory wageprice controls?
Mr. KAHN. Of course, it's a peculiarity of inflation that it feeds on
itself. It depends on belief. If people think prices of new houses are
going to go up,then of course prices of new houses'are going to go up.
In exactly the same way, if people believe that this is really the first

step to mandatory price and wage controls, then the program will not
work. There is no simple way of giving the American people the kind
of assurance they require except this: That as we know—as you Senators know and as the administration knows and the American people
themselves know—mandatory wage and price controls do not work,
are highly undesirable, and are terribly inequitable. It's just ludicrous
to hear George Meany talk about the inequitability of this painstakingly designed program when he himself was railing against the inequitability of wage and price controls just a few years ago.
If we all recognize that mandatory controls would be a failure and
injurious to all of us, just as a depression would be a failure, then it
seems to me that is our major hope: that we all recognize we are in this
together and that following the President's program has to work.
How do you succeed? By succeeding. How do you fail? By failing.
It's one of these things in which we simply must do everything we can
to make people understand this is a program in which we all have to
work together.
The CHAIRMAN.I appreciate that answer. I might tell you, as chairman of this committee—I can't speak for the other members—I'm very,
very much opposed to mandatory wage and price controls. I will do all
I can to fight them, to oppose them in the committee, on the floor, and
I think many other members of the committee feel the same way.
Mr. KAHN. That's terribly important,Senator.
The CHAIRMAN.That may help.
Mr. KAHN. That's terribly important. If Congress even begins to
contemplate giving the President standby authority, it seems to me
that it would be terribly injurious. And I do very much appreciate
that.
The CHAIRMAN.Even standby authority?
Mr. KAHN. Precisely.
The CHAIRMAN. Very good.
Now, Mr. Bosworth, a subsequent witness is going to make certain
charges about this program. I'd like you to answer him now. It's a
little unfair to him, but on the other hand it's the only way I can think
of of getting an answer to his charges, and I think they are thoughtful
and sensible charges.
He says that the difficulty with it is—there are several difficulties.
No. 1, there's no mechanism for adjustment of inequities caused by
wage controls—[reading]—would be $3.50 an hour. Using the same
formula today with inflation, the low wage exemption would be $5.50
an hour, not the $4 the President has decreed. What's your answer to
that.?
Mr. BOSWORTH. Well, first of all, I believe the numbers are right,
that in the later stages of controls—not a voluntary program but controls—they did move in the later stages to limit it to a wage of $3.50.
That sort of a wage standard at today's dollars would exempt almost
50 percent of all workers.
My belief is that if we're going to have a successful voluntary program then everybody in the country is going to have to be involved in
it. I don't think we can deal with the problem of inflation by exempting
out half of the workers or half of business or anything else. We have
tried to have a voluntary program that everybody cooperates with. I
think running a voluntary program is much different than a mandatory
program.
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I can understand the logic of taking relatively low-wage workers
out of mandatory controls, but not out of voluntary controls. I think
the $4 an hour wage exemption does address the problem of lowincome workers. It is an $8,000 annual wage rate. One of the problems
you have as you go up the pay scale to exempt workers—well, you
don't want to focus the burden on low wages. We don't. We removed
them from the work force completely for the purposes of this program. But people don't necessarily match up low incomes as low wage
rates. There's a lot of people with fairly low wage rates that are
members of families with pretty high incomes. I think we are better
off with a program that basically involves almost everybody.
Mr. KAHN. May I just say one additional word about that, Senator?
The CHAIRMAN. Of course.
Mr. KAHN. There's no program that can be devised that will not
contain some inequities. What about the inequities of people whose
wage has not increased 7 percent per year in the last 3 years? There
will be many people in many industries whose wages will increase, as
Federal workers' increased, 5.5 percent, but in many industries it will
be less than that. What about the inequities with the people who are
unemployed, whose wages have not gone up at all? If we simply
devote our attention to every claim of inequities, we will find that
every one of us has an inequity to claim and we'll have lost the game.
The CHAIRMAN. Thank you very much. My time is up. Senator
Brooke.
Senator BROOKE. Dr. Kahn, I also want to say how strongly I am
opposed to wage and price controls. I know my colleagues feel the
same way, but I certainly feel as the chairman does. I remember too
well the bureaucracy. I remember the explosive pressures and what
happened when the controls came off and the double digit inflation
and the high levels of unemployment and the recession of 1974. So I,
for one—and I'm sure more—am not willincr to go that route again.
We have had too recent a reminder and I bdon't know at any time
that they have ever worked successfully any place.
Dr. Kahn, implicit in the President's proposal is an assumption
of continued growth throughout next year. However, Secretary Blumenthal acknowledged yesterday that there was a possibility of a
recession next year.
Would you envision a significant change in fiscal policy—that is, a
larger deficit—if a recession developed and would such a change in
fiscal policy undermine your fight against inflation?
Mr. KAHN. Within the shortest possible time I'm going to turn
that one over to Charlie Schultze because he's the one that runs the
computers and makes the projections.
I don't think there's any doubt that a determination to apply fiscal
and monetary restraints, even though we think it is absolutely essential, runs some greater risks of putting us into a recession than if we
had the luxury of permitting the money stock to grow at 7, 8 or 10
percent a year, and the luxury of running deficits in the $40 billion
if not higher range—but there's no escape from that dilemma. If we
had not taken these stern steps to protect the foreign exchange value
in the dollar, if we were not to try to get the Federal deficit down
below $30 billion and the other things we talked about, that would
not solve or eliminate the danger of the recession. We know perfectly
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well that a continuation of inflation, a continuation of 8 percent and
then perhaps 9 or 10 percent rates of price increase, will create an even
greater certainty of recession. There's no way of getting out of that
dilemma. There are no free lunches. We are trying to walk the.line
that balances these conflicting considerations and we are determined
to do it as best we can.
Mr. SCHULTZE. Let me add just a little bit to that. Starting next
spring we will be going into the fifth year of an economic recovery.
Clearly, in the fifth year of an economic recovery, it's harder to keep
moderate recovery going than in the first year or the second year.
You just have a lot more slack.
Nevertheless, unlike other periods in the past, this is a balanced
expansion with one exceptation which I'll come to in a moment. We
have not built up big inventories. We do not have severe liquidity
problems in business firms. We do not have big speculator booms going.
So the fundamental forces to keep recovery going are good. It has
to be moderate recovery if we want to lick inflation. We cannot afford
to let the steam build up.So we have to be moderate.
As soon as you go for a moderate recovery your fiscal and monetary
policy should be to restrain the economy,not to throw it into a recession
but to restrain the economy. You,then, take the risk of miscalculation
with a fiscal and monetary policy aiming to keep the economy growing
at a rate of 3 percent a year. Yes, there's a chance. You could miscalculate the strength of private demands in the economy. For example, these demands might be too weak. There's always a risk but
this happens to be a well-balanced expansion.
The principal threat is that of inflation continuing to escalate and
not being brought under control. That could indeed—I can't give
you the scenario, but that could indeed take this balanced recovery
into a recession. In fact, what we need to do is to move to a moderate
rate of growth to aim for that.
We. do take some risks of course, but the risks associated with an
alterative policy of trying to keep the steam up rather than restraining
the economy are much greater. Under such an alternative we would
really risk a recession perhaps not by next spring but certainly in 1980
or 1981. So I think that under our present policy there is a real risk
but, on balance, the economy is in a position where this is the appropriate way to go.
Senator BROOKE. You would agree there is a risk, but would you
envision a significant change in fiscal policy?
Mr.ScircrurzE. I'm sorry,Senator?
Senator BROOKE. Would you envision a change in fiscal policy?
Mr. SCHULTZE. Well, it's hard to deal with contingencies, Senator.
There are so many of them. Let me say first, if I remember your
original question, if there should be a recession—I'm not predicting
one
Senator BROOKE. Well, as Secretary Blumenthal said, there's a possibility of it as recently as yesterday—there's a possibility of a recession next year.
Mr. SCHULTZE. Going into the fifth year of recovery, clearly you
always have that. If there is a recession, then clearly, Federal revenues
will fall and the deficit will be larger. This, of course, is not the kind
of deficit increase that puts pressure on the economy. It is not a deficit
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that results from an increase in Federal spending or a big cut in taxes
to put steam in the economy. It is, unfortunately, an increase in the
deficit which comes because the economy has lost steam. So that's
quite a different sort of thing. That doesn't reflect the change in fiscal
policy. It simply reflects the same fiscal policy facing a weaker economy which gives you less revenue even with the same expenditures and
same tax rates.
Senator BROOKE. Now,Dr. Bosworth, President Carter in his television talk to the Nation last week emphasized that his anti-inflation
proposal was designed as an alternative to either wage and price controls or restrictive monetary policy. Then on Wednesday, Treasury
and the Federal Reserve Board announced monetary restrictions
which appear to be just what the President was seeking to avoid last
week.
Is. the recession—the other alternative which the President was
seeking to avoid last week—now more likely to occur and is the President more likely to propose wage and price controls?
Mr. BOSWORTH. I think the answer to both of those questions is no.
You have to be careful to distinguish the foreign exchange situation.
In my view, if the President had been faced, in announcing the antiinflation program, with strong, positive support from all sectors of
the economy and everybody had come out right away and said we're
going to cooperate, then foreigners, would have seen our determination as a country to do something about inflation. So I don't think
you would have had any further decline in the exchange rate I think
it would have come up.
But instead, some people came forth with strong support for the
program and some people came forth with very qualified worries
about their own interests and other concerns with the program. And
in the face of that, it's obvious that there's been some doubt on the
part of foreign countries about the determination of this country to
deal with inflation and so the exchange rate fell.
If the President had allowed that to continue, the inflationary costs
of further depreciation of the dollar would have been enormous. Therefore, the threat of recession in turn, because of the worsened inflation
situation, would have also increased substantially. So, given that decline, the President had to use the only mechanisms that the Federal
Government itself has, which are a tighter monetary policy and a selftightening up on the foreign exchange situation to reverse it.
So it was not an ideal outcome in the sense of the best alternative.
I would have liked to have seen us to come out with a voluntary program that people endorsed fully and we could then have moved ahead
with that program. That did not happen.
In response to what has happened,I don't think the President's action increases the risk of inflation or recession vis-a-vis doing nothing.
I think the President had no choice butto act.
Senator BROOKE. Dr. Kahn, deregulation of the airline industry has
resulted apparently in lower air fares and this experience has led to
proposals for deregulation of other industries such as the trucking
industry.
To what extent are our experiences with deregulation in the airline
industry transferable to other industries?
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Mr. KAHN. Well, that's a question, Senator, that could be answered
adequately only by looking at market-to-market or industry-toindustry. I have made no secret of my strong belief that, even though
it is not directly transferable to trucking, logically trucking should
have come ahead of airlines. If there's any industry in this country
that is structurally dependent, that is potentially best left to the functioning of the competitive market, where the unit of investment required for entry is low, where the capital equipment is mobile—how
many other industries are there in the country in which your physical
plant is on wheels? If there's any industry in the country that is less
subject to the threat of destructive competition,that is more potentially
competitive, than trucking,I don't know it.
Senator BROOKE. How long will it take to implement a deregulation
strategy with respect to the trucking industry?
Mr. KAHN. Well, in these first few days I've only begun to look at
where we are with respect to trucking. I'm not here to evaluate what
the ICC has done so far,though I do understand that they have liberalized their policies in many ways. But we at the CAB, beginning with
this basic economic conception that this industry could be competitive—that is, beginning with that conception and determined to work
toward it—demonstrated in 1 year that you could, even within the law
as it stood, effect major liberalizations and give this industry and the
American people a lesson of how an industry will respond if you
release its competitive energies, if you take off those closets full of
ridiculous regulations and restrictions. So I believe that the ICC could
with the same kind of resolution, make the same demonstration.
It obviously would be helpful to have Congress look into it at once
and, in effect, give the message to the ICC,as you have given it to the
CAB,that you agree with what it is doing,that you think it's the right
way to go. You also saved us from a number of court suits challenging
the legality of what we were doing. You made us clearly legitimate,
but we thought we were legitimate before.
Senator BROOKE. My time is up. Thank you very much.
The CHAIRMAN. Senator Stevenson.
Senator STEVENSON. Thank you, Mr. Chairman.
Any Senator who doesn't swear his undying opposition to wage and
price controls is convicted by his reticence; so I suspect every one of
us is going to start, as I will, by saying"Me,too."
As a matter of fact I am sure there is not a member of the committee
who supports standby authority for wage and price controls.
Dr. Kahn, you said earlier that the expectation of inflation creates
it. Therefore, this program must have credibility. It must have public
confidence. Right?
Mr. KAHN. There's no question about it.
Senator STEVENSON. Your colleague on your left is an authority on
credibility. He stepped on some toes, some pretty big ones, and he got
made a member of a council which I think is called somewhat euphemistically the Council on the Coordination of Public Statements on
Wage Settlements, or something like that, chaired by the Secretary of
Labor.
First, Dr. Bosworth, where does that council fit into this scheme of
things?

36-067 0 - 79 - 3

30
Mr. Boswoirrx. That council was set up with respect to coordinating
the administration's policy towards individual collective-bargaining
agreements coming up. It's my understanding that that group will
continue.
Senator STEVENSON. All right. That council is going to continue.
Now we have a regulatory council. The regulatory council as I understand it is to be chaired by the regulators an yet its purpose is to monitor regulation. And did I understand you gentlemen to say that the
chairman of that regulatory council composed of regulators is the
chairman of EPA?
Mr. SCHULTZE. Right. Senator, may I note that we now have a monitoring—if you use the term—monitoring mechanism for major regulations. That continues. That's chaired by me. I have been accused of
many things, but never of being a regulator.
The regulatory council has as its initial responsibility the pulling
together of the information that we need to get a picture of the entire
regulatory process. The monitoring will continue as it now continues.
Senator STEVENSON. Well, you said that that information was going
to include the cost of regulations. The regulators are going to assess
the cost of their regulations?
Mr. SCHULTZE. Senator, we, in turn, are going to look at that and
evaluate it. That's where we get the information from, from public
hearings, from
Senator STEVENSON. Who's "we"? Are you talking about CEA at
this point?
Mr. SCHULTZE. CEA, OMB, and the Council on Wage and Price
Stability. All of us,together with other economic agencies, have formed
a regulatory review group which looks at and is in the process of evaluating and monitoring specific regulations.
Senator STEVENSON. So you're going to evaluate the regulatory council which is going to evaluate the regulations, and the Council on the
Coordination of Public Statements is going to coordinate public statements with respect to labor settlements?
Mr. SCHULTZE. Senator, this is a Government of many parts. This is
a country of many very legitimate interests, and one of the arts of government is how does one on the one hand impose an overall framework
and an overall set of monitoring in that kind of system.
In that kind of system, you want the cooperation to the maximum
extent possible of those who are engaged in the specific actions subject
to Presidential review with assistance and staffwork by Presidential
staff agencies.
It seems to me that's how this Government works and that's how it
should work.
Senator STEVENSON. Let me go at it from a slightly different angle.
The wholesale price statistics came out the other day, and they were
not very reassuring, and partly because of the cost of food. I was a
little late getting here this morning because I was out in Illinois—I
got up with our farmers in Illinois—and like most of my fellow farmers in Illinois, I was wondering when we were going to hear about the
administration's farm program. As a matter of fact, the farmers have
been asking me for a long time about the set-asides. They want to get
out in the fields in this warm weather and do their fall plowing, but
they don't know how much to plow under because they don't have the
set-aside programs.
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Now,Dr. Kahn,first of all, do you have the authority to step on toes
and to speak out,and are you personally going to do some monitoring—
and let's take the example of the farm programs. As you well know,the
Government is still subsidizing high-prised food. It's paying farmers
in a hungry world not to produce food. It's pricing—with a $30 billion
trade deficit—food, including meats, all meats, out of world markets.
There are other ways in which farmers could be subsidized—and at
times they are going to need subsidies—without maintaining food
prices at artificially high levels and causing inflation in the United
States both directly and, because of the effect on the trade balance,
indirectly.
So that's a twofold question. I'd like to hear you talk a little about
your own role with respect to monitoring the Government,the biggest
inflation machine of all, and what we can expect now as a result of your
activities with respect to the farm program and food prices.
Mr. KAHN. Let me try, Senator. I didn't take this job to become
"Chief Weasel Worder"of the U.S. Government.
Senator STEVENSON. I notice you're doing just fine so far and I hope
you keep it up.
Mr. KAHN.It is a somewhat novel situation for me,however,in view
of the kinds of considerations that Charlie has mentioned. We are trying to enlist the willing and voluntary cooperation of people, and it is
entirely possible that one can do that more effectively by persuading
than by public confrontation.
To turn specifically to the question of agriculture, it certainly is
within the area of my authority, but I remind you the authority that
I have is confined totally to such persuasion as I can exert on the
President.
Senator STEVENSON. No public persuasion?
Mr.KAHN.I think that's what—
Senator STEVENSON. Public information and public persuasion?
Mr.KAHN.Absolutely.I think that's a terribly important part of my
job.
Senator STEVENSON Are you going to be part of that?
Mr. KAHN. Absolutely. Yes; but it's part of how I balance in this
new atmosphere the private advice to the President, who has assured
me that I have this direct ear. In White House parlance, I'm assured
that my memorandum will be on top, which is apparently supreme
unction, and I know that the President recognizes the severity of this
problem. I know that. I had dealings with him in the airline field. I
know when he makes up his mind, he's a very stubborn man.
Senator BROOKE. I don't want to disillusion you, but I have heard
that statment before. How many ears does the President have?
Mr. KAHN. He has as many ears as the Congress has hands.
Senator BROOKE. Excuse me for interrupting.
Mr. KAHN. I'm not sure this adequately answers your question, but
obviously we will be looking at every kind of protective, subsidizing,
supporting legislation to see whether there are ways in which it can
be made less contributory to inflation On the other hand, I think it's
important to recognize that, aside from these Government policies
which we clearly will have to look at and review,that agriculture prices
otherwise are set in a free,essentially competitive market.I don't think
it's a reasonable interpretation of what's been happening over the last
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10 or 30 years to say that the farmer has been exploiting the body
politic, but we certainly can look at the possibility of devising Government programs which give the farmer the same kind of minimum income protection and that don't operate by creating artificial prices.
Senator STEVENSON. My time has expired.
The'CHAIRMAN. Senator Heinz.
Senator HEINZ. Mr. Kahn, I have been listening carefully to your
discussion with Senator Stevenson, and what I come away with is a
mild sense of dismay—not over weasel wording but over the facts
before us.
Now,I was in my home State of Pennsylvania last night,and I held
a town meeting in Erie Pa., our third largest city, and the prices that
people are concerned about when you mention the word "inflation" fall
into roughly three categories: Food, the price of meat and potatoes;
second, utility bills, what their fuel oil or electricity or gas is going to
cost them; third, rent, or if they don't happen to be renters, mortgage
costs, home improvement loans, or if they're young families, new
housing.
Now what,if anything—and I suspect the answer is very little—are
you going to be able to do about those three areas?
Mr.KAHN.I suggest that answer is wrong,Senator.
Senator HEINZ.I hope it's wrong.
Mr. KAHN. I'm going to ask Charlie and Barry to carry this on,
but—
Senator HEINZ. What are you going to do about fuel adjustment
clauses?
'Mr. KAHN.I can't tell you, but we are going to meet with the State
public utility commission chairmen from whose body I just came since
I was chairman of the New York Commission and we are going to talk
to them about our determination that the guidelines apply. They apply
to regulated utilities just as they apply to any other portion of American business.
By the way, they also apply to rents. The standards also apply to
building codes, the costs of various inputs and wages. They apply to
food margins, which take 60 percent-plus of the food purchaser's'dollar. They even apply to bankers' profits.
Senator HEINZ. That sounds good, but what are you going to do
when the public housing authority of Erie, Pa. has to raise the rents
or the utility costs in some of its high rise buildings for the elderly?
What are you going to do about that? If I get a complaint that a senior
citizen has just had his rent increased 20 percent, what do I do? Write
you a letter?
Mr. ScHumizE. One does what one can reasonably do after a careful
analysis. Let's go to utility rates. In the first place, the energy legislation—and I don't pretend to be an expert on all the parts of the energy
legislation—gave the administration authority—in this case not what
I wanted—to encourage State regulatory commissions to change the
system of electricity pricing and get away from this. absurd business
of declining bloc rates. We will pursue that.
Will it affect your constituents in the next month or 6 months,maybe
even 1 year? No. We can get at it.
Senator HEINZ. Then the answer is that in the short run there's very
little that the voluntary program, which I support—and by the way,
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Senator Stevenson reminds me to put on the record that I oppose
mandatory controls. Thank you, Adlai. I take the pledge. It seems to
me that laudable as the voluntary approach is going to be, you're not
going to keep the price of hamburger down or the utility bills down,
even if you wish it were otherwise, because nothing you have said convinces me otherwise.
Mr. KAHN. Senator, I never promised the American people a rose
garden.There is a problem. It's an intractable basic problem and you're
asking for impossible solutions.
Senator HEINZ. I'm not asking you to do the impossible. I'm going
to ask you to predict what you're going to accomplish. I think what
you have just said is, "darn little," when it comes to food, utilities,
rents. I see Charlie Schultze bristling and I know you've got to put
something on the record to fuzz it up a little bit and let me give you
that opportunity.
Mr. SCHULTZE. Very good, sir. I'll match you. You're kind of hard
to beat, but I'll match you.
Again, I'll go back to the point about the utility bills. Are we going
to do anything in the next 6 months? I can't predict timing, but probably not. Are utilities subject to the standards? Yes, they are. The
standards will, in this case, have to be principally carried out by State
and local utility commissions,but they will apply.
The action last week on the dollar should help. I don't want to make
any predictions, but clearly if the dollar goes down further we would
be in trouble on oil pricing abroad. Oil pricing abroad affects in a
complicated way the utility rates. Passage of the natural gas bill is
going to supply some additional supplies to hold down energy costs.
Senator HEINZ. That gas is going to come in at lower prices?
Mr. SCHULTZE. The additional gas is going to come in at lower prices
than what people would have had to pay for the imported oil they
would otherwise have had to use. Yes the price of oil will be cheaper
to the extent that gas comes in.
Mr. KAHN. We were paying $4.50 and $5 per cubic foot for synthetic
natural gas while the ceiling price was being held down to 52 cents.
Senator HEINZ. We'll see what the record shows on gas prices over
the long term. We don't need to speculate.
Let's move along because I want to return to something that both
Senator Proxmire and I were talking about, which is the Federal
budget deficit. Frankly,I was really amazed at my chairman. Normally
he's the most rigorous of intellectuals up here and normally he really
gets to the heart of the issue, but this time I think he let you off the
hook a little too easily because when he said why can't you balance the
budget you said, well, that would be a 4-percent cut in real spending
and maybe that's not something that the executive branch is up to,
although I would point out to you that in fact, if the President actually had a 50-percent freeze on hiring, according to the information
I've got, which shows that last year 621,000 civilian employees were
hired by the Federal Government, and if you had a 50-percent freeze,
that means you would hire 310,000 less at a savings of $6 billion right
there without cutting any social security payment 1 penny.
Now let's just talk about what I asked about, which is why can't
you hold the Federal budget increase to the same level as the price
rise that you want to hold to,5 or 5.5 percent?
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You have quoted for a voluntary program for goals to keep price
increases to 5.5 percent. If you succeed, why can't you keep the increase
in the Federal budget to 5.5 percent, or do you accept failure from the
outset?
Mr. SCHULTZE. We don't accept failure from the outset. What we
have said is what we are trying to aim at is widespread observance
of the standards of 6- and 6.5-percent rate of price increases over the
four quarters.
Senator TIEnsrz. Then keep the Federal budget increase to 6.5
percent.
Mr. SCHULTZE. We are aiming to keep the rate of growth in Federal
spending at minimal increases above inflation—I mean barely above
inflation.
Senator HEINZ. Why should it increase at all?
Mr. SCHULTZE. Senator,I said we are aiming to reduce it as much as
we can. What we are aiming for is a budgetary policy good for the
long run and if we can do that we can steadily shrink the Federal
Government's share of this Nation's economy. We have been doing it.
We intend to keep on doing it. I'm saying that shock treatment in the
long run does you more harm than good.
Senator HEINZ. I've ,got to take exception, Charlie. A shock treatment limiting the growth in the Federal budget to the growth in the
inflation rate can't be described as shock treatment by anybody, even
you.
Mr. SCHULTZE. For example, we have, along with our NATO allies,
pledged to keep something like a 3-percent growth—I'm not an expert
in this area—in NATO-related expenditures.
Senator HEINZ. The pledge wasn't 3 percent ad infinitum. It was 3
percent last year and we did it.
Mr. SCHULTZE. No; it wasn't. It was over a period of time. I'm not
an expert in that. We do however have additional people coming on
the social security rolls.
Senator. again I want to stress that we are after that objective. The
question is, how do you get it sustainably and not have it blow up in
your face? I believe this will be substantial restraint.
Senator HEINZ. Well, I would just make one last comment or question, I guess. I don't know whether this is best directed to you,
Mr. Kahn,or you, Mr. Bosworth. What are you going to do in the case
of your price guidelines when you have an industry—and I'm thinking
specifically of the steel industry--where costs are going to rise, where
prices, although they have risen, have been depressed, where profits
have been low relative to domestic profitability of other firms according to an article from the Wall Street Journal, which I ask be made
a part of the record. Almost nobody disputes the fact that the steel
industry is going to have a 9 or 10 percent set of cost increases from
pollution control, from wage increases previously agreed to. But if
you hold them to your guidelines they are going to be up the creek
without a paddle. You will see some of the marginal firms go under
and von will reduce competition in the long run. Maybe U.S. Steel
will be happy about that, but the workers at the little steel companies
won't be very happy at all.
Now I would specifically therefore like to know how you are going
to deal with the situation where mandated cost increases are going to
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make it impossible for an industry like this to survive, particularly
in the fact of total inaction on the part of the Treasury in making the
steel trigger price reflect true costs of the Japanese and other producers. What are you going to do about that?
Mr. BOSWORTH. First of all, Senator, with respect to the steel industry, you're about right with respect to the numbers. I think they
have about an 8.5 or 9 percent increase next year; in other words,
about 33 percent more price increase than any other average industry
in the United States.
Over the last decade they have had about a 25 percent increase
relative to the rest of the economy. They raised their prices very
rapidly and then wondered why it was they couldn't compete abroad,
and then we had to have import restraints and the moment we put those
import restraints on, what happened? Within a month, steel prices
went up another 5.5 percent and then they said they were no longer
competitive so we raised the trigger price again, and then they raised
the domestic price again.
All this industry is asked to do is to try to hold its price increases
over the next year to 1/2 percent below this rate of price increases in
1976 and 1977. By the way, these are not due, in terms of increases,
to mandated cost increases. Those will contribute less than one-half of
1 percent to their cost increases this year.
Senator HEINZ. When you say mandated, what do you mean? Do
you mean the 38 percent increase in miners' wages negotiated by the
administration passed on in the form of higher coal costs?
Mr. BOSWORTH. I'm not talking about negotiations negotiated by
the Government. I would remind you that before the Federal Government was ever involved in any way in the mine situation the owners
themselves had put a 35-percent wage increase on the table. It is not
so simple as to say the Government mandated an increase in coal
workers' wages. There were a great deal of problems with that
negotiation.
Senator HEINZ. Just so we understand the word mandated, when
I said mandated—
Mr.BOSWORTH. Social security increases and
Senator HEINZ. Mr. Bosworth, I just want to clear up something.
When I said mandated, I'm talking about Government mandated. I'm
talking about things mandated by union contracts, and you used a
figure of less than one-half of 1 percent. I assume that refers just
to Government mandated.
Mr.BOSWORTH.That refers to Government mandated.
Senator HEINZ. Not to mandated cost increases overall. A contract
is a mandated cost.
Mr. BOSWORTH. Collective bargaining agreements have two parties.
If we're going to be effective in getting the rate of inflation down and
making steel competitive in the world market, it's going to take cooperation from both the industry and the union. Companies are just as
much a party to those bargaining agreements as unions. If we allow
industries to get the attitude that all its costs are beyond its control,
then we're going to be in difficulty. It will not be impossible for the
steel industry to comply with this program. What they are asked to
do, No. 1, is to try to hold their price increases one-half percent below
the average of their increases in 1976 and 1977—which was a very high
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rate of increase. If they cannot, all they are asked to do is not increase
their profit margins.
In terms of getting this country's inflation rate down,I don't think
that not.increasing your profit margin as a percent of sales is an
unrealistic sacrifice for an individual industry to make for a 1 year
period, particularly in view of the national concern with this problem
and the magnitude of the problem. It is not going to bankrupt the
steel industry to avoid a profit margin increase if they can't hold price
increases below 8.5 percent in the next year.
Senator HEINZ. My time has expired.
The CHAIRMAN. Senator Sarbanes.
Senator SARBANES. Thank you, Mr. Chairman.
When the President made his statement on October 24, was the
administration considering taking the actions which were taken
this week with respect to stabilizing the dollar?
Mr. SCHULTZ. Not in that explicit form. Let me point out the following: It was impossible to take action to directly intervene in the
foreign exchange markets without having in place already the measures necessary to deal with the fundamentals of our foreign exchange
situation—an energy program and an antiinflation program. The combination of having those in place and what then happened over the
next several days—the combination of the two led to the action. The
specific actions were not in mind but we were aware we might very
well have to do something. But the specific actions, no.
Senator SARBANES. Now it's been suggested at the witness table this
niorning that if the President's voluntary proposal—as I indicated in
my opening statement, my response to it was that we ought to try to
make it work—had been greeted with universal hosannas in this country, we would not have had a dollar problem in the international
market.
Do you really subscribe to that viewpoint?
Mr. SCHULTZE. Let me say this. I think it's clear to everybody that
even before the 24th the dollar had depreciated excessively relative to
the economic fundamental,that if you look at the actual course of relative inflation in the United States and abroad, if you look at the fact
that our trade deficit is shrinking and our current account deficit is
shrinking faster; if you look at the fact that every official forecast not
just in this country but in foreign organizations—the OECD and
IMF—projects a continued decline in our deficit, then there's strong
indication that this has been an excessive depreciation.
Therefore, correction of that excessive depreciation turns out to be a
very important part of the antiinflation program and it turns out that
if the markets had correctly evaluated the fundamentals we would have
had a dollar quite different from what we have now. It was the market
reaction to the October 24 announcement, clearly, indicating a speculative surge and myopia as to what the fundamentals really were,that
led us to react.
Senator SARBANES. I think that's a very important point. It's made
by Secretary Blumenthal, by Chairman Miller, and by you in your
statement and by them in their joint statement, and that is that the
fundamental economic factors with respect to the strength of the
American economy do not warrant what has been happening to the
American dollar in the international money markets. I just want to
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underscore that I think it's essential for the administration to develop
policies that prevent--if it's the gnomes of Zurich or whoever else it
may be—speculation in such a manner that we are faced to make basic
economic decisions which in turn may be harmful to the American
economy in the long run.
That leads to my next question and that is, whether the actions taken
this week, as some forecasters have predicted, are likely to lead to a
recession in the United States in the next calendar year.
Mr. SCHULTZE. As I indicated in my testimony, we do not believe
so, and I strongly do not believe so. As I indicated also in the colloquy,
quite apart from this recent action, when you get into the fifth year
of a recovery, when you have an economy where you're trying to moderate the growth rate to 3 percent or something in that neighborhood,
when you have a significant inflation rate, of course, there's a risk of a
recession.
I think the risk is small and the risk could come because of the actions last week. In fact, the actions last week, by removing as far as
we could tell—and it's certainly been successful to date—that excessive
pressure on the dollar and the turmoil in the financial markets that it
created, have improved our chances of good performance next year.
But I would be silly, looking at everything, if I said there wasn't
any risk of recession.
Senator SARBANES. Well, you're walking a tight rope and I think
it's very important in doing that that we deal both with the twin problems of inflation and unemployment. We sometimes forget how far we
have come. It wasn't but a few years ago we had a situation with very
high unemployment and high inflation.
Mr. SCHULTZE. Correct.
Senator SARBANES Now you have managed to move the unemployment rate down to 6 percent—I guess the latest figure is coming out
this morning.
Mr. SCHULTZE. 5.8 percent.
Senator SARBANES. 5.8 percent unemploymemnt and we're trying
now to decelerate, but in the course of doing that I don't want to throw
our economy back into a recession. We have been through the deepest
economic decline, the recession of 1975, since the Great Depression.
With respect to fiscal policy, let me just ask you two questions. Is it
not the case that if the economy goes into a recession the deficit will
automatically increase as a consequence of the depressed economic
activity?
Mr. SCHULTZE. Yes,sir, by a large amount.
Senator SARBANES If you were to seek to change Federal fiscal policy
in that situation, facing recessionary conditions,in order to try to stay
close to a balanced budget—in other words, having more restrictive
fiscal policy in the face of a recessionary condition, is it not highly
likely that policy would provoke a depression and therefore lead to a
larger deficit in the Federal budget?
Mr. SCHULTZE. Under those circumstances, there would indeed be
a chance; yes.
Senator SARBANES. I want to ask very specific questions of Mr. Bosworth and Mr. Kahn on how this program is going to work. On the
price standard, I understand a one-product company relating to the
standard of 1976-77 is half percent in the price increase. What do you
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do with the large retail department store that's really selling hundreds
of items? How is it supposed to behave in terms of their pricing
policies?
Mr. BOSWORTH. Let's take the case of somebody who sells a large
number of products. He is free to vary his individual products up or
down about the standard as much as he wants to as long as his average
price increase across all his product lines weighted by the volumes of
sales meet the price deceleration standards for that individual firm.
There is a special problem in the case of retailers and wholesalers
because they are not really selling the goods; they are selling a service.
They buy them at wholesale and they sell at retail and they deal with
enormous volumes. We are considering the possibility of modifying
the approach for retailing and wholesaling to focus on margins or
markups, and still maintain the same intent of the program. In other
words, they would have to increase those markups in dollar terms.
They would do it basically by major categories of product line sales.
We have had a few discussions with some firms in the industry about
trying to develop viable techniques. I think we can make the program
apply to retail trade without a great deal of difficulty.
Senator SARBANES. But the real answer is at the moment you have
really not worked that out?
Mr. BOSWORTH. At the moment they are subject to the price standard like anybody else, and it works for them. It's OK. They have to
decelerate their average rate of price increase over the next year. There
may be a less complicated way from their point of view to get the
same effect of that standard. But right now they are subject to the
same standard everybody else is.
Senator SARBANES. Let me turn to the wage insurance program and
the use of the cash rebate. If you settle at. 7 percent. and the rate is 9
percent, you get the 2-percent tax rebate to make that up. Is that
correct.? If the inflation rate should be 9 percent; is that correct.?
Mr. BoswoRTH. Yes.
Senator SARBANES. What happens if you settle at 5 percent and
there's an inflation rate of 9 percent?
Mr. BOSWORTH. We are not attempting to index the entire wage system in the United States and guarantee everybody a wage. It also is
not trying to eliminate all risks. The Government can't take away all
risks of inflation. It can only try to reduce the risks. Therefore, if you
settled at a 5-percent wage increase and the rate of inflation was 9
percent,as in your first example, you get the 2 percent.
Senator SARBANES. But we come to a tremendous incentive to settle
at 7 percent.
Mr. BOSWORTH. Certainly everybody wants to get as much as he can
under the standards. But I think we will find there's a lot of wage
settlements below the standard.
Senator SARBANES. What's the likelihood of the payout. in order to
make the tax rebate policy work?
Mr. SCHULTZE. Our best estimate of the payout is zero. We expect
this program to work. Notice it's self-limiting, Senator; not completely, but it is self-limiting. If a large number of workers comply
with the standard, and given even a modest productivity gain, price
increases should be less than the standard. If very small numbers of
workers cooperate so indeed prices do go above our targets and go
above 7 percent,then you will have a payout.
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Senator SARBANES. Now how quickly are you moving to put
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staffs in putting it together. We would like their help. The President
has laid out a basic framework. There are a lot of detailed questions
that have to be answered in developing a piece of legislation. That will
be done and submitted to the Congress first thing when you come back.
Senator SARBANES. Is the Treasury staffing up for this now?
Mr. SCHULTZE. We have a staff now working on it; yes. Secretary
Blumenthal has a staff now working on it.
Senator SARBANES.I see my time has expired.
The CHAIRMAN. I'm going to suggest to the committee if we could
do so we confine our next round to one question and then go to the next
panel. We have three more panels patiently waiting and I think our
witnesses have been most responsive and helpful and I think between
us we have covered a great deal that all of us wanted to and we can
submit questions for the record.
The question I will ask is, As it relates to the fact this is the Banking Committee and I'm concerned about what effect this has on the
banks or what effect it does not have on the banks? Interest rates are
not covered by the anti-inflation program. Banks are expected to comply with the profit margin standard, as I understand it.
I'd like to understand what that means, particularly with respect
to banks; and I'd like Dr. Bosworth to respond--does it mean that the
banks will be able to maintain their current very happy spread between the interest rates they charge, which as you know are close to
a record high, and what they have to pay for money, and I also would
like to know how the banks and other financial institutions' interest
rate behavior will be monitored?
If a bank doesn't meet the wage standard or the profit standard, will
it still be eligible, for example,for Federal deposits? Is that the principal sanction you will use or, if not, what other sanctions will you use?
Mr. BoswoRTH. First, if banks have a very high spread between the
rates they are charging and the rates they are now receiving, the
answer is no. The standards for profit margins apply to the past, to
the best 2 out of 3 fiscal years prior to October 1 of this year. So it
goes back to 1976-77.
Basically, what we are asking of banks is that they keep their increases in their negotiated rates—the loan rates and things like that—
in step with increases in the cost of funds that they have to pay to
service those loans and not raise their own rates by much more than
that.
Interest rates, however, are exempt. They are exempt from the program as it applies to individual firms, just as it doesn't make much
sense to hold an individual farmer responsible for increases in the price
of corn. That does not mean that they are exempt from our concern
for inflation. We are concerned about interest rates in terms of overall
market levels.
As far as sanctions, I don't know of any specific sanctions the Federal Government can take in individual banks. As far as I know,legislation by the Congress sets down very specific conditions in which
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banks are eligible for Federal deposits. There's no administrative discretion to deal with that as far as I know.
The CHAIRMAN. My time is up. I would just observe that banks are
pretty much home free.
Mr. SCHULTZE. Senator, let me just comment, retailers will be
covered. The basic principles of the standard apply. There you really
have to look at margins. Banks are in the same position and they are
covered by the program. The monitoring of banks and retailers and
others will be difficult, but it can be done and it obviously will have to
be done selectively on a spot check basis, but it can be done.
The CHAIRMAN. Senator Brooke.
Senator BROOKE. Thank you, Mr. Chairman.
Now as I understand it, the President has proposed a wage insurance
program to protect workers from inflation by giving a tax credit to
workers whose wage increases do not keep up with inflation. That's
correct, is it not?
Mr. SCHULTZE. No,sir.
Mr.KAHN.That's not precisely correct.
Mr. SCHULTZE. What the program does, again in broad outlines, is
the following: First, we are asking workers to observe a 7-percent
ceiling on wage increases. Second, we are saying to those groups of
workers who observe that ceiling that we would be prepared to give a
tax rebate, subject to some reasonable limit, to the extent that the
rate of inflation goes above the 7-percent. If somebody has a wage increase of only 3, you don't get the difference between 3 and 7.
Senator BROOKE. That has great appeal, but what about the mechanics of how it will work? That seems to me to be very,very complex.
Mr. SCHULTZE. NO,sir.
Senator BROOKE. Would the coverage of the wage insurance type
credits be universal,for example?
Mr. SCHULTZE. No,sir.
Senator BROOKE. And would it cover the self-employed?
Mr. SCHULTZE. No, sir. Let me be sure I'm understood on that.
Senator BROOKE. Say the corner grocer, would he be covered by it?
Mr. SCHULTZE. Anybody on a wage or salary would be covered, but
self-employed would not be covered.
Senator BROOKE. Now how will you handle workers who have been
on the payroll for less than a year, workers who are promoted, say,
within a particular year?
Mr. SCHULTZE. Senator, the specifics of the program—the administrative details have to be worked out in the legislation we will submit
in January. Let me illustrate. I don't want to nail us down to a specific
administrative policy, but I will illustrate the problem isn't as bad as
you really think.
Senator BROOKE. It's very confusing. Fringe benefits and all of this
has got to be worked out. How do you expect anybody to accept all
this when it's so complex?
Mr. SCHULTZE. Everybody is potentially eligible,everybody on wage
or salary, if they observe the standard. As illustrative of the way it
could be worked out, a worker doesn't have to calculate this. The employer calculates the average wage and fringe benefits increase for the
group. If it's below 7 percent, the employer puts an asterisk on the
W-2 form. So those workers who have observed the standard will have
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an asterisk. Other groups of workers who don't observe the standard
won't. It comes into the Internal Revenue Service at the end of the
relevant year. IRS, then looks at what happened to the percentage
increase in the CPI, compares it with 7 percent and multiplies the
difference by the wage shown on the W-2 up to some reasonable limit.
Senator BROOKE. Does IRS audit this?
Mr. SCHULTZE. Just like all other tax bills. You don't go around and
audit every "Mom and Pop" grocery store. You do spot audits to make
sure people are observing the tax law, just like any other law.
Senator BROOKE. That was my one question and it's a very broad,
complex one and I don't want to take advantage of the question, but
it's a very serious one and I'm sure you're well aware and you'd better
address yourself to this because it's not well understood and it's very
confusing to the American worker and he just doesn't know,and I hope
it will be very clear in the legislation that you present to the Congress.
The CHAIRMAN. Senator Stevenson.
Senator STEVENSON. Thank you, Mr. Chairman. Mr. Chairman, I
will ask a question since we are limited to one question, but I would
still welcome an answer to my earlier question about the farm program
and also whether the Council of Wage and Price Stability has had an
opportunity to monitor it and has any opinions, but my question goes
back to the earlier question about the credibility of the proposed
scheme involving the Council of Economic Advisers, OMB,the new
Regulatory Council, the Council on Wage and Price Stability, and
that euphemistic council on the coordination of public statements.
Now, gentlemen, do you really think that such a scheme for monitoring the Federal Government is credible?
Mr. SCHULTZE. Yes,sir.
Senator STEVENSON. Do you think that the public will have confidence in that elaborate means of monitoring the Government? It's the
administration monitoring the administration. Wouldn't we be better
off with a truly independent council, a Council on Wage and Price
Stability insulated from all the pressures of politics and the marketplace, given the necessary resources and an opportunity to monitor
the public and private sector, to make the public reports and then
perhaps to rely on the spotlight of public opinion, as opposed to the
punitive measures which are contemplated by this program? Could you
comment?
Mr. SCHULTZE. Let me take a flyer at it. First, historically, and I
think for good reason, the Council on Wage and Price Stability has
had a tradition of independently filing before regulatory bodies of
the Government. That should continue. No reason it shouldn't. There's
a good tradition of that.
Second, what you pose as a complex way of doing things may be
complex, but it reflects the complexities both of our economy and our
Government. For example, let's go back to agriculture. It turns out
that when the Department of Agriculture proposes some significant
change under their administrative authority in foreign price supports,
target payments, set-asides, and so forth, the various staff offices of
the President have historically and will continue to review those proposals and to present recommendations to the President concerning
them. OMB is involved. CEA is involved. As chairman of the Council
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on Wage and Price Stability, Dr. Kahn will undoubtedly have
nating voice in this. This procedure has been in effect for years.a domithat bad a procedure. It brings to bear the agency responsi It's not
charged by Congress with administering the regulations on ble and
hand, and the various perspectives of the staff offices of the the one
President
on the other. I don't think that's a bad arrangement.
I don't think, on the one hand, we could simply turn over
tory responsibilities from the agency to the staff office of the the statunor do I think at the same time we can say the President President,
in it. It does bring a number of people into the action. has no voice
It's a limited
number and that isn't all bad. The regulatory council that you're
referring to will have responsibility but it's not going to have
exclusive
responsibility. It will develop information but it will be monitor
checked, evaluated, and recommendations will be made. It givesed,
us
another place to assemble and focus together and I think
it
will
be
very helpful, but it doesn't mean we are discarding the
oversight
responsibilities.
Senator STEVENSON. How do you feel, Dr. Kahn, about a truly
pendent council with people like yourself and Dr. Boswort indeh and
Charlie Schultze and John Dunlop in it for this monitoring job?
a little worried about that unction. You keep talking the way you I'm
were
earlier—farmers exploiting the politics—you may make extreme
unction. How about an independent council? Wouldn't you feel little
a
more comfortable? Perhaps this question is premature.
Mr.KAHN.It is,in the sense that I'm aware only generally that there
are legal questions about the way in which someone like me can intrude
himself into the process of administrative agencies that are operating
under congressional instructions to make decisions. But I didn't take
this job to be subject to anybody. If I can't find a way of intruding
myself into every major regulatory action that I think has a bearing on
inflation and bringing it directly to the attention of the President—
Senator STEVENSON. And to the public? That's the question.
Mr.KAHN.I guess that is premature.I simply don't know the answer
to that. It's possible that there will be opportunities and the best way of
doing it will be to the public. It is possible in some instances that I will
be restrained in taking it to the President.I'm sorry.I haven't thought
that through, but I surely will.
The CHAIRMAN. Senator Heinz.
Senator HEINZ. First, a factual question. Do any of you have an
estimate as to the extent to which the CPI is increased for a given percentage drop in the dollar?
Mr. SCHULTZE. I'll give you an estimate, but you have to realize I
underline the word "estimate." After looking at about I think eight or
nine econometric models, all going after the same question, my staff in
summarizing their results tells me that for roughly—again,roughly—
for each 10 percent devaluation of the dollar you should get something
like a 1 to
percent increase in the level of prices.
Senator HEINZ. One to one and a half percent?
Mr. SCHULTZE. Per 10 percent devaluation.
Senator HEINZ. That's a first-round effect?
Mr. SCHULTZE. No. That kind of carries it through.
Senator HEINZ. So the linkage is in the nature of somewhere around
10 to 1 and 7 to 1?
Mr. SCHULTZE. Can I add one point?
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Senator HEINZ. I want to commend you for making some studies because Tony Solomon, who's the person who is going to have to administer and is administering the currency swaps and everything else designed to prop up the dollar, was before this same committee on February 6, 1978, and he said that the linkage was on the nature of two and
one-half one-hundredths of 1 percent for each 1 percent, or for every
10 percent two and one-tenth of 1 percent. You have come a long way.
Now that was a first-round effect. You can double it if you want to get
a final effect and it's still a long,long way off.
Mr. SCHULTZE. Can I just say one point? One of the problems—
and I have to say this even though it's technical. One of the problems
in making an estimate is that there's a two-way relationship—that
inflation leads to depreciation of the dollar and depreciation of the
dollar leads to inflation. So you have to realize this is subject to that
very great problem of making the estimate.
Senator HEINZ. Well, one last question is this: my understanding is
that the regulatory council that has been talked about was originally
scheduled to be headed by the director of OMB, Mr. McIntyre is
that correct?
Mr. SCHULTZE. There was initially a proposal to have a regulatory
council. There was discussion as to how it ought to be run and who
ought to head it. There were various options. That was one of them.
But it wasn't the case that he was originally scheduled to head the
council and then the decision was reversed. It was one of the options
we looked at, yes.
Senator HEINZ. Why was the decision made to put a regulator,
Mr. Costle at EPA, in charge of the regulatory council which as I
understood the President's address was designed to seek ways to
deregulate rather than overregulate ?
Mr. SCHULTZ. I think there are probably a number of reasons, but
one important one was to allow the regulatory review group the
independent, tough review of the regulatory council and of particular
regulatory actions.
It's pretty hard to review something that you signed your name to.
Senator HEINZ. It just seems to me what you want is an independent
review.
Mr. SCHULTZE. Exactly.
Senator HEINZ. And I think regardless of the fine job that many
people may feel Mr. Costle does, he can't possibly be independent
when he reviews EPA's regulations.
Mr. SCHULTZE. Of course that's right. That's why OMB, as a
member of the regulatory review group should be independent of the
regulatory council.
Senator HEINZ. Pm just curious about the logic of your statement
that he's the right man and the right responsibility.
Mr. SCHULTZE. Let me try it another way. What we want is a
mechanism to bring together to the maximum extent coordinated
regulatory actions and to take the first step by having the regulators
do it, but to preserve an independent review of that and that's precisely what we've done.
Senator HEINZ. But we should not expect from the regulatory
council any actions to deregulate or reduce the overregulation of
anything?
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Mr. SCHULTZE. I surely wouldn't predict that, Senator. I wouldn't
predict that you're right.
The CHAIRMAN. Senator Sarbanes.
Senator SARBANES. It's in a sense somewhat unfair to ask you to
look into a crystal ball and predict where the economy will be, but
making reasonably favorable assumptions about the working of the
program and the assumptions about how you see economic activity,
what do you see the economic situation being, say, at the end of next
year—unemployment, inflation, our international position, and so
forth?
Mr. SCHULTZE. Well, I can say in answer to that question partially,
we are obviously now in the process of doing our fullblown review.
It goes with the budget process. But we are looking, as I indicated
earlier, for a moderate sustained economic growth rate of 3 percent
or maybe a little more if we get widespread—not perfect, but widespread compliance with the program. We would expect the rate of
inflation next year to be somewhere in the 6 to 61/2 percent range.
Next, we would expect that the U.S. current account deficit will be
substantially down next year. I can't give you numbers quarter by
quarter. I wouldn't even try, obviously, and I think all of my colleagues would agree, this is a program with three legs to the school—
overall economic policy for budgetary and monetary type, government actions in the regulatory and other areas where it affects prices,
and the private sector and our forecast has to be contingent in degrees to the cooperation we get in the private sector.
On the basis of a number of briefings, both large and small,it is my
judgment that while there are problems that we are generally receiving,I think, good willingness to cooperate. Nobody likes to fight inflation. It isn't easy and everybody says, well, I wouldn't have done it
exactly the same way and I've got a little problem here I'd like you
to help me with and all of that, but nevertheless, time after time in
briefings, in speeches and questions and answers, I do sense—I guess
the best way to say it is an initially reluctant but then understanding
willingness to come along, and I think we have a very good chance. I
don't say it's a perfect shot,but it's a good chance.
Senator SARBANES. Thank you.
The CHAIRMAN. Thank you, gentlemen, very, very much.
Senator BROOKE. Mr. Chairman, would you yield just for one
moment, not for a question? Obviously we agreed there would be no
further questions, but you said this was a Banking Committee. It's
also the Housing Committee and I want to be sure that the housing
industry doesn't bear the brunt of the administration's effort to boost
the dollar.
The CHAIRMAN. I take it those nods indicate a strong affirmation
and agreement with Senator Brooke's assertion. Gentlemen,thank you
very, very much.
Now I'm going to suggest the following procedure because the hour
is late and we have three more panels to follow. We are going to have
Dr. Rudy Oswald appear right now. Dr. Oswald is the director of the
department of research of the AFL—CIO. Then I'm going to suggest
after we finish questioning Dr. Oswald that we break for lunch and
then hear the two panels that will follow Dr. Oswald—the business
panel and the economists panel, and we will reconvene at 2:30.
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Dr. Oswald, we are happy to have you. You have a 12-page statement. The hour is late. If you would like to abbreviate it in any way,
the statement will be printed in full in the record.
STATEMENT OF RUDY OSWALD, DIRECTOR, DEPARTMENT OF RESEARCH, AFL—CIO, ACCOMPANIED BY ARNOLD CANTOR, ASSISTANT DIRECTOR, DEPARTMENT OF RESEARCH, AND HOWARD
McGUIGAN, LEGISLATIVE REPRESENTATIVE
Mr. OSWALD. Thank you, Mr. Chairman. I appreciate this opportunity to be here and present the AFL—CIO Executive Council's statement to you as my official statement. With me this morning is Howard
McGuigan on my left who is our legislative representative, and Arnold
Cantor who's assistant director of research for the AFL—CIO.
Mr. Meany had hoped to be with you this morning. He was very
concerned with this issue but other circumstances prevented him from
attending this very important session of this committee.
Last Tuesday morning the executive council of the AFL—CIO considered the administration's anti-inflation program and adopted this
statement.
[The complete statement follows:]
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Statement by the AFL-CIO Executive Council
on
Anti-Inflation

Program

October 31, 1978
Washington, D. C.

The AFL-CIO Executive Council agrees with President
Carter's conclusion that inflation is the nation's No. 1
problem; supports his determination

that prompt, remedial

action must be taken; and concurs in his contention that
austerity must be shared equally by all Americans.
Time and time again we have pointed out that the American
worker and particularly those living on fixed-income retirement
benefits are the chief victims of inflation.
fact is,
The last few years, the sad, but incontrovertible
each
the real income of working people has been reduced and
working
additional week, brings additional distress to America's
families and retirees.
devised by
So it is with reluctance that we find the program
unfair.
the President's economic advisers to be inequitable and
nt.
It proposes budgetary cuts which could increase unemployme
to
It threatens continuation of regulatory actions designed
protect workers, the environment and the economy.
It does not protect consumers from runaway price increases
and
for the four necessities of life -- food, energy, housing
medical care -- the areas where inflation hits hardest.
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inflation
a

The program excludes,for all practical purposes, all
sources of income, except wages.
The price guideline is so flexible as to be non-existent
and is without effective enforcement.

It allows those who

raised prices the most in the past two years to profit further
from that conduct.
The wage controls are inflexible and not voluntary and will
be eagerly enforced by every public and private employer in the
land and by the IRS and by the threats of black-listing and
official denunciation.
2
/
The wage control figure for federal workers, set at 11
percent below the control figure for all other workers, is clearly
discriminatory.
There is no provision whatsoever for control of profits
or interest rates, now rapidly approaching all-time highs and
endangering the entire economy and particularly the housing
industry.
Dividends, capital gains, unearned income from tax shelters
all are completely free to climb without limit.

Commodity specu-

lators remain free to drive up the prices of food and other raw
materials.

Banks and other financial institutions remain free

to speculate at will against the American dollar.

Professional

fees are not effectively controlled, and there is no mechanism
for halting rapid increases in rents.

more...
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inflation

There is no mechanism for adjustment of inequities caused
by wage controls.

The low-wage exemption of the Nixon Pay

Board, mandated by Congress, was far more equitable.

That

figure, exempting the working poor, was $3.50 an hour.

Using

the same formula today, the low-wage exemption would be $5.50
an hour, not the $4 the President has decreed.
The decision to include all fringe benefit costs in the
wage control figure is simply impractical.

Government-mandated

costs for pensions, for example, will reduce the wage portion
of the package far below the figure needed to catch up with
living cost increases alone.
The so-called "Real Wage Insurance" is vague, details
are non-existent and the legislative route is so unpredictable
that we cannot

honestly tell our members that they would have

the protection the President promised.
This Executive Council does not determine the collective
bargaining goals of the affiliated unions.

In the final analysis,

the members of the 60,000 public and private sector collective
bargaining units that will negotiate contracts over the next
year must determine for themselves what they need to provide
food, housing, energy and medical care for their families.
In making their decision they will consider the costs of all
the necessities they must provide for their families and the
profitability of their employer.

more...
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When they read of the adverse reaction to the President's
program as reflected in the continued devaluation of the
dollar and observe the continued rapid rise in the costs of
food, housing and medical care, and the additional profits
for energy companies that will follow adoption of the natural
gas deregulation bill, they certainly will not feel confident
that others are equal partners in austerity.

* * * * * * * * * * *

While the program demonstrates the President's desire
to address the problem of inflation, the plan his advisers
have devised is unfair and inequitable and the end result of
their ill-considered proposals could well be another recession,
with mass unemployment, which at least one Administration
spokesman is already predicting.
Since another recession, with mass unemployment and
widespread suffering, is unthinkable and since the President's
economic advisers have so far rebuffed suggestions for changes
to make this third anti-inflation program more equitable, we
now believe the time has come for mandatory, legislated,
economic controls.
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inflation

We do not like controls.
operation of the market place.

We do not welcome government
But recession is worse;

run-away inflation is worse; the discriminatory application
of wage controls is worse, the distorting of laws for purposes
other than those intended is worse; public scapegoating without
due process is worse.
Therefore we urge the President to draft a legislative
program of full economic controls, covering every source of
income -- profits, dividends, rents, interest rates, executive
compensation, professional fees, as well as wages and prices.
It is our belief that this matter is of such urgency
that the President should call a special session of the
Congress for the development of a full and fair controls
program.

Such a program should be detailed -- not a standby

grant of unspecific authority to the President.

It must be

a program that treats all Americans equally, provides a
prompt and proper mechanism for the adjustment of inequities,
controls prices for everything and lasts only for the duration
of the emergency.

Such a full, leaislated economic control

program has now become the only responsible method for halting
this inflation.

more . .
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•
Since we believe the Administration is already headed in
the direction of overall controls in piecemeal and ill-designed
•

stages, America might as well do it right and do it now.

That

means legislative action must be prompt, the mechanism fair and
effective and the sacrifice equal.
If those criteria are met in a legislated controls program,
such a program would have our support.

###

•
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BACKGROUND PAPER
ON THE
ANTI-INFLATION PROGRAM

The Administration's anti-inflation program calls for an
inflexible 7 percent wage control and a flexible, non-specific
price guideline.

There is no proposal for controls of any kind

on profits, interest rates, or dividends.

The program proposes

unspecified reductions in federal spending and a Regulatory Council
to put unspecified limits on government regulatory actions, to cut
the federal work force and to maintain discriminatory wage controls
on Federal employees.
The wage-price standards are clearly the key part of the
anti-inflation program.

It is also clear that the government will

find it much easier to monitor wage control compliance than to
monitor price guideline compliance.

And it is clear that employers

will be a key part of wage control enforcement.
The program does not meet the principles of equity and
fairness.

Budgetary Policy
The budgetary policy would put a tight rein
spending.

on federal

In fiscal year 1980 federal spending, as a percent of

GNP, would be reduced to 21 percent and the federal budget deficit
lowered to $30 billion or less from a projected $40 billion deficit
in 1979.

The AFL-CIO believes a reduction in the deficit should

only take place if unemployment is reduced substantially and the
economy is growing at a satisfactory rate.
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It is important to note that the current budget deficit is
not an inflationary pressure on the economy because the economy
•

still has a great deal of slack and is operating far below full
employment and full industrial utilization.

Unemployment continues

at 6 percent, and only 85 percent of the industrial capacity is
being used.

Thus government deficits are still needed to bring

the economy out of the last recession.
The big budget deficits of recent years have been the result
of the 1974-75 recession and, if the stimulus these deficits provided had not occurred, the 1974-75 recession would have turned
into a full blown depression.

The current budget provides little

real stimulus and the high interest rate policy of the Federal
Reserve Board is choking off needed economic growth.
The government needs to exercise care that any 1980 budget
tightening will not hamper further moves toward recovery.

It is

also important to guard against restrictive policies that will
nudge the economy toward another recession.
Budget cuts should not be made arbitrarily in either national
security and defense programs or in non-defense social programs.
Rather, spending programs should be reviewed and budgetary actions
should be related to program policies rather than to arbitrary
ceilings on expenditures.
Government waste and misuse of government funds are serious
problems that need to be addressed and wasteful programs should be
eliminated.

Those who misuse government funds or are guilty of

corruption should be prosecuted.

Waste and corruption are not

appropriately dealt with by arbitrary limits on the federal budget.
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Federal employment would be cut without regard to the need
of specific programs or Congressionally mandated activities.
Clearly federal employment is not responsible for today's
inflation.

Total federal employment is approximately at the same

a smaller
level that it was 10 years ago, and today accounts for
proportion of the workforce.

Whereas 10 years ago federal employ-

ment accounted for approximately 4 percent of all nonfarm employees,
today it accounts for only 3 percent of such employment.

Federal

employment has not been shown to be an inflationary factor and
needs to be reviewed on its merits, not arbitrarily reduced.
Reaulatorv Policy
Regulatory responsibilities have been created by Acts of
Congress to carry out specific programs under specific legislation
in behalf of public health and safety, worker safety and the environment and in a variety of other fields.

Creation of a new

Regulatory Council compounds the danger of intervention by the
Office of Management and Budget or other White House offices without
statutory authority.

Their intervention may frustrate and delay

the issuance of necessary regulations in the name of fighting
inflation.

The past history of such interventions is cause for

continued concern.
is
It is important to stress that government regulation
desirable and necessary.

Government must play an important role in

health and safety.
regulating business, the environment, and the basic
Congress because
Government protection was mandated in these areas by
economy's failure
of health threats to individuals and because of the
to meet these and other dangers without government regulation:
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Wages and Prices
The wage and price program is presented as predicated on
three basic principles:
1.

The first principle is:

It must be equitable" and

"no one group should be asked to shoulder all the burden."

But

in order to be truly equitable, the program needs standards or
restraints for profits and interest rates in addition to wage and
price standards.

It should treat dividend income, interest in-

come and speculative income exactly as it treats wage income.
It should specifically refer to professional fees and rental income.

It should truly reach all sources of income, not just wages.
2.

The second principle is that

it must establish clear

and explicit standards for both wage and price behavior."
are very explicit standards for wage controls.

There

However, the price

standard is so generalized that it will be impossible for the public
or even the government to determine compliance.

There are no public

measures of any particular firm's overall or average price changes
in 1976 and 1977 and, thus, there is no way of measuring compliance.
3.

The third principle is,

others will participate."
all.

it must instill confidence that

Compliance by unions will be visible to

There is no similar visible compliance of executive salaries.

There is no visible measure for price compliance of individual firms
and no way for the public to know if product prices are in compliance.

The Wage Control
This control does not take appropriate account of the rate of
inflation and requires workers to forego

any share in productivity
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gains.

It provides no mechanism for the adjudication of inequities and

includes all fringe benefits as part of a single wage control figure.
In spite of all its shortcomings, the 1971 Nixon control
program dealt more fairly with wage and fringe benefit adjustments.
The 7 percent wage control figure is 1 to 2 percent below the
current rate of inflation.
figure is arbitrary.

The selection of the 7 percent control

Indeed, one White House representative told

labor leaders that the figure was "pulled out of the air."
In the light of an 8 to 9 percent inflation rate, the wage
control figure is well below the equivalent figure of the Nixon Pay
Board.

At the time of that control program, prices were increasing

at a 4 percent rate, the wage standard was set at 5.5 percent and
the gcal of that program was to reduce inflation to 2.5 percent in
the coming year.

The 5.5 percent wage standard assumed that workers

were to receive an increase equivalent to the projected full cost of
living (2.5 percent) plus 3 percent for the general increase in
productivity.

The current plan

would not allow workers to participate

in productivity gains.
While this new program does provide a few minor exceptions,
it ignores many of the exceptions contained in the Pay Board program of 1971.

The Pay Board was required by Congress to allow for

additional increases for special fringe benefits such as pensions
and health plans.

Such fringe benefits were provided an extra

0.7 percent over and above the general 5.5 percent wage standard.
This new program does net recognize the special pension and
health
costs which are separate from wage costs.

Such expenditures do not

expand current demand for goods and services, but rather set aside
money for these insurance programs.
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A "catch-up" exception was also provided by the Nixon Pay Board
rules to allow workers with particularly low wage increases during the
previous 3 years to catch-up somewhat and negotiate increases 11
/
2 percent
above the general overall standard.

No "catch-up" exception is

included in the present program.
The Nixon Pay Board also provided special exceptions for
intra-unit inequities, essential employees, promotions, hardship and
gross inequities.

These exceptions are not included in the current

program.
The low-wage exemption in the 1971 controls legislation was
related to the lower-level City Workers' Family Budget.

The Nixon

Pay Board refused to abide by the legislative requirements and set
the low wage exemption at $1.90 an hour.

After court proceedings,

this figure was raised first to $2.75 an hour and then to $3.50 an
hour.

Today that figure, based on the same budget, would be $5.50

and not the $4.00 set in the President's program.
"Tandem relationships" were exempted under the Nixon Pay Board
and are similarly treated under this program.
Cost-of-living escalator clauses were time-weighted by the Nixon
Pay Board since most of the escalator clauses provided for quarterly
adjustments and thus the increases did not exist for the full year.
This program does not time-weight such cost-of-living clauses.
The wage control figure applies only to "non-federal" employees.
It does not apply equally to federal employees.

The wage control

figure for federal workers, set by the Administration this year at
11
/
2 percent below the figure for all other workers, is clearly discriminatory and calls for a degree of sacrifice quite beyond that
demanded of others.
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The Price Standard
The price standard is not explicit as to the price of any
product or product line.

Consequently price compliance will not be

ascertainable by the consumer.

The price standard applies to the

weighted average price change of a firm's products.

But firms have

on a firm's weighted
many different products and no data exists
average price change.
The price standard is half a percent deceleration from the
price increase taken in a 1976-77 base period.

Prices that increased

2 percent this
/
be increased 91
10 percent a year in the base period can
year under this standard.
that have been
The Administration's proposal assures those firms
the last few
the most irresponsible in their pricing practices during
years will again be able to increase prices the most.
2 percent price limit can be exceeded in certain
/
Even the 91
circumstances and profit margins can be maintained on exceptional
price increases rather than being limited to a straight dollar
pass-through.
Real Waae Insurance
The President said the "real wage insurance" is a guarantee
for workers against losses of real income.

But it poses huge and

complicated administrative questions and there is no guarantee of
Congressional enactment.

The President, a year ago, recommended

various changes in tax laws which would have closed a number of
loopholes and provided more equity.

Congress rejected those rec-

ommendations and provided big benefits for the wealthy and corporations and, instead of closing loopholes, broadened them.

Despite

the fact that the tax bill bears no resemblance to the President's
proposals, the President has said that he will sign it.
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A real "insurance" program would have to measure more than
the change in the Consumer Price Index.

That index does not

measure the impact of taxes on higher earnings and a worker receiving a 7 percent wage increase would see that wage increase
diminished by 1 percent to 2 percent by higher income an
Security taxes.

Social

Thus, a worker's real income would be diminished

by the tax effect as well as by the change in consumer prices.
The President's "real wage insurance" is, however, a singularly
powerful control mechanism, since every single tax return would
be scrutinized by the Internal Revenue Service, while only a
handful

of companies will be monitored for price compliance.

The total cost of the program is unknown; its effec's
the budget deficit have not been calculated; the cutoff level of
wages eligible for a rebate has not been determined and the White
House has not determined what level of inflation will be "insured."

Observance of the Standards
The system does not provide for comprehensive review by an
adequate staff nor does it insure due process.

The price standarr's

need not be complied with by all firms, but just those
that are government suppliers or are affected by imports.

The

staff of COWPS is not large enough to carry out even the minimel
monitoring program and cannot give firms and workers due process
or a fair hearing.

The President has no Congressional authority

to use existing statutes for purposes of effectuating this voluntary program and the Administration expects many legal cases in
opposition to its actions.
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The Administration's program is described as "voluntary" but
it establishes various penalties for those failing to comply.

Penalties

are the essence of a controls program and the antithesis of a "voluntary
program."
In September the Senate passed a "sense of the Senate"
resolution opposing the concept that wage-price or other stabilization
policies be enforced by the direct or implied threat of administrative
actions or decisions pursuant to various laws.

That resolution pointed

out that "the employment of such discretionary powers to promote
unrelated, unauthorized and arbitrarily chosen wage/price objectives
constitutes a fundamental abuse of Executive power, would arbitrarily
burden some sectors, industries and economic groups more than others
depending upon the discretionary power to compel compliance available
to the Executive Branch in each case, and is incompatible with our
constitutional framework of divided powers, proper statutory delegation of authority, and legislative rather than ministerial preeminence in public policy-making."

It also stated that "the use of

such discretionary powers to compel compliance with specific, numerical
wage and price standards amounts to a de facto wage/price control
program."
The proposed actions to enforce compliance with the Administration's
program would be taken without the safeguards of due process and appeal.
There is no forum established to provide proper recourse from the
arbitrary determinations made by the Executive under this program.
The Administration's program would:
1.

Allow for an increase in imports regardless of the long-term

impact on American industry or the unfair practices of foreign governments.

In fact, given the ever-diminishing value of the

abroad, imports frequently are inflationary.

dollar
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2.

Request regulatory agencies to review rate levels and

other rules in light of the standards for wages and prices even though
such requirements are not part of the current statutory criteria
applicable to the rule-making of those agencies.
3.

Destroy those regulations that set minimum standards for

wages in specific situations, including Davis-Bacon and Service
Contract Act standards -- in contravention of the direct requirements
of those laws.
Enforcement Staffing
The Council on Wage and Price Stability staff will be increased
from 35 to 135, a number clearly inadequate to allow any real monitoring of compliance.
In the controls period of World War II, 63,000 people were
employed by the Office of Price Stability to assure compliance with
that program.

To enforce the Nixon controls, 900 people were employed

in the Cost of Living Council and another 2,800 Internal Revenue
Service agents were used.
A staff of 135 today will not be able even to monitor the
complex pricing activities of the 400 large firms proposed for monitoring.
The price actions of these firms take place in many different markets,
under many different corporate names, in many different industrial
sectors, ranging from department stores to apartment house chains,
fast food operations and the entire energy complex.
Special Problem Sectors
The program does not address the problem of energy.

Scheduled

price increases in natural gas under the new energy bill will have a
major inflationary impact.

Neither does the program address the oil

price changes and rapidly escalating electrical energy prices.
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Food Prices
es hope for moderation in
The anti-inflation program express
and Includes a policy which supports oxtrifood prices in the future
cutural price stability.

Yet grocery prices have been escaltina very

ing at a rate of nearly 14 pei,ent
rapidly throughout 1978, increas
during the first 9 months.

The Agriculture Department has

e sugar price supports, thus
announced that it intends to increas
16 cents on a five-pound hag.
raising the price of sugar nearly
d said on October 25 that the
Agriculture Secretary Berglan
to market
price of sugar for the crop just now going
11 percent from the 1977 figure.

will he up

The Agriculture Department has

program to curb next
announced plans for an acreage set-aside
grain, thus making new price
year's output of corn and other feed
increases likely.
Housing
rates that continue
The Problem of larae increases in interest
to squeeze home nurchasers

is not mentioned in the program.

tJor

zed interest rates
does the program deal with proposals for subsidi
does not recommend use of
for low and middle-income home purchasers and
to urge the
the President's authority under the "Credit Control Act"
that assures the alloFederal Reserve Board to institute a program
purposes and home roortgages.
cation of credit to needed investment
estate
The program does nothina to directly curb real
to mitigate
speculation, or increase the supply of housing
s seeking homes or
the pressures from the growing number of familie
products abroad
curtail the large export of U.S. logs and timber
housing costs.
on
e
pressur
onary
inflati
the
te
allevia
which would

63
Health Care
During the last few years, health care has been one of the
most inflationary elements in consumer prices.

The whole approach

to health care must be changed and the nation must adopt a national
health insurance program.

Special policies must be developed to

limit medical professional fees, excessive duplication of equipment
and rising hospital costs.

But this program simply urges deceleration

at a 2 percent rate in a voluntary program.
Profits
An anti-inflation program that fails to deal with profits
cannot be called equitable.

The control of profits must be an

integral part of any anti-inflation policy.

Prices are not just

wage-related, they are also profit-related.
During the first half of this year, corporate after-tax
profits have increased 12 percent.

Current projections by Business

Week indicate that third-quarter profits are expected to show
a
13 percent increase over the second quarter.

Clearly, profits

are rising faster than other sources of income, yet the President'
s
advisers recommend nothing in this program to place a limit
on profit
increases.

(
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I.

Introduction

Inflation -- which means higher prices throughout the
American economy -- has seriously affected the welfare
of workers and their families over the past 10 years.
Inflation is a persistent problem not only in the United
States but in other industrial nations.
To fight inflation successfully, it is important to
understand the most important causes of inflation.

A wrong

analysis of inflation leads to misguided and ineffective antiinflation programs.
This report, therefore, sets forth basic facts on
inflation to lay the foundation for an effective anti-inflation
policy.
Food, energy, medical care, housing and interest rates
have been key factors in the rapid inflation of the 1970s.
These are areas where labor costs have little or no impact
on prices.

Wage-push does not explain current inflation.

Business profits have risen to historically high levels
and an above average share of the nation's income.
the after-tax buying power of workers

Meanwhile,

paychecks have been

declininc as inflation erodes the value of the dollar.

These trends

supported hv tax chanaes to help corporations and wealthy
unfair income distribution in

individuals, have reinforced
the United States.

1
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Wage increases for the average wcrker have been
eroded over the past few years by inflation and taxes.
Real earnings are down from a year earlier and well
below the level of five years ago.

Over the past few

years, union increases generally have been higher than nonunion increases, but the reverse is true for the first half
of 1978.

Professionals, salesmen, and executives have been

receiving large increases in 1977 and 1978.

Many other blue

and white collar workers have failed to keep pace.
High unemployment and low production also contribute
to inflation.

Unemployment means lost income and lost

consumer buying power, lost business sales, high overhead
costs, and low levels of investment in new, more efficient
and productive plant, machinery, and equipment.
Full employment and faster economic growth, therefore,
are essential parts of an effective anti-inflation program.
In spite of the U.S. economic problems of the 1970's,
American workers are still the most productive workers in
the world.

In comparison to other major industrial countries,

labor costs per unit of output are rising much less rapidly
than in other countries.

2
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The U.S. experienced a long period of relative price
stability from the time of the Korean War in the early 1950s
until the late 1960s when Vietnam War spending added price
pressures to a booming economy.

High interest rates and

tight money policies during the Nixon-Ford-Burns years
brought serious unemployment and recessions in 1969-70
and 1973-75, but also -- contrary to economic theory and
contrary to the Nixon-Ford-Burns game plan -- brought still
higher prices and higher inflation.
The experience of simultaneous high unemployment and
high inflation

"staflation" -- seemed impossible accord-

ing to traditional economists' expectations that nations
can bring down inflation if they are willing to accept more
unemployment.

Since 1970 the U.S. has been plagued by

simultaneous high unemployment and high inflation.
Today high interest rates are again threatening the
nation's economic vitality.

The Federal Reserve Board has

2 percent,
/
raised the discount rate to an all-time record at 81
and commercial bank prime rates continue to rise.

Home

mortgage rates are again moving upward, pushing the cost
of housina beyond the reach of many Americans.

3
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Policies dealing with inflation must take into account
•

the total economy.

Such policies cannot ignore the big

variations in price change, and the particular price problems
related to food, housing, energy and medical care.

Profits

and interest rate levels affect income distribution.

Infla-

tion is not just explained by wages.
The following chart shows the big fluctuations in the
year to year inflation rate, and the big increase in 1978.
Just as wage increases did not cause the 12.2 percent price
rise in 1974, neither do they cause the 9.5 percent rate of
price increase in 1978.
To fight inflation successfully, one needs to analyze
the factors affecting inflation, and this booklet sets forth
some basic facts as background.
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Consumer Prices
The high cost of living has been particularly serious
since prices started shooting up in 1973.

It began with

iarge rises in the price of food, followed by the oil embargo
and huge increases in the price of oil and other energy items.
Food prices swing widely with big increases in some
years and small increases in other years.

In 1973, large

and sudden grain sales to Russia drove up the price of wheat
and grains and led to sharp increases in the cost of feeding
livestock and in the price of meat.

Bad weather cut food

supplies which also drove up food prices.
Energy prices reflect the 1973 oil embargo and continued
price-fixing by the oil cartel.

Prices for gasoline, fuel

oil, and other energy sources are a major part of the inflation
picture.
The high cost of medical care reflects new medical
technology, over extension of medical facilities, excessive
increases in physicians' fees, and exorbitant drug charges.
as well as organizational and administrative problems that
could be alleviated by a national health insurance program.
Hospital costs have risen particularly fast but Congress
failed to enact hospital cost containment legislation in
1978.
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High mortgage interest rates and other high interest
rates push up costs for consumers and busiAess throughout
the economy.

In late 1978 mortgage interest rates on new

homes were over 9%

percent and the prime rate charged by

big banks to their big corporate borrowers was over 104
percent.
The broadest measure of inflation tor consumer prices
is the Consumer Price Index for All Urban Consumers.

During

the first 9 months of 1978 -- from December 1977 to September
1978 -- this index rose at a rate of 9.5 percent per year.
In terms of major categories of increase, the leading
components were food and beverages, up at a 12-month rate
of 12.7 percent, and shelter, up at an annual rate of 12.6
percent.

These were followed by household fuels and

utilities, up at an annual rate of 8.4 percent and medical
care

with an annualized rate rise of 8.2 percent.
These four major categories approximately correspond

to what have been called the "four necessities" -- food,
shelter, energy, and medical care.
They account for about 60 percent of the expenditures
covered by the index and they are components in which wage
costs have little or no impact.

On a combined basis,

their inflation rate was about 12 percent per year, based
on the first 9 months of 1978.

7
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By contrast the rest of the index was up at an annual
rate of less than 6 percent.
•

Transportation prices were

up at an annual rate of 6.5 percent, entertainment 5.4
percent, and clothing 3.6 percent.

•

Somewhat higher rates

were reported for home furnishings and operation (7.4 percent)
and for miscellaneous other goods and services (7.7 percent).
In the food and beverage sector, "food at home" -groceries -- showed the largest rise with an annual rate of
15.1 percent, including especially large increases for meats,
poultry, fish and eggs, for fats and oils, and for sugar.
Food away from home rose 11.6 percent on an annualized basis.
For alcoholic beverages, on the other hand, the rise was a
relatively moderate 7.4

percent.

In the shelter component, the principal source of
inflationary rise was "home finance, taxes, and insurance,"
a category which includes the effect of rising mortgage
rates.

This combined component rose 19.3 percent on an

annualized basis.
The main inflationary element in fuels and other
utilities was gas and electricity which together rose
at a 12-month rate of 12.7 percent.

Very modest

increases were reported for fuel oil, coal and bottled
utilities
gas (annual rate of 4.9 percent) and for other
and public services (annual rate of 3.0 percent).
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Wholesale Prices
Wholesale price movements affect business costs and
often foreshadow future price increases for consumer goods.
Wholesale prices are now published in three separate
"Producer Price Indexes," one tor Finished Goods, one for
Intermediate Goods, and one for Crude Goods.
These indexes are for commodities only.

They there-

fore exclude important components of the Consumer Price
Index, particularly "services," such as rent, insurance,
mortgage interest, maintenance and repair, public transportation, etc.

Also excluded are home purchases (both

new and existing homes) and used cars.

Only about half

of the expenditures covered by the Consumer Price Index
are represented in the Producer Price Indexes.
On the other hand, in the Finished Goods Index,
capital goods prices are included as well as those for
consumer goods.

1.

Crude Goods Up the Most
During the first 9 months of 1978, from December

197/ to September 1978, the Crude Goods Index advanced
very sharply -- at a seasonally adjusted 12-month rate
of 15.7 percent, much more than either the Finished
Goods Index (8.7 percent) or the Intermediate Goods Index
(7.1 percent).
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Labor costs play little part in influencing crude
goods prices.

Crude goods are products entering the

market for the first time.

They have not been manufactured

or fabricated but will be processed before becoming
"finished goods."

They include farm products

and such

items as crude fuels, ores, natural rubber, wastepaper
and scrap.

They sometimes show large swings up or down

depending on the state of supply and demand, both foreigh
and domestic.
2.

Sharp Rises for Food and Feeds
In all three indexes, prices for foods or feeds

advanced more steeply than for other goods.

Crude food-

stuffs and feedstuffs were increasing at an annual rate
of 17.6 percent through September 1978, and other crude
items at a 13.3 percent annual rate.

In the Intermediate

Goods Index, foods and feeds were rising at a 13.3 percent
rate, as against /.3 percent for other items.

And in the

Finished Goods Index, foods were rising at a rate of 11.2
percent, as against 7.7 percent for nonfoods.
3.

Consumer Goods Impacted More than Capital Goods
The Finished Goods Index showed an increase rate of

9.0 percent for consumer goods as against 7.4 percent for
capital equipment.

Most of this difference is due to

the inclusion of foods in the consumer goods index.
difference is smaller if only nonfoods are considered,
7.8 percent for consumer nonfoods and 7.4 percent for
capital equipment.
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4.

Detailed Items
For detailed commodities in the Producer Price Indexes,

over-the-year price changes from September 1b77 to 1978
range very widely -- from a drop of 22.4 percent for cocoa
beans to a

rise of 58.6 percent for hides and skins.

Both

of these extremes were in the volatile crude materials
category.

But large differences occurred in the inter-

mediate and finished goods categories as well.
Price changes for intermediate goods ranged from a drop
of 13.2 percent

in

the price of liquified petroleum gas to

an increase of 56.6 percent for crude vegetable oils.
Finished goods price extremes (all in the consumer
sector) ranged from a

drop

of 22 percent in packaged

beverage materials to a rise of 55.8 percent for refined
vegetable oils.
Table 1 shows all items with increases of 10 percent
or more in the year ended September 1978.

Table 2 shows

items which either dropped in price or rose less than 4
percent in the same period.

12
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Table 1

Producer Price Indexes
Increases of 10% or More
Year Ended September 1978

Finished Goods
Consumer:
Fruits and vegetables
Meats, poultry, fish
Refined vegetable oils
Other misc. products (nonfood)

14.7%
22.8
55.8
37.3

Capital Equipment:
Construction machinery
and equipment
Metal cutting machine tools
Metal forming machine tools
Special purpose machinery
and equipment
Generators and generator sets

10.2
13.0
12.4
11.3
11.0
(7.1)

Zntermediate Goods

25.4
30.7
56.6
11.0
20.5
34.4
10.4
20.0
37.1
24.5
10.0
21.5
15.6
12.1
10.3
15.9
10.5
13.9
11.0
21.8
15.1

Flour
Animal fats and oils
Crude vegetable oils
Mfd. animal feeds
Grey fabrics
Leather
Commercial jet fuel
Lubricating oil materials
Fats and oils, inedible
Pesticides
Lumber
Millwork
Other wood products
Building paper and board
Semi-finished steel products
Plain bearings
Wiring devicesConcrete products
Asphalt roofing
Gypsum products
Glass containers
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Table 1 (cont.)
•

Crudes
•

14.7%
22.7
31.2
16.2
21.4
19.2
30.4
58.6
12.0
16.8
10.7
15.5
17.1
28.7

Fruits and vegetables
Grains
Livestock
Live poultry
Plant and animal fibers
Hay, hayseeds, oilseeds
Cane sugar, raw
Hides and skins
Coal
Natural gas
Crude petroleum
Crude natural rubber
Iron and steel scrap
Nonferrous scrap
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Table 2

Producer Price Indexes
Increases Under 4%
Year Ended September 1978

Finished Goods
Consumer:
Eggs
Milled rice
Packaged beverage materials
Misc. processed foods
Apparel
Kerosene
Textile house furnishings
Fuel oil no. 2
Home electronic equipment

2.8%
- 4.1
-22.0
1.6
3.2
2.1
3.4
1.3
2.9

Intermediate Goods
Synthetic fibers
Processed yarns and threads
Finished fabrics
Liquefied petroleum gas
Diesel fuel
Residual fuel
Industrial chemicals
Mixed fertilizers
Nitrogenates
Phosphates
Plastic resins and materials
Misc. chemical products
Plastic construction products
Unsupported plastic film and sheeting
Plywood
Woodpulp
Paperboard
Pig iron and ferro alleys
Nonferrous wired cable
Zinc castings
Arc welding electrodes

.1
1.2
- .4
-13.2
1.1
- 6.6
1.0
2.9
- 3.9
1.1
.2
.7
1.9
1.4
3.3
- 5.3
3.0
2.6
2.0
.4
2.8

-

Crude Goods
-13.6
-22.4
- .6

Green coffee
Cocoa beans
Wastepaper
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in World Markets
Declinino Value of the U.S. Dollar
in the world
The declining value of the U.S. dollar
country.
economy has aggravated inflation in this
currency.
The dollar is the world's reserve
the U.S.A.
than $500 billion is held outside

More

The con-

the value of the
fidence of foreign dollar-holders in
hold dollars and thus
dollar affects their willingness to
affects the value of the dollar.
ges big U.S. banks
The weakness ot the dollar encoura
foreign dollarand multinational corporations -- and
the dollar and to sell
holders too -- to speculate against
the dollar still lower
their dollar-holdings, thus driving
in value.

This makes imports from foreign countries More ex-

exports less expensive
pensive for Americans and makes U.S.
for foreign buyers.
The price of U.S. imports in dollars goes up as
the dollar goes down in value on world money markets.
The higher price of imported commodities and imported
goods in the U.S. adds to domestic inflation pressures.
In addition, American business firms then raise their
prices to enjoy higher profit margins.

Thus, the rising

cost of imports becomes part of the rising cost of living.
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Also, as the dollar goes down in value. U.S. exports
become cheaper to foreign buyers.
dollar falls

Exports rise when the

-- but this adds to inflation in the U.S.A.

as foreign buyers compete with American consumers and
American business firms in the American market for items
in short supply such as hides, coal, logs, scrap steel,
food and other raw materials and commodities.
Furthermore, as dollar-purchases become cheaper to
foreign investors, they are increasingly buying up U.S.
banks and businesses.

Foreign direct investment and

acquisitions of business firms in the U.S. economy are
encouraged by devaluation of the dollar because foreigners
can buy more with their German marks or Japanese yen.
This situation not only adds to inflation pressures but
raises possibilities for increasing foreign control over
significant sectors of the U.S. economy.
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III.

Interest Rates

In 1978 interest rates on borrowed money have rocketed
upward and by October were approaching or had surpassed the
all-time highs reached in the credit crunch of 1974.
The cost of money enters into every price in the
economy -- those paid by consumers, by business and by
Rising interest costs in themselves help fuel

government.

Not only do they increase the costs of short-

inflation.

term loans used by business in the course of normal operations
but they burden the costs of long-term capital investment in
plant and equipment.
cost of housing.

And they make up a large part of the

Eventually, if money becomes very tight

and very expensive, borrowers cut back, economic activity
slows down, production is reduced, sales drop and a recession
develops.

The recessions of 1970-71 and 1974-75 were both

preceded by rapid and sever escalations of interest rates.
Federal Reserve Discount Rates
The Federal Reserve Board, which directly influences
interest rates through its role as "banker for the banks",
has jacked up its discount rate six times during 1978,
2 percent (from
/
starting with its January 9 increase to 61
6 percent).

By October 16, the rate had reached an all-time

record of 815 percent -- 42 percent higher than the 6 percent
rate at the beginning of the year.
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Commercial Bank Prime Rates
The lending rates of commercial banks have risen in
similar fashion.

At the beginning of 1978, the big bank

"prime rate", which is the minimum lending rate to large
businesses, was 7 3/4 percent.

This rate has been

successively increased 9 times until on October 13 it
reached 10 percent.

A move toward a general 104 percent

rate was in the making, a rate over one-third higher than
in the first week in January.
Bank Profits
Rising interest rates on large lending volume have
been highly profitable to the nation's largest banks.
Bank America reported income for the third quarter of
1978 at $147.3 million, up 33 percent from the $110.4
million in the same quarter a year earlier.
Citicorp reported $119.1 million for the third quarter,
an increase of 36 percent from the year earlier figure of
$87.8 million.
Chase Manhattan reported a 62 percent profit gain -- from
$31.1 million in the 1977 third quarter to $50.3 million in the
1978 third quarter.
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Mortgage Rates
Home mortgage rates are now running at 10 percent or
more, even higher than the very high 9 percent rate of 1977.
A common rate 10 years ago was 7 percent and 15 years ago
6 percent or less.
Even small rises in mortgage interest rates generate
large increases in total interest to be repaid over a 30-year
period.

For example, a 30-year loan of $30,000 at 6 percent

requires total interest payments of $34,750.

At 7 percent

the same loan costs $41,850 -- and increase of $7,100.

At

10 percent, the loan costs $64,780 -- an increase of more
than $30,000, (equal to the amount of original loan itself).
For larger loans the dollar hike is even more enormous.
A 6 percent rate on a $40,000 loan for 30 years costs
$46,340.

At 10 percent the same loan costs $86,370, an

increase of $40,000.
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Table 3

HOME MORTGAGE INTEREST

1.

Interest on a $30,000 loan for 30 years:
Rate

2.

Total Interest

6%

$ 34,752

7%

41,853

8%

49,248

9%

56,898

10%

64,779

Interest on a $40,000 loan for 30 years:
Rate
6%

Total Interest
$ 46,336

7%

55,804

8%

65,664

9%

75,864

10%

86,372
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IV. Profits

Various measures of corporate profits, including
return on investment, profit on sales, and total cash flow
show

that U.S. corporations generally have fully recovered

from their recession low.

Corporate profits have risen to

an historically high level and an above average share of the
nation's income
A corporation's financial health is measured by its
profits -- and also by its "cash flow".

Cash flow includes

profits and money set aside for depreciation.

Depreciation

allowances are the amounts that businessmen legitimately
deduct from gross income to compensate for the wear and tear
on plant and machinery and serve as replacement funds for such
machinery.

The sheer magnitude of depreciation allowances

makes them a vital factor in any corporate financial analysis.
Cash flow tells how well a company is doing and what its
resources are -- resources from which it can pay dividends
and expand investment in plant and equipment.
Between 1972 and 1977 cash flow of all corporations increased
70% to $208 billion.

The cash flow of corporations was 13.7

percent of the nation's income in 1977, a share as high or
higher than in 22 of the previous 25 years.
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Profits alone were a high share of the nation's income
in the last two years.

Profits after tax rose from 4.6 percent

of the national income in 1970 to 6.7 percent in 1977 and to
6.8 percent in the first 6 months of 1978.

Both shares are

above the 6.6 percent average of the past 25 years.
A more complete measure of the return to capital includes
not only profits (dividends to stockholders and undistributed
profits) but interest payments to holders of corporate bonds
and other corporate debt.

Investors have been buying more

corporate bonds in recent years -- in contrast to "equity"
stock shares -- so bond interest has become more important
than stock dividends as a source of income.

This measure --

profits after tax plus net interest -- is available for all
corporations except banks and insurance companies.
The return to corporate investors in 1977 vas $118.2
billion, or 7.8 percent of

national income

a higher share

of the nation's income than in all but two of the previous
years.

In the second quarter of 1978 the return to corporate

investors rose to an annual rate of $136 billion or 8.1 percent
of the nation's income.
Inflationary periods create measurement problems and
there are differences of opinion regarding the measurement
of profits.

"Inventory profits", for example, result

during periods of rapid inflation since firms buy goods at
relatively low prices and sell them at much higherrices.
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There are substantial difficulties in measuring
depreciation -- and substantial opportunities for corporations
to conceal "excessive" profits and thus avoid "excess profits"
taxes and regulations.
Depreciation should be based on the actual cost of the
equipment wearing out, since the relevant consideration is
profits made on actual money invested.

It is not possible

to calculate accurately actual depreciation on an economywide scale, but, as

the Commerce Department uses tax de-

preciation, its figures understate the return on investment
in recent years.
Advocates of higher "replacement" cost depreciation
accounting methods are quick to cite the higher cost of
new plant and equipment, but they

ignore the fact that

inflation also reduces the real burden of corporate debt.
Corporate prices and incomes are increasing but payments
on debts remain the same.

The declining debt burden offsets

the higher cost of. replacing plant and equipment.

And the

business tax reductions of recent years, such as the investment
tax credit and accelerated depreciation, have also offset
the effects of inflation.

Studies show that the declining

burden of debt and the tax reductions have more than offset
the higher cost of replacing plant and equipment.
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Even using the most conservative measure of return
to investors -- omitting inventory profits and permitting
a

depreciation writeoffs at replacement rather than actual
cost and ignoring offsetting factors -- the return to
investors was higher in 1977 than in 15 of the past 25 years.
Corporate after-tax profits reached $102.1 billion in
1977, a 45 percent increase over the recession year 1975 and
11 percent over 1976.

In the first 6 months of 1978, profits

went up at an annual rate of $11.7 billion, a 12% increase over
the last 6 months of 1977.
Profits continued their rapid climb in the third quarter
of 1978.

According to Business Week, third quarter profits

are expected to show a 13 percent increase over the

second

quarter.
Many firms had much larger increases in their third
quarter after-tax profits.

For example, Reynolds Metals earned

a spectacular 146 percent increase over the same period last
year.

Kaiser Aluminum increased profits by 90 percent.

Stores raised its profit 84 percent.

Safeway

Other big corporations

with an enormous increase in profits included Hilton Hotels
with a 79 percent increase, American Airlines 71 percent,
National Cash Register 68 percent, Celanese 48 percent,
Hammermill Paper 42 percent and Raytheon 36 percent.

Source,
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1976
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1977
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Table 4

1978 Third Quarter Profits:
Corporations Reported by Business Week

Corporations

BELIfis
Percent change
vs. 1977

Abbott Laboratories
Akzona
Allied Chemical
American Airlines
American Hospital Supply

+28%
+22
+ 8
+71
+29

AT&T
Baxter Travenol Labs
Burroughs
CBS
CPC International

+20
+24
+18
+11
+16

Castle & Cooke
Celanese
CertainTeed
Colgate-Palmolive
Colt Industries

- 3
+48
-29
+ 2
+28

Control
Diamond
Diamond
Eastman
Gannett

Data
International
Shamrock
Kodak

+32
+ 8
-39
+27
+20

General Electric
Georgia-Pacific
Goodrich (B.F.)
Great Northern Nekoosa
Great Western Financial

+11
+6
+8
-39
+23

Hammermill Paper
Hilton Hotels
Honeywell
Imperial Corp of America
Insilco

+42
+79
+30
+9
+13

IBM
International Paper
Kaiser Aluminum & Chem
Louisiana-Pacific
Masonite

+18
-58
+90
+12
+15

(continued)

28

36-067 0 - 79 - 7

94
corporations

Profits,
Percent change
vs. 1977

McGraw-Edison
McGraw-Hill
Mead
Merck
NCR

+10%
+12
+26
+12
+68

Owens-Corning Fiberglas
Owens-Illinois
PPG Industries
PepsiCo
Porter (H.K)

-10
+18
+13
+15
+99

Potlatch
RCA
Raytheon
Reynolds Metals
Roadway Express

-44
+11
+36
+146
+24

Safeway Stores
Sundstrand
Teledyne
Time
Trane

+84
+14
-26
+34
+23

Tyler
Union Camp
U.S. Home
United Technologies
United Telecommunications

+10
+12
+87
+24
+9

Walgreen
Warner-Lambert
Westinghouse Electric
Whirlpool
Willamette Industries

+ 8
+13
+13
-27
+20
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V.

PRODUCTIVITY

American workers are the most productive workers in
the
world.

But two recessions in 1969-70 and in 1973-75, followed

by excessively slow economic recoveries have sharply affected
productivity growth.

High unemployment and idle machines,

plant, and equipment have resulted in higher unit labor
costs
and lower productivity.
In the private business sector of the U.S. economy,
productivity growth slowed down from a post-World War II average
of more than 3 percent as follows:

1968

3.3 percent

1969

0.3 percent

1970

0.7 percent

1971

3.2 percent

1972

2.9 percent

1973

1.7 percent

1974

-2.8 percent

1975

2.0 percent

1976

3.7 percent

1977

1.8 percent

1978

0.3 percent

(3rd quarter)*
*

3rd. quarter fioures show a nroductivity gain of
of 4.5 percent over the second quarter.
30
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However, the productivity of American workers is still
higher than the productivity of workers in other industrial
nations.

And unit labor costs in the U.S.A. have gone up

much less than unit labor costs in other nations.
The American worker produces 24 percent more than the
German worker and 32 percent more than the Japanese worker,
according to a study by the Dresdner Bank.

And from 1967

to 1977, unit labor costs have risen much more slowly in
the U.S.A. than in such other major industrial nations such
as England, France, Sweden, Italy, Germany and Japan.

According to a recent Bureau of Labor statistics study
as of mid-year 1978, workers in manufacturing in four other
nations were getting higher compensation per hour worked than
workers in the United States.

There are real problems in

translating earnings in foreign countries into U.S. dollar
equivalent earnings, but the BLS study shows manufacturing workers
in Germany earning 11 percent more than U.S. manufacturing workers,
in the Netherlands 16 percent more, and in Belgium and Sweden
20 percent more.
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VI.

Wages

No single statistic shows what is happening to wages
because general wage changes in our society reflect wage
changes of many different people and many different
groups.
Employees in private industry have averaged increases
in hourly compensation of 8.5% in 1976, 8.3% in 1977, and
10.0% in the first half of 1978, according to the Bureau
of Labor Statistics.

This average includes executives,

professionals, and all private blue collar and white
collar employees.

BLS wage studies show that different

groups of workers have

had

substantial variations in

income.

When executive and supervisory employees are excluded,
the rates of wage increases are substantially lower -- with
average hourly earnings at $5.75 in September.

After

adjustments for seasonality and overtime, these wages were
7.9% above those of a year earlier, while the 1977 increase
was 7.3% and 1976 increase was 7.3%.

However, after

inflation and taxes, real earnings are actually lower than
they were in 1972.
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Chief executive officers received total compersation
increases of 12.2% in 1977, according to Forbes magazine.
These are chief executives of the top 800 firms and their
compensation averages $300,000 -- so a 12% increase was
about $36,000 for the year.
Wage increases are accelerating for professional
employees and for non-union groups in 1978.

The rates for

professionals rose 6.7% in 1976 and 7.1% in 1977 and 8.3%
in 1978.

Non-union wages during the past year have risen

faster than union wages.

Non-union wages are going up

7.9% in 1978 whereas union wages are going up 7.6%,
according to the BLS Employment Cost Index report.
Unions negotiating in 1978 have generally settled for
lower wage increases than in the two previous years.

Unions

negotiating major agreements in 1976 had first year average
increases of 8.4%.

In 1977 the first year average increase

amounted to 7.8% and in the first nine months of 1978 it
was 7.7%.

However, the 7.7% average in 1978 includes the

exceptional Mine Workers settlement that reflects that
contract's special circumstances.

If the Mine Workers

settlement is not included in the average of the first nine
months of 1978, the average increase was only 7.3%.
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Union building trades' changes have been particularly
modest in the last three years.

Wage and benefit increases

amounted to 7.9% in 1976, 6.7% in 1977, and 6.7% in the
first half of 1978 according to a special Labor Department
survey of wages and benefits in seven basic crafts in 153
different cities.
Public employee unions have had particularly small
increases, with heavily unionized federal employees held
to 5.5%, and postal workers settling for a very modest
adjustment.

State and local government increases have

also been extremely modest.
Unions not negotiating in 1978 but with deferred wage
increases scheduled, had wage increases averaging 5.1%,
substantially below the deferred wage average in 1977 of
5.9%.

A number of these contracts, however, also provided

that the workers would receive increases resulting from
cost-of-living escalator clauses.
All wage increases under major agreements -- deferred,
cost of living and newly negotiated -- also indicate
moderation in 1978.

In 1976, these increases averaged 8.1%,

8% in 1977 and 7.7% over the year ended with the third
quarter 1978.
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The Squeeze on the Worker
In spite of dollar gains in the paycheck, the American
worker has been losing real buying power as inflation erodes
the value of increased earnings.
While the buying power of an average wage and salary
worker's earnings improved modestly between 1967 and 1972,
there has been a net loss since 1972.
Between 1967 and 1972, the buying power of the average
non-supervisory worker's weekly pay, after deduction of
federal income and social security taxes, rose 6.4 percent.
But in 1977, the average worker's pay after these deductions
and after adjustment for inflation was down 2.9 percent from
1972.

And in September 1978, this worker's buying power was

down 3.3 percent from September 1977.
In dollars of constant buying power (1967 dollars), takehome pay after federal taxes for an average worker with three
dependents was:
$90.26 in 1967
$96.64 in 1972
$93.85 in 1977
$92.47 in 1978 (September)
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VII.

Income Distribution

Current economic policymaking ignores the fundamental need to reduce some of the sharp differences that
exist in income shares.

The tax bill approved by

Congress in October 1978 is in direct contradiction to
the notion of a fairer distribution of income and highlights the need for government policies based on fair
play.
*

According to the latest Census Bureau figures:
The median income of U.S. familes in 1977 was

$16,0C9, an amount $1,099 below the Labor Department's
Urban Wage Earner Intermediate Family Budget.
*

80 percent of families received incomes of

$26,000 or less.
*

60 percent of U.S. families were in the income

range of $/,903 to $26,000.
*

The lowest 20 percent of families were in income

brackets of $7,903 and under and received only 5.2 percent
of total income.
*

The middle 60 percent of all families were at

income levels of between $7,903 and $26,000 and received 53.3
percent of total income.
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*

The highest 20 percent of families were at income

levels of $26,000 and over and received 41.5 percent of
total income.
*

The top 5 percent of families were at income levels

of S40,493 and over and received 15.7 percent of total income.
The Revenue Act of 1978 cuts taxes by $21.4 billion,

of

this amount, 60 percent or S12 billion will go to corporations
and individuals with incomes of over $30,000 a year.

The

vast majority of the nation's taxpayers -- the 88 percent
with incomes of $30,000 and under will receive less than
$9 billion -- an average cut of less than $150.
After paying for the Social Security tax increases
scheduled for 1979, most workers will be paying more taxes,
or their reductions will amount to only S1 or $2 per week.
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The following highlights the grossly inequitable manner
in which the tax cut is distributed:

Income Class

% of Tax Cut

Average Cut Pcr
Taxpayer

33.7%

13.2%

10-20,000

36.1

19.4

105

20-30,000

18.9

23.1

240

30-50,000

8.6

20.0

458

50-100,000

2.1

12.3

1,150

.5

12.0

4,230

0-10,000
•

% of Taxpayers

100 and over

77

$

AFL-CIO Research Department
Based on Joint Committee on Taxation Data
The corporate contribution to financing the federal
government has dropped substantially over the past lb years.
In 1965 corporate income taxes accounted for 21.8 percent
of total budget receipts and 34.3 percent of the total
income taxes.

Official estimates for 1979 show a drop to

only 13.6 percent of total budget receipts and 23.3 percent
of income tax receipts.
This means that individuals are paying a higher share
of the costs of government.
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Much of the fall in the corporate
share is due to
the addition and enlargement of tax
preferences such as
depreciation speed-ups; investment
credits, and rate
cuts.

The Investment Tax Credit, for
example, just made

permanent in the 19/8 tax law, cuts
business taxes by
about $15 billion annually and is equiva
lent to over
20 percent of total corporate income
tax.
The corporate share has also droppe
d because of the
huge amount of tax revenue lost under
the tax preferences
(tax loopholes) available to U.S.-based
multinational
corporations.
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The following table shows how the corporate share of
the total income tax burden has dropped.

Corporate Income Tax
Total
Federal
Budget Receipts

Fiscal

Total
Income Tax
xeceipts
(Corp. & Indv.)
(pillions)

1965

$116.8

$ /4.3

% of
Total
Budget
Receipts

% of
Income Tax
Receipts

21.8%

34.3%

1970

193.7

123.2

16.9

26.6

1975

281.0

163.0

14.5

24.9

1976

300.0

173.0

13.8

23.9

19/7

357.8

212.5

15.3

25.8

1978(e)

401.2

241.0

14.7

24.5

1979(e)

448.2

260.0

13.6

23.3

Source.

The Budget of U.S., various years and "Mid-session Review
of the 1979 Budget" adjusted for 1978 legislated tax changes

Note:

1965-1977 actual; 1978-1979 Office of Management and Budget
estimates

Significantly, because of the adverse effect of the 1978
tax cut on income distribution, much of the potential job
creating stimulus that would have been gained through increased consumer purchasing power will be lost.

As a result,

the key element in fighting inflation -- a balanced and fully
employed economy -- is thwarted.
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The CHAIRMAN. Thank you,Dr. Oswald.
Dr. Oswald,I have had a chance to study your paper,in addition to
hearing your fine presentation of it and I'm impressed. I think it's a
very thoughtful and powerful attack on this program and I have great
respect for it, but your fundamental position it seems to me is not
characteristic of the AFL-CIO.
I have always thought of your organization as being realistic and
frankly I don't think there's any prospect certainly now—and I don't
think for a long, long time—I hope never in peacetime—of having
mandatory wage-price controls and controls on dividends, profits, and
everything else right across the board.
I just wonder about the desirability of this proposal, particularly in
view of the fact if many people are convinced we're going to get wage
and price controls this vuluntary program is bound to fail. What will
it do? It means that if you're an employer you increase your prices
now. If you're a labor union you fight for your wages now before the
wage-price controls go into effect.
So how do you respond to the feeling I have and I think many other
people have that the AFL-CIO is taking (a) an unrealistic position
and (b) that it is going to have an inflationary effect?
Mr. OSWALD. Senator,it isn't only the AFL-CIO that has made comments that mandatory controls will be coming. There have been surveys
of business executives that indicate that they have such beliefs, but a,
controls program could also roll back price increases. A voluntary program has been recommended by the President earlier this year and
union negotiated wage increases during the first nine months of this
year are substantially lower than they were in 1977 and than they
were in 1976.
On the other hand, prices have continued to rise rapidly.
The CHAIRMAN.I accept that.
Mr. OSWALD. And real wages of workers are 3 percent below where
they were 1 year ago and we're saying that the inflation is not getting
under control so let's do something to get it under control.
The CHAIRMAN. The figures I saw where they were one-tenths a
percent above, but they are disgracefully small in view of the fact that
we have had a recovery and expansion of the economy and we certainly
ought to do better than that in 1 year. Your figure may be right or my
figure may be right.
Let me ask you this. If you can help us to work toward designing a
voluntary program that would be more acceptable—not acceptable to
you,I understand that, but more acceptable than this one. For example,
the real wage insurance was included in the anti-inflation program to
provide some protection for labor. You don't feel it's adequate but in
my judgment it's better than nothing. One of the complaints you have
about it is you don't know when it's going to go into effect. I think
that's a legitimate complaint.
Would the AFL-CIO do its best to push for rapid action on that
before the Congress? You have a voice. You have force and power and
influence and if you would do that I think it would be very helpful in
view of the fact that you recognize that without it you're in worse
shape. It would be helpful to know if you would help us try to achieve
it.
Mr. OSWALD. At this point we don't even know what the administration proposes. They have not spoken to us at all about this wage
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insurance program. We don't know their intent. We were very disappointed with what happened in a policy and program that we thought
we jointly supported—the tax proposals this year before the Congress
where we supported many of the measures that the President proposed last January.
The CHAIRMAN. But supposing the President does come down with
what he's outlined; in other words, that to the extent that employees
agree to holding their wages below 7 percent that any increase over
7 percent will be rebated to them in a tax rebate in the following year.
If it's that simply and in that form—and you heard Dr. Schultze explain it under questioning—would you support that or not?
Mr. OSWALD. I also heard Dr. Schultze say there would be certain
limits on them. We would have to be able to review the total program
to determine what it means, Senator.
The CHAIRMAN. All right. Let me just ask you this then: You have
given a very strong statement and I appreciate it, that the President's
proposal doesn't give enough assurances that prices will be restrained.
Mr. Meany said that it was unfair and inequitable. The administration
does say it wants to be evenhanded.
What further assurances would the AFL—CIO consider to be a
significant indication of fairness and equity?
Mr. OSWALD. Senator, I think that's really the issue that we are discussing—that there be a sufficient large staff of people who would
be able to monitor individual price changes which would be applicable
throughout the economy as they describe their program is supposed to
do. They are asking each employer and the IRS to monitor each employee's compliance in his group and to report it to the Government
through the wage insurance plan. We would like to see similar ability
to monitor compliance of firms in terms of what they are doing with
prices. If somebody's rent goes up 10 percent or 91/2 percent, is that
compliance with this program? The way they have spelled out this
program nobody knows if that's compliance or not.
The CHAIRMAN. Well, you're asking for a comprehensive monitoring.
At his press conference on Tuesday,President Meany said that it would
take 250,000 to 300,000 additional Federal employees to provide adequate monitoring of the kind of program that he could support. Do
you realistically think that Congress would accept a recommendation
for another 250,000 or 300,000 bureaucrats to put that kind of stranglehold on the economy?
Mr. OSWALD. Senator,the last time this country really made a serious
effort to control prices was during World War II when we had 12
million people in the military service. At that time even as production
demands resulted practically zero unemployment—unemployment
rates below 2 percent—the Congress saw fit to assign 63,000 people to
monitor prices directly through the Office of Price Stability. They intended to make sure that there was price stability and they put the
manpower behind it to do it.
Unless the Congress is willing to put the manpower behind it to do
it now, there will be no monitoring of prices and the people will not
think that the Congress really intends to have price stability. If Congress is serious about it, then it will put the people behind it to make
sure that it operates and is effective, as it did in World War II.
The CHAIRMAN. Dr. Oswald, what I get from this, in view of what
seems to me an inordinate comprehensiveness, is that in calling for a
36-067 0 - 79 - 8
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tremendous new bureaucracy you're calling for,is that you really want
nothing. You know perfectly well you're not going to get that kind of
comprehensive action, that this committee is opposed to it and, after
all, this committee has to recommend this program to the Congress.
Four members of this committee spoke out this morning explicitly on
it. I think it would be unanimous if we were polled on it. There's no
way you're going to get that.
So the position the AFL-CIO is taking is you're against any action
really; just let nature take its course and you're telling us that's better
than what the President has proposed.
Mr. OSWALD. No, Senator, we would hope that you do reconsider
your position. We are very concerned with inflation because, as I have
indicated, the average worker in the past year has suffered a 3-percent
real income decline from inflation. The Executive Council was very
concerned with inflation. We are asking that the Congress reconsider
its previous actions and move directly to intervene in the economy to
stop inflation.
The CHAIRMAN. Dr. Oswald, would you recommend some kind of
change in the coverage of profits and interest rates? You pointed out
neither are covered, at least to your satisfaction, in the voluntary program, whereas wages are covered. Can you suggest any way that could
be covered in the voluntary program that would make this somewhat—I realize you couldn't support the whole program—but make it
somewhat more acceptable to you?
Mr. OSWALD. There are provisions, Senator,in existing legislation—
though I could describe it as mandatory again rather than voluntary.
The President could direct the Federal Reserve Board to allocate
credit in various areas that could affect interest rates and drive
interest rates down in various sectors. There could be legislated additional actions of Congress, as it has acted during the Korean war,
to put into effect an excess profits' tax. Those actions are also mandatory. The actions on wages are mandatory, Senator. Each violator
will be denied the ability to bid for a Government contract and workers
will be denied compliance by an army of employers who will be willing to enforce those standards on all workers.
If you take a company like Mobile Oil Co., they have some Government contracts but they could say to their workers that any violation in any unit will deny us all Government contracts and will put
you out of work. That includes the employees of Montgomery Ward;
it includes the employees of apartment houses that they own; it includes employees of fast food chains and 150 other subsidiaries. But
there's no way that the Government will ever be able to tell whether
there's any price compliance for this myriad number of subsidiaries
that make up just one corporation.
All the enforcement, all the sanctions are purely on the wage side,
and the President did talk about sanctions, and those sanctions are
controls, sir.
The CHAIRMAN. Senator Brooke.
Senator BROOKE. Dr. Oswald, I don't recall that labor fared well
through phases 1 and 4 the last time around and when I heard Mr.
Meany's statement I guess I felt somewhat like Chairman Proxmire
did, that this was really just a strong indication on the part of labor
that they did not feel that this program was fair and that it was
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equitable and that labor would be hurt, by it. And I think you heard
some of the questions I asked this morning to the panel just before
yours. It certainly indicated at least that I have some very serious
reservations about the fairness or the equity of this program and I
think that they were unable to answer the questions themselves. They
did say, however, they would submit legislation to the next Congress
at which time I'm sure we are all going to look very closely at that
legislation. But I would agree also with the chairman that it would
appear that wage and price controls, as such, is not going to pass the
next Congress as it would not have passed this Congress, and so we
are looking for viable alternatives.
I don't think this is probably the time to get into it because we have
to get into so much detail when we discuss the ramifications and the
impact of that part of the problem,but one that does concern me deeply
is the one with housing. You remember the 1974 recession, in the construction industry alone it was as high as 40 percent in many parts of
this country, and that's why I made the statement to the panel before
they left that I hoped that the housing industry was not going to bear
the brunt of the administration's efforts to boost the dollar.
Now could you tell us whether you believe that the monetary policy
which is proposed by the administration will lead to increased unemployment in the construction trades?
Mr. OswALD. Senator, we are convinced that it will lead to that. In
1974, the period that you spoke about, the maximum discount rate
established by the Fed at that point was 8 percent. Just a few weeks
ago the Fed had already surpassed that level to 8.5 percent and just
this week raised it a full point, the biggest increase since 1933, to 9.5
percent. Construction depends upon short term borrowing in order to
start new buildings before long term mortgages are placed on those
buildings. The construction industry will clearly be the first to suffer
again.
Housing starts in 1974-75 declined from over 2 million a year to less
than 1 million. That situation is reflected today in our shortage of
housing which drives up rents for people and has a serious inflationary
effect. We are still suffering from that and we will be suffering again.
Senator BROOKE. What impact will this have upon the national
economy?
Mr. OSWALD. Senator, prior to this action this week, the Chairman
of the Council of Economic Advisers was predicting slow growth and
he predicted 3 percent today. It seems impossible to me that this severe
tightening on the credit side, the monetary side of the whole equation
of the economy, will not have a disastrous impact, one that they have
not been able to put into their equations for the future.
Senator BROOKE. Mr. Chairman, I have no further questions but I
want to point out that, Dr. Oswald, you remember during that period
of the recession when unemployment in the construction industry was
so high that I introduced,together with my colleague from California,
a so-called Brooke-Cranston bill which provides 7.5 percent interest
money. I was even worried this year that we might be headed in this
direction. I didn't foresee what may be happening now. As the chairman will confirm,I fought for it. I think we have standby authority of
$2 billion just in case this would happen, and that's contained in the
Housing Act.
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Mr. OSWALD. I think that's something that we should really look at
again very seriously. There are some already predicting that
mortgages will go up as high as 13 percent. The difference of 4 percentage points on a $40,000 loan over 30 years is an additional $40,000
of costs to the consumer. So a 4 percentage point change may not look
like a substantial change, but if you translate that into an amount
equal to the full mortgage value that is a substantial difference.
Senator BROOKE. That concerns me deeply because we also know that
a median cost of a new house in this country is now—what—on its way
to $68,000-1 think it's predicted in a year or two it will be $68,000.
Obviously I'm concerned about young families. That's why I introduced that Young Families Housing Act. I don't see how young
families or any other families of whatever age are going to be able to
pay mortgage rates of 13 percent.
Mr. OSWALD. No way.
Senator BROOKE. WS just not possible. We are just not going to
have any housing.It's a very,very serious matter.
The CHAIRMAN. Dr. Oswald, I have one more question I'd like to
ask you. You're a fine economist and,as I say,the AFL—CIO is unrealistic. How short a memory can we have? It was only 5 years ago that
1971-73 disastrous mandatory wage-price control program expired.
Prices exploded right after that to over 10 percent. We were shoved
into the worst recession of many, many years. Unemployment went
up to 9 percent. It was a terrible experience.
The AFL—CIO protested that all the way along, recognized it was
unsound and improper, and now you're calling for a program that
isn't the same—it's more comprehensive, but I can't see anything in
your suggestion that would make it that much different from the
program that we tried and failed, and failed dismally, and at the end
of that program almost everybody recognized at that time that wageprice controls wouldn't work in peacetime.
Why do you think they will work now?
Mr. OSWALD. Senator you did indicate that that program was only
a partial program. We'
feel that a more comprehensive program will
work. That program did have some very initial success in reducing
the rate
The CHAIRMAN. It worked for a few months,sure; no question about
that; but after all, whenever you take it off, unless you have an
entirely different economic situation, which I would doubt, whenever
you take it off you're going to go through what we did before.
Mr. OSWALD. And that program, of course, was also compounded by
the energy problem and—
The CHAIRMAN.It was indeed.I would agree with that.
Mr. OSWALD. And the food problems that existed, and I think it's
been recognized by all governments who have tried to deal with this
issue that one of the first things that you have to determine before its
put into effect is how do you get out of it so that you don't have those
kinds of disruptions at the end.
The CHAIRMAN. Can you give me any example in history when a
wage-price control program, except in wartime when we have, of
course an unusual attitude on the part of the people—it's a matter of
patriotism to cooperate—can you give me any example in peacetime,
not only in this country but any country in the world, where wageprice controls have been put into effect and worked?
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Mr. OSWALD. Senator, patriotism was a big part in World War II,
but the country didn't depend on that alone. They put 63,000 people
out there to enforce it.
The CHAIRMAN. But it was assisted mightily to the fact that people
were dying for the country at that time. We don't have that situation
now.
Mr. OSWALD. You need to have people to enforce the program. You
need to change the expectation that inflation will continue. You need
to intervene decisively so we can lower the rate of inflation. That's
what we are asking for.
The CHAIRMAN. Well, you have not been able to answer my question
to point to one single other country ever in peacetime—a free country
with a free enterprise system, that's been able to put a mandatory
wage-price control into effect in this world. There isn't any example,
is there?
Mr. OSWALD. A number have had short-term successes, and the
question always is how do you make the changes for mitigating problems and ending it. All the programs have had short-term success. The
Canadians, when they put into effect their program, the rate of inflation did drop from about 10.5 percent to just under 7 percent at the
time.
The CHAIRMAN. But, of course, that's short term. That's short term
and I think all of us recognize that we have to look at the long term.
Even if you're up for election in the following, you've got to look for
the long-term effect.
Mr. OSWALD. But voluntary programs such as that announced by the
President don't show any better track record. They don't even show
that you would have an initial reduction. The President made a suggestion last spring for a type of price deceleration and wage deceleration, all negotiated wages decelerated except for the massive impact
of the mineworker settlement, and T maintain that is special
circumstances.
The CHAIRMAN. Dr. Oswald, you remember back in 1961 when
President Kennedy put into effect a wage-and- price guideline program, a program that worked extremely well, a voluntary program
that worked well for 6 years until the Vietnam war, and all the pressures of the Vietnam war made it a brandnew ball game,but voluntary
wage-price controls did work and they worked in this country only a
few years ago and they worked for quite a while and they held down
inflation. They provided for growth. As a matter of fact, toward the
end of that growth-1965-66-67—we had a combination of less than
4 percent unemployment, less than 3 percent inflation, and a growth
of between 4 and 5 percent each year in real terms.
Now, that was the result of many things, but in part of voluntary
guidelines. So they did work.
Mr. Oswm.n. But this program that's been announced is not a
voluntary guideline. It's a mandatory wage guideline that is enforced
with Government contracts, that is enforced with the threat of increased imports, that is enforced by the threat of unemployment.
The CHAIRMAN. President Kennedy did a little enforcing, too. You
remember the steel settlement when we indicated our procurement
policies were to be such as to penalize the steel companies that wouldn't
cooperate. Inland Steel agreed to reduce their prices. That was part
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of the same jawboning and procurement enforcement using the power
of the Federal Government to keep prices down, and it worked.
Mr. OSWALD. And the wage guideline was a guideline, not a maximum standard which nobody could exceed as proposed in this. This is
a lid on wages and a vague nothing on the price side.
The CHAIRMAN. All right. sir. Well, I want to thank you very
much. As I say, your presentation has been most thoughtful and we
appreciate it a great deal.
The committee will reconvene at 2:30 to hear the two other panels,
the business panel and the economists panel.
[Whereupon, at 12:50 p.m., the hearing was recessed, to be reconvened at 2:30 p.m.,this same day.]

AFTERNOON SESSION

The CHAIRMAN. Gentlemen, we are honored by your presence and
happy to have you this afternoon.
I apologize we couldn't do this all at one time in the morning, I
wish we could have, but you can understand why with the number
of witnesses we have and the importance of the subject.
We have this afternoon Mr. E. M. de Windt, chairman of the Eaton
Corp., Dr. Carlson, the Chamber of Commerce of the United States,
and Mr. George Hagedorn, vice president and chief economist, National Association of Manufacturers.
Our first witness will be Mr. De Windt. Mr. De Windt.
STATEMENT OF E. M. DE WINDT, CHAIRMAN, EATON CORP., ON
BEHALF OF THE BUSINESS ROUNDTABLE, ACCOMPANIED BY
MARSHALL WRIGHT

Mr. DE WINDT. My name is Del de Windt. I am chairman of the
Eaton Corp., and I am here in response to your request that a representative of the Business Roundtable testify today. Mr. Don Seibert, the
chairman of the Business Roundtable Inflation Task Force, is out of
the country, and I was designated to pinch hit for him.
I have with me Mr. Marshall Wright.
The views I will express reflect—except where identified as personal—those of the Business Roundtable Inflation Task Force.
I would like at this time to incorporate in the record three documents which,I think, very well express the roundtable's position. The
first is Don Seibert's letter of October 19 to President Carter, sent
shortly before the President announced his anti-inflation program. The
second is the press statement issued on behalf of the roundtable after
the President announced his program. The third, and perhaps the
most significant, is a short pamphlet published by the roundtable 4
months ago, entitled "Policies Necessary To Reduce the Rate of Inflation." I recommend that pamphlet, Mr. Chairman. It is intellectually
elegant, for in a very few words it gets to the essence of a very
complicated subject [see p. 124].
Mr. Chairman, let me begin by taking all the suspense out of my
remarks. The Business Roundtable will support the President's' antiinflation program. Despite our misgivings about wage and price standards, we will do whatever is required to comply with the standards.
In the 10 days since the President announced the program, it has
become clear that there is much skepticism about it. There are many
sober observers who are convinced that within the next year we will
(115)
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inevitably begin to bear announcements from our public leaders that
voluntary standards have failed and that there is no option but to
resort to mandatory controls.
Mr. Chairman,the Business Roundtable chooses to be more optimistic
than that. The Nation does, in fact, have a grievous infection. Something must be done about it. The President is the only licensed practitioner we have. Of course
course, we have misgivings about parts of his
prescription. But we cannot the infection continue untreated. So we
must hope for the best and swallow our misgivings right along with the
prescription.
And there is justification for optimism. In his statement of October
24, the President not only recognized—but he stressed—that inflation cannot be controlled by wage-price standards applied to the private sector. He recognized—and he stressed—that Government policy
plays a primary and critical role in causing inflation. We would go
further, Mr. Chairman, and say bluntly that the primary engine of
inflation has been Government, and that the primary solution must lie
in an end to the reckless and improvident government policies which
have not merely caused, but have actually commanded, inflation.
It is all very well for Government to ask America's producers—
business and labor—to practice restraint. But for Government, as for
everyone else, restraint and responsibility—like charity—begins at
home. Thus,the President's focus on Government action is appropriate
and encouraging. It deserves more attention than it has received.
In his address, the President promised, and I quote—
To "hold down Government spending,"
To "reduce the budget deficit,'
To "eliminate Government waste,"
To "slash Federal hiring,"
To "cut the Federal work force,"
To "eliminate needless regulations"; and
To"strengthen Federal programs that support productivity improvements throughout our economy."
That, Mr. Chairman, is a splendid program, and if the performance
matches the promise, it will certainly bring progress to the fight
against inflation. It will also justify the cooperation which the President is seeking from both business and labor.
Until we know more about them and how they will be administered,
it is premature to comment in detail on the specific price and wage
standards that have been announced. The Business Roundtable is
vigorously opposed to mandatory controls and skeptical about voluntary controls. I might say we are very encouraged by your comments
and the other comments from the members this morning on the subject,
reinforced by the Government witness.
Controls, whether mandatory or voluntary, are directed at the symptoms of inflation. They can, for a short period perhaps, mask those
symptoms. But the cost is excessive, and the disease invariably breaks
through the mask,more malignant than before. Trying to cure inflation
133 price and wage controls is like trying to cure a high fever by tinkering with the thermometer. We must avoid a return to that kind of
foolishness, and we must not let the public be misled into believing
that the wage and price standards are solving the problem,thereby reducing the pressure to take those actions that do address the basic
causes of inflation.

117
• All control programs, mandatory or voluntary, are inherently
inequitable—and this new version will be no exception.
But it serves little purpose at this time to pursue such weaknesses
in the program. No one, I suppose, wanted this program, and no one
claims it is perfect. The goal of the program is not equity, but lower
inflation rates with as much equity as possible. It is, as Churchill
said of democracy, the worst of all systems, except for all the alternatives. We will work with the government to minimize these inherent
problems.
But it does serve a purpose to recognize that this program has no
chance of success, unless the President and the Congress perform
promptly on the promise to restrain Government spending, to reduce
the deficit, to cut regulatory costs, and to stimulate investment and
productivity. If those things are done—if the Government keeps its
share of the bargain—then there is a chance of success, and price and
wage restraint in the private sector will-be worthwhile.
Let me turn to the role of organized labor in this program. Clearly,
their cooperation is essential—absolutely essential—if the wage and
price standards are to be met. But it is hard, Mr. Chairman,to ask the
people who do America's work—whether blue collar or white collar
or management—it is hard to ask them to forgo immediate compensation in the hope that it will improve the national economic statistics.
It may be necessary, Mr.Chairman,but it is hard.
And I come back again to the point that cannot be made too often
or.too firmly. If people are going to believe in this program and cooperate with it, then Government is going to have to prove, by its own
restraint, that the program will work and that those who comply with
it will not do so to their detriment, but to their advantage.
I believe that the steps the President took the day before yesterday
to defend the dollar indicate that he is prepared to take the decisive—
and sometimes painful—actions required. Whether you like these decisions or not, you must respect them. I think they increase the moral
basis for asking that labor—along with business—cooperate in this
common effort to cure our Nation of infection. No one has a greater
stake in the health of the American economy than the American
worker.
And that brings me to my final point. The greatest danger in private
sector wage and price standards is not that they will fail, but that they
will become the focus of much too much attention. The danger is that
the public will be given to believe that if organized labor will go along
and business will go along, then all is well. But that is not true. That,
simply is not true. Without sustained and rigorous control of Government spending,no amount of effort by labor and management will have
a meaningful effect on the inflation rate. Since the President's program
was announced, nearly all of the public discussion has focused on what
organized labor will do, what business will do. I suppose in a modest
way I am contributing to that focus right now. But it is not the right
focus. I am confident that business will do its utmost to comply.I hope
that organized labor cooperates. But the real question is "What will
the Government do? Not, say, not promise, not pledge, but do?"
As a personal observation, Mr. Chairman.I will add that it seems to
me that something important is missing from the anti-inflation program as announced thus far. The program provides for the monitoring
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of the performance of the private sector. And
Mr.Bosworth announced
just 2 days ago that 80 percent of the Govern
ment's effort would be
directed at 400 American businesses which strange
ly had little option
but to comply, regardless. That leaves little
attention for labor and
even less for watching the Government itself.
ment's own role, in fact, that is critical, if this But it is the Governand the record does not permit a prudent man program is to succeed.
to take it for granted
that the Government's performance will be effectiv
e.
I accept completely the President's intention that
it be effective. But,
Mr. Chairman, we all know that there are severe
pressures that will cut
in the opposite direction. And we know how
Government has dealt in
the past with those pressures—with the minim
um wage increase; with
the Government-imposed cost settlement; and most
of all, with a $40
billion Government deficit in the fourth year of vigoro
us economic
growth.
The private sector is being asked to make sacrifices,
and it needs
reassurance that those sacrifices will not be in vain. occurs
to me that
it would be reassuring to both business and labor It
if the Government
could set up some independent group to monitor the Government's
performance in fighting inflation. Such a group should be free own
Government influence upon its judgments, and it should refrainof any
from
any judgment on the desirability of Government actions. Its
task—a
its only task, would be to estimate with a hard and unflinching eye nd
the
impact of Government actions, executive and legislative, upon inflation. Such a group could usefully report periodically to the President,
to the Congress, and to the American people. And the certainty that
such reports would be forthcoming might sustain Government official
in their efforts to deal with the pressures with which they are beset. Is
note that in Senator Stevenson's bill, S. 3518, he called for the creation
of a group somewhat similar to the one I am suggesting..
But whatever its exact name and form and composition, somebody
needs to police the Government performance with the same vigor that
Government intends to apply to the private sector—no more—no less.
An independent,continuous,tough-minded and public monitoring of
the Government's performance seems to me essential, if inflation is to
be brought under control.
I would personnally like to see the President or the Congress take the
initiative to create an independent group to perform that function.
That completes my testimony.
[Mr. De Windt's statement and additional material follows:]
STATEMENT OF E. M. DE WINDT, CHAIRMAN OF EATON CORP., ON BEHALF OF THE
BUSINESS ROUNDTABLE
Mr. Chairman, my name is Del de Windt. I am the Chairman of Eaton
Corporation, and I am here in response to your request that a representative of
The Business Roundtable testify today. Mr. Don Seibert, the Chairman of The
Business Roundtable Inflation Task Force, is out of the country, and I was named
the designated hitter.
The views I will express reflect—except where identified as personal—those
of The Business Roundtable Inflation Task Force. I would like at this point to
incorporate in the record three documents which, I think, very well express The
Roundtable's position. The first is Don Seibert's letter of October 19 to President
Carter, sent shortly before the President announced his anti-inflation program.
The second is the press statement issued on behalf of The Roundtable after the
President announced his program. The third, and perhaps the most significant,
is a short pamphlet published by The Roundtable four months ago, entitled
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"Policies Necessary to Reduce the Rate of Inflation." I recommend that pamphlet,
Mr. Chairman. It is intellectually elegant, for in a very few words it gets to the
essence of a very complicated subject.
Mr. Chairman, let me begin by taking all the suspense out of my remarks. The
Business Roundtable will support the President's anti-inflation program. Despite
our misgivings about wage and price standards, we will do whatever is required
to make them work as effectively as possible. The Task Force will recommend to
Roundtable members that they do everything that responsibly can be done to
comply with the standards.
In the ten days since the President announced the program, it has become
clear that there is much skepticism about it. There are many sober observers
who are convinced that within the next year we will inevitably begin to hear
announcements from our public leaders that voluntary standards have failed—
and that there is no option but to resort to mandatory controls.
Mr. Chairman, The Business Roundtable chooses to be more optimistic than
that. The nation does, in fact, have a grievous infection. Something must be done
about it. The President is the only licensed practitioner we have. Of course we
have misgivings about parts of his prescription. But we cannot let the infection
continue untreated. So, we must hope for the best, and swallow our misgivings
right along with the prescription.
And there is justification for optimism. In his statement of October 24, the
President not only recognized—but he stressed—that inflation cannot be controlled by wage-price standards applied to the private sector. He recognized—
and he stressed—that government policy plays a primary and critical role in
causing inflation. We would go further, Mr. Chairman, and say bluntly that the
primary engine of inflation has been government, and that the primary solution
must lie in an end to the reckless and improvident government policies which
have not merely caused, but have actually commanded, inflation.
It is all very well for government to ask America's producers—business and
labor—to practice restraint. But for government, as for everyone else, restraint
and responsibility—like charity—begins at home. Thus, the President's focus on
government action is appropriate and encouraging. It deserves more attention
than it has received.
In his address, the President promised, and I quote:
To "hold down government spending"; to "reduce the budget deficit"; to
"eliminate government waste"; to "slash federal hiring"; to "cut the federal
work force"; to "eliminate needless regulations" and to "strengthen federal
programs that support productivity improvements throughout our economy."
That, Mr. Chairman, is a splendid program, and if the performance matches the
promise, it will certainly bring progress in the fight against inflation. It will
also justify the cooperation which the President is seeking from business and
labor.
Until we know more about them, and how they will be administered, it is
premature to comment in detail on the specific price and wage standards that have
been announced. The Business Roundtable is vigorously opposed to mandatory
controls, and skeptical about voluntary standards. Controls, whether mandatory
or voluntary, are directed at the symptoms of inflation. They can, for a short
period perhaps, mask those symptoms. But the cost is excessive, and the disease
invariably breaks through the mask, more malignant than before. Trying to cure
inflation by price and wage controls is like trying to cure a high fever by tinkering with the thermometer. We must avoid a return to that kind of foolishness,
and we must not let the public be misled into believing that the wage and price
standards are solving the problem, thereby reducing the pressure to take those
actions that do address the basic causes of inflation.
All control programs, mandatory or voluntary, are inherently inequitable—
and this new version will be no exception.
But it serves little purpose at this time to pursue such weaknesses in the
program. No one, I suppose, wanted this program, and no one claims it is perfect.
The goal of the program is not equity, but lower inflation rates with as much
equity as possible. It is as Churchill said of democracy, the worst of all systems, except for all the alternatives. We will work with the government to minimize these inherent problems.
But it does serve a purpose to recognize that this program has no chance of
success, unless the President and the Congress perform promptly on the promise
to restrain government spending, to reduce the deficit, to cut regulatory costs,
and to stimulate investment and productivity. If those things are done—if the
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government keeps its share of the bargain—then there is a chance of
success, and
price and wage restraint in the private sector will be worthwhile.
Let me turn to the role of organized labor in this program. Clearly,
their
cooperation is essential—absolutely essential—if the wage and price standards
are to be met. But it is hard, Mr. Chairman, to ask the people who do America's
work—whether blue collar or white collar or management—it is hard to ask them
to forego immediate compensation in the hope that it will improve the national
economic statistics. It may be necessary, Mr. Chairman, but it is hard. And I
come back again to the point that cannot be made too often or too firmly. If
people are going to believe in this program, and cooperate with it, then government is going to have to prove, by its own restraint, that the program will work—
and that those who comply with it will not do so to their detriment, but to
their advantage.
I believe that the steps the President took on the day before yesterday to
defend the dollars indicate that he is prepared to take the decisive—and sometimes painful—actions required. Whether you like those decisions or not, you
must respect them. I think they increase the moral basis for asking that labor—
along with business—cooperate in this common effort to cure our nation's infection. No one has a greater stake in the health of the American economy than the
organized American worker.
And that brings me to my final point. The greatest danger in private-sector
wage and price standards is not that they will fail—but that they will become
the focus of too much attention. The danger is that the public will be given to
believe that if organized labor will go along—and business will go along, then
all will be well. But that is not true. That is simply not true. Without sustained
and rigorous control of government spending, no amount of effort by labor and
management will have a meaningful effect on the inflation rate. Since the President's program was announced, nearly all of the public discussion has focused on
what organized labor will do, what business will do. I suppose in a modest way
I am contributing to that focus right now. But it is not the right focus. I am
confident that business will do its utmost to comply. I hope that organized labor
cooperates. But the real question is "What will the government do. Not say, not
promise, not pledge, but do?"
As a personal observation, Mr. Chairman, I will add that it seems to me that
something important is missing from the anti-inflation program as announced
thus far. The program provides for the monitoring of the performance of the
private sector. And Mr. Bosworth announced, just two days ago that 80 percent
of the government's monitoring effort would be directed at 400 American businesses. That leaves little attention for labor and even less for watching the government itself. But it is the government's own role, in fact, that is critical, if
this program is to succeed, and the record does not permit a prudent man to take
it for granted that the government's performance will be effective. I accept completely the President's intention that it be effective. But, Mr. Chairman, we all
know that there are severe pressures that will cut in the opposite direction. And
we know how government has dealt in the recent past with those pressures—
with, the Minimum Wage increase; with the government-imposed coal settlement; and most of all, with a $40 billion government deficit in the fourth year
of vigorous economic growth.
The private sector is being asked to make sacrifices, and it needs reassurance
that those sacrifices will not be in vain. It occurs to me that it would be reassuring to both business and labor if the government could set up some independent
group to monitor the government's own performance in fighting inflation. Such
a group should be free of any government influence upon its judgements on the
desirability of government actions. Its task—and its only task—would be to estimate with a hard and unflinching eye the impact of government actions, executive
and legislative, upon inflation. Such a group could usefully report periodically
to the President, to the Congress, and to the American people. And the certainty
that such reports would be forthcoming might sustain government officials in
their efforts to deal with the pressures with which they are beset. I note that
in Senator Stevenson's bill, S-35I8, he called for the creation of a group somewhat
similar to the one I am suggesting.
But whatever its exact name and form and composition, somebody needs to
police the government with the same vigor that government intends to apply
to the private sector—no more—no less. An independent, continuous, toughminded and public monitoring of the government's performance seems to me
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essential, if inflation is to be brought under control. I would personally like to
see the President or the Congress take the initiative to create an independent
group to perform that function.
That completes my testimony.
THE BUSINESS ROUNDTABLE,
October 19, 1978.
Hon. JIMMY CARTER,
President, The White House,
Washington, D.C.
DEAR MR. PRESIDENT: On October 5, a number of us from The Business Roundtable met with Messrs. Blumenthal, Schultze, Eizenstat, Bosworth and others to
discuss the voluntary wage and price standards under consideration by your
Administration. We felt it was a frank and informative discussion.
Since we understand you will be presenting your new anti-inflation program
to the public in the very near future, I wanted to give you the benefit of our
thoughts on the inflation problem and reaction to the elements of your program
that were described to us at the October 5 meeting.
Inflation is the most serious domestic problem facing our country. It has been
with us for a long time, and it will require a sustained and disciplined effort
by government, business and labor to wind it down. We believe you share our
view that there are no easy, short-range solutions.
If government is to play a constructive role in fighting inflation, it must adopt
and implement a balanced anti-inflation program. Such a program must include
a long-term commitment to prudent fiscal and monetary policies. Without sustained and rigorous control of government spending, no amount of effort by labor
and management will have a meaningful effect on the inflation rate.
For its part, the business sector is committed to deceleration in its costs and
prices. I can assure you that your stand against government control of wages
and prices is encouraging to the business community. Controls not only distort
decisions in the private sector, but they also mislead the public into thinking inflation is being controlled, thereby reducing the pressure to take those actions
that do address the basic causes of inflation.
We are concerned about the role the voluntary wage and price standards will
play in your overall anti-inflation program. Such standards do not deal with
the underlying causes of inflation. Further, even with the best of intentions experience tells us that such programs inevitably become quite complex and involve
considerable work for both the business and government sectors.
Nonetheless, since we understand voluntary wage and price standards are likely
to be included in your new program, we urge you not to put undue emphasis on
them. If voluntary wage and price standards are presented as the key element
of your new program, public expectations will be aroused concerning the effectiveness of the standards in decelerating inflation. Should the standards be perceived
as inadequate, the pressure to impose mandatory controls may prove irresistible.
Many in the business community are concerned that this is a likely chain of
events.
Please be assured, Mr. President, that while we feel impelled to express these
concerns about wage and price standards, should you determine that standards
are a necessary part of your anti-inflation program, we will do whatever is required to make them work as effectively as possible. No one will gain from the
failure of such an effort.
Focusing on the key parts of the anti-inflation effort, we know you share
our belief that the growth in government spending and the size of the federal
deficit are contributing to inflation. We encourage you to increase the pressure
to reduce government spending and to work toward a balanced budget as quickly
as possible. You will find support for such efforts from the general public as
well as from the business community.
As a specific short-term action, we feel the scheduled increase in the minimum
wage should be carefully reviewed. It has been estimated that the increase in
the minimum wage will add at least one-half of one percent to consumer prices
in 1979.
The cost of government regulation in terms of reduced productivity and higher
prices to consumers is another area which we feel needs to be addressed. We
understand you share this view. Government regulation usually is aimed at laudable objectives. But, the cost of achieving these objectives is too frequently over-
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looked. The Business Roundtable is currently in the midst of a major study of
the cost of selected regulations to Roundtable companies which we hope will shed
some further light on this issue.
We recommend that the Administration build on the progress made in the
executive order on regulation. A better mechanism is needed to establish
regulatory priorities and to insure we are using the most cost-effective approach
in implementing social objectives. We would like to see the coverage of the
executive order on regulation extended to all regulatory agencies not just
executive agencies.
The Regulatory Analysis Review Group is another positive effort in the regulatory area. We would like to see this activity strengthened.
The low rate of productivity growth in this country is a major concern to all
of us. It retards growth in real income and improvements in the standard of
living. It erodes the competitiveness of American products in world markets.
We feel a part of the new anti-inflation program should be a national effort to
encourage productivity growth.
Productivity improvement will find support in all segments of our society
because it will benefit all segments of our society. An effort to improve productivity requires the understanding, support and participation of the general public not simply business organizations and organized labor. Leadership in such
an effort must be provided by the government.
Finally, Mr. President, let me assure you that we are committed to helping
you implement a balanced program to reduce inflation. Your veto of the public
works bill and the subsequent vote by the House to sustain that veto are
precisely the kinds of signals the country needs to receive to understand that
government is serious about fighting inflation. The Business Roundtable stands
ready to support new initiatives which we feel will make a contribution in the
fight against inflation.
Mr. President, we realize your task is not an easy one. We hope you will call
on us to assist you where we can.
Sincerely,
DONALD V. SEIBERT,
Chairman.
[News Release for Immediate Use]
BUSINESS ROUNDTABLE APPLAUDS PRESIDENT'S EFFORTS TO REDUCE DEFICIT,
SPENDING, AND TO BETTER COORDINATE REGULATION
NEW YORK, Oct. 25—The Business Roundtable applauds the President's efforts
to reduce the Federal deficit, to put a tight rein on the growth of Federal spending, and to better coordinate regulation through the formation of a regulatory
council, it was announced today by Donald V. Seibert, chairman of the organization's Inflation Task Force.
Mr. Seilbert, who is chairman of J. C. Penney Company,Inc., stated that, "Inflation is the most serious domestic problem facing our country. It has been with us
for a long time, and it will require a sustained and disciplined effort by government, business, and labor to wind it down. We share the President's view tha_t
there are no easy, short-range solutions. A balanced anti-inflation program must
include a long-term commitment to prudent fiscal and monetary policies. Without
sustained and rigorous control of government spending, no amount of effort by
labor and management will have a meaningful effect on the inflation rate.
"The cost of government regulation in terms of reduced productivity and
higher prices to consumers deserves attention. A better mechanism has been
needed to establish regulatory priorities and to insure we are using the most
cost-effect approach in implementing social objectives," he stated.
"Steps must be taken to deal with the low rate of productivity growth. It
retards growth in real income and improvements in the standard of living. It
erodes the competitiveness of American products in world markets. An effort to
improve productivity requires the understanding, support, and participation of
the general public not simply business organizations and organized labor. Leadership in such an effort must be provided by the government. We are pleased with
the President's pledge to coordinate and strengthen Federal programs that support productivity improvements.
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"The Business Roundtable previously had urged government not to put undue
emphasis on voluntary wage and price standards," Mr. Seibert said. "Public
expectations will be aroused concerning the effectiveness of the standards in
decelerating inflation. Should the standards be perceived as inadequate, the
pressure may prove irresistible to impose mandatory controls which have a long
and unbroken history of failure. While we feel impelled to express these concerns about wage and price standards, we will do whatever is required to make
them work as effectively as possible. No one will gain from the failure of such
an effort," he said.

•
124

i

*

Policies Necessary
To Reduce
The Rate of Inflation

The Business Roundtable
June 1978
:

125
"The Cruelest Tax of All"
#

Inflation, the hidden tax that hurts everybody, has become the most
urgent concern of the American people. It has been the major economic
problem of the 1970s, blighting prosperous years and intensifying the
downturns in the business cycle. And it has, in recent months, shown signs
of increasing virulence.
Therefore The Business Roundtable welcomes President Carter's call
for a broad and determined effort to decelerate the rate of inflation. It
concurs with his view that, left unabated, inflation can abort the sustained
expansion of the economy—destroying jobs and reducing the real incomes
of individuals, families, and business concerns.
Inflation undermines efforts to relieve the plight of the underprivileged,
works special hardship on people on fixed incomes, and thwarts the
achievement of the nation's social and economic objectives. It is well
described as "the cruelest tax of all."
By focusing national attention on this critical issue, the President has
taken an essential first step toward its resolution.
A Problem Ten Years in the Making
Inflation began its rise as a chronic problem in the latter part of the
1960s and, while many have recognized its potential for harm to the
economy, very few constructive steps have been taken(Exhibit I). The rate
of inflation, now running at three times the historic rate of 2 to 3 percent, is a
reflection of the policies of several administrations in Washington. Even
more disturbing are current indications that it may accelerate in the next few
years, unless proper action and leadership are promptly undertaken by
government. The challenge—the paramount challenge—is to identify the
causes underlying inflation and to achieve a national consensus and
determination to take the necessary steps to contain them. In this effort
there is a proper role for government and a proper role for the private sector.
The Critical Role of Government Policy
There can be little disagreement that government fiscal and monetary
policies have fueled the inflation of the past ten years. Chronically large
federal budget deficits, which have been financed in whole or in part by an
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accommodative monetary policy, have been justified in terms of higher
priority national goals which, in retrospect, exceeded the nation's real
growth capacity. Against this background, efforts to contain inflation
through various so-called incomes policies that treat symptoms rather than
causes have, of necessity, failed. Although price and wage increases are
transmitted throughout the economy by the private sector, these increases
are largely the harvest of seeds planted by prior government policies.

s

The record shows that between fiscal years 1970-1977, expenditures of
the federal government have more than doubled—from under $200 billion
to over $400 billion a year (Exhibit II). Moreover, between 1977 and the
1979 proposed budget, a further rise of$100 billion (25%)is projected. The
result has been a persistent and rapid growth in federal budget deficits
throughout most of the current decade (Exhibit III and Exhibit IV). In the
five-year period 1975 through estimated 1979, the deficit is projected to
average an amount approaching $60 billion, or four times the average in the
prior five years-1970-74. (These figures, of course, exclude the off-budget
deficits which also have been rising rapidly in recent years). The proposed
1979 federal budget projects a $50-to-$60 billion deficit—$62-to-$72 billion
if off-budget deficits are included as they should be.
Deficits of these magnitudes are inappropriate at this stage of the
business expansion. Moreover, when monetized by the central banking
system, they only add fuel to the inflation and subvert the best efforts of
business to control costs.
Inflating the Money Supply
Continuing large federal deficits directly impair the ability of the
Federal Reserve Board to fulfill its mandate to provide for the orderly
growth of the money supply. Particularly in periods of broad economic
expansion, public deficits compete with private demands for funds either
putting pressure on interest rates or forcing an accommodative monetary
policy. Between these policy alternatives, there is little room for compromise
despite the best intentions of the Federal Reserve System to "lean against
the winds" of inflation.
In short, escalating government expenditures and the associated large
deficits are the ultimate cause of excessive past rates of money creation by
the monetary authorities. It is an illusion to believe that achievement of

,
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price stability is possible without restraint in the rate of monetary growth
(Exhibit V). From 1970 to 1977 the basic money supply (currency in
circulation and demand deposits) grew at a compound annual rate of 6.2
percent and in 1977 the basic money supply increased by 7.4 percent.
Continuation of money supply growth at rates that are far in excess of the
potential growth in real output is totally inconsistent with the goal of price
stability. A stable price level thus depends on reducing the deficit, thereby
allowing a gradual deceleration in money growth.
Regulatory Policies Inflate Business Costs
Superimposed on inflationary fiscal and monetary policies has been the
tidal wave of government regulatory activity. All too often, regulators fail to
weigh the costs of meeting their goals—not only to business but to society
generally—against the benefits they hope to achieve.
Both the short and long-term inflationary implications of governmentmandated business expenditures should be taken into account when regulatory decisions are made. In the short-run they are analogous to excise
taxes on the products produced and as such are reflected in prices. In the
longer term, since they contribute little, if anything, to productivity advance,
they impair industry's ability to reduce costs, since resources required to
meet mandated standards must compete with those needed to improve
efficiency and expand capacity. Growth of output, real income, and
employment are adversely affected while inflationary pressures increase.
That the magnitude of these adverse effects can be considerable is suggested
by the estimate, contained in the Council on Environmental Quality's Eighth
Annual Report, that the cumulative expenditures for pollution abatement
alone over the period 1976-1985 (in 1976 dollars) will be $554 billion.
Regulatory interference has not been limited to environmental and
safety problems. Regulations that impose an enormous burden on business,
that limit new products, that delay or cause cancellation of new plant
construction, that misallocate resources, that create shortages because of
price ceilings, and that contradict each other are imposing significant costs
on the economy. Estimates of these costs, which are only crude approximations, exceed $100 billion a year.
Government-Mandated Costs: Inflation by Legislation
Many other proposals adopted by the Congress and approved by the
President in the past year have also raised costs and prices. For example,
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minimum wages were increased 15.2 percent in 1978. From 1977-1981 the
legislated compound annual growth rate in the minimum wage is 9.9
percent. Possibly more important, rising minimum wages trigger demands
for wage increases by all those whose earnings are above the minimum, as
those groups seek to preserve their relative positions in the wage structure.
Furthermore, since increases in minimum wages are in conflict with the goal
of reducing structural unemployment, welfare costs remain high.
Federal agricultural price policies implemented in 1977 and justified by
the desire to alleviate problems in the farm sector will also create pressure.
While we support agricultural policies which seek to assure adequate
supplies in periods of adverse weather conditions, beyond this the efforts of
the government to manipulate output and prices will almost surely contribute to long-term inflation, burdening agriculture and all other sectors of the
economy.
Incomes Policies
President Carter's firm rejection of wage and price controls is encouraging to the business community. That such controls—or even the threat of
controls—would be counter-productive has been convincingly documented
by our post-war experience. The "guidelines" of the early 1960s gave way
to mandatory wage and price controls which temporarily distorted price-cost
relations, induced product shortages, and ultimately had to be abandoned.
Price and wage increases were temporarily suppressed only to reappear in
more virulent form later. Thus any attempt to suppress prices and wages is
like trying to cure the patient's symptoms by tinkering with the thermometer.
President Carter has called for price restraint by business and wage
restraint by labor. Commitments to hold prices or wages below a given
guideline level, or below the levels of previous years, would of course be
affected by the tremendous diversity of the U. S. economy. Each industry
must respond to its own particular needs and pressures, and price trends are
subject to the stern disciplines of the competitive marketplace.
Yet business concerns can and must make extraordinary efforts, in this
period of high inflation, to improve productivity, eliminate waste, anticipate
and avoid needless expense, and undertake systematic cost reduction
programs that will enable them to produce more value at less cost for the
customer's hard-earned dollars. This the Roundtable companies pledge
themselves to do.
;
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If business firms are to survive, however, prices mu,st cover costs—all
costs. Given large government deficits, rising minimunt wages and farm
supports, rising payroll taxes, and mounting regulatory costs, there is a limit
to what private business can accomplish despite its determined intention to
support the current anti-inflation program. Thus government policies that
realistically minimize business costs, and certainly do not add to them, are
an essential precondition for effective price deceleration in the private sector.
Wages and Productivity
The consequences of past government policy are dramatically evident in
the comparison of changes in compensation per hour, output per man hour,
and unit labor costs in the non-farm business sector (Exhibit VI). Between
1970 and 1977, compensation per hour increased 7.9% per year, productivity, 1.6% per year, and unit labor costs, 6.2% per year. Many factors have
contributed to these trends including the desire of labor to protect earnings
against the erosion of purchasing power, the mandated diversion of
investment funds into capital expenditures that do not contribute to growth
and the inability of business to generate financial resources either through
capital recovery allowances or retained earnings sufficient to meet expansion
needs.
Breaking out of this cycle of declining productivity advance and rising
hourly wages must be a high priority goal of government, business and
labor, if our deceleration objectives are to be realized. The proposed
reduction in the corporate income tax and capital gains taxes, as well as the
liberalization of the investment tax credit, are positive steps in this direction.
Beyond this, the potential of mandated investment in non-productive capital
for achieving environmental or social goals must be weighed against their
unavoidably adverse impact on productivity, costs and real earnings.
Labor has, of course, a major stake in the growing disparity between
hourly compensation, productivity and inflation. Wages, salaries and wage
supplements account for almost three-fourths of all income produced and
they are the major component in the cost and price of goods and services
(Exhibit VII). To the extent labor costs rise faster than productivity, the
difference must find its way into price. Conversely, improving the rate of
productivity advance can reduce inflationary pressures.
There are affirmative steps labor can take to improve productivity.
Excessive absenteeism, which both adds directly to labor cost and reduces
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output, can and should be reduced. Demands for work rules which
unnecessarily add man-hours without improving output as well as unauthorized work stoppages should not be tolerated. Beyond this, labor, along with
business and government, must focus special attention on the area of wage
and salary supplements—so-called fringe benefits—the cost of which has
been increasing almost twice as fast as wages and salaries alone.

.p

Labor must recognize that it must be competitive if the United States is
to gain its proper share of world trade and the jobs that exports create. The
U.S. share of the world market for manufactured exports declined from 28
percent 20 years ago to only 20 percent last year. At the same time, foreign
competitors have successfully penetrated U.S. markets. Labor must keep
itself competitive in order to save the jobs involved in serving the U.S.
economy. This is best done by helping to hold down business costs—and
thus prices.
In short, labor has a positive role to play. Through programs to reduce
absenteeism and eliminate restrictive work rules, the rate of productivity
advance can be improved. Moreover, through the evaluation of its demands
for wage and fringe benefit increases in terms of their inflation impact prior
to making them at the bargaining table, this most important source of wagecost pressure can be reduced. This is our understanding of what the
President has asked.
Recommendations
The members of The Business Roundtable and the firms they represent
will cooperate with President Carter and his representatives in the effort to
reduce inflation. However, the private sector cannot succeed in its share of
the anti-inflation program unless restraint on the part of government is much
more than symbolic. We recommend the following actions that will begin to
create an environment for a gradual deceleration in the rate of inflation.
• First, courageously tell the people that government cannot do everything at once. Some worthwhile programs must be postponed. Some
problems are better left to private-sector solutions. We cannot demand too
much, too fast, of our economy without paying the price of inflation.
• Second, reduce the proposed $500-billion federal budget request for
fiscal 1979 by $10-$15 billion—a 2 to 3 percent reduction. Thereafter,
increases in federal government expenditures(both budget and off-budget
i
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items) should be no greater than the rate of inflation. This will reduce the
potential budget deficit and it will bring the Administration's previously
announced goals of balancing the budget and reducing the share of output
dispersed by government closer to realization.
• Third, in accordance with our budgetary recommendation, the rate of
monetary expansion must be gradually reduced to a rate of growth that is
consistent with the potential real rate of growth in the economy. This is
fundamental to the achievement of price stability. Moreover, if this is done
in conjunction with the achievement of a balanced budget, the potential for
adverse side effects of a restrained monetary policy are eliminated.
• Fourth, reduce the tax burden on individuals and business. Inflationinduced increases in both personal and corporate income taxes are adding to
the already heavy burden of rapidly rising prices and costs, and stunting the
growth of the private sector. A reduction in business taxes is essential to
facilitate capital formation and achieve the orderly and sustained growth of
the economy we all seek. Removing tax disincentives to employment and
investment is an essential precondition for meeting the nation's social and
environmental goals.
• Fifth, re-evaluate government regulations for their inflationary
effects. We welcome the President's move in that direction. A deceleration
in new government regulations that mandate costly expenditures in the
private sector would be a useful first step. This in turn would allow time to
re-evaluate current regulations for their cost effectiveness and benefit, and
particularly their impact on inflation.
• Sixth, continue to remainfirm in the rejection of mandatory wage and
price controls. Wage and price controls, with their potential for distortion,
only deal with the consequences—rising wages and prices—but not the
causes of inflation—government monetary, fiscal, and regulatory policies.
• Seventh, develop a comprehensive program to keep U.S. industry
competitive in world markets. Efforts must be made to expand exports,
reduce our dependence on imported oil, and negotiate away the artificial
barriers to U.S. products abroad. Like price and wage controls, artificial
trade barriers distort world resource allocation, raise domestic costs and
prices, and reduce output and employment.
• Eighth, encourage every business firm, large and small, to minimize
waste, reduce costs, and offer more valuefor the customer's dollar. This the
Roundtable companies pledge themselves to do.
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• Ninth, encourage cooperation by organized labor in holding down
business costs—and thus prices. By helping to improve productivity, labor
helps to keep U. S. industry competitive at home and abroad, and thus
increases job opportunities and real income.
The public must recognize that decelerating the rate of inflation cannot
be accomplished overnight. The problems facing the nation were not
created overnight. Our current inflation is the consequence of previous as
well as present policies. Since continuing these policies can only result in a
continuation or worsening in the rate of inflation, it is essential that they be
corrected. We believe that the policies outlined above, if firmly administered, will win the public support—including business support—that can put
our nation on the road to long-term price stability and sustained economic
growth.
THE BUSINESS ROUNDTABLE
June 1978
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EXHIBIT III
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EXHIBIT IV
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EXHIBIT V

MONEY SUPPLY GROWTH VS. INFLATION
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EXHIBIT VI
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EXHIBIT VII

UNIT LABOR COSTS VS. INFLATION
ANNUAL PERCENT CHANGE
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The CHAIRMAN. Thank you very much.
Mr. Carlson?
STATEMENT OF JACK CARLSON, CHIEF ECONOMIST, CHAMBER OF
COMMERCE OF THE'UNITED STATES
Dr. CARLSON. The national chamber vigorously supports efforts to
fight inflation while: continuing to provide employment for those
able and willing to work in productive jobs; continuing to increase the
standard of living for all Americans; and increasing individual choice
and personal freedom.
We recognize the risk of a recession during 1979 and, therefore,
recommend fighting inflation in a way that does not add to the likelihood of a recession.
The national chamber supports the President's recognition of inflation as the most serious problem facing the Nation; recognition that
Government is a primary cause of inflation; proposal to reduce the
Federal deficit from $38.8 billion in fiscal year 1979 to below $30 billion in fiscal year 1980; efforts to rescue the U.S. dollar and to restrain
growth of the money supply; restraint on the growth of Federal pay;
reduction in the number of Federal Government workers; removal of
several small regulatory requirements; recognition of the importance
of productivity; disavowal of mandatory wage and price controls.
The national chamber recommends additional aggregate policies to
fight the real causes of inflation while monitoring the growth of jobs
and physical output:
Slow double-digit growth of Federal spending during both
fiscal years 1979 and 1980 to 7-8 percent by requesting revisions and deferrals of $5 billion to $10 billion for fiscal 1979 and by
proposing a $525 billion budget for fiscal year 1980;
Slow down the double-digit growth of Federal taxes and provided $5 billion to $10 billion additional tax relief during fiscal
year 1979 and $15 billion to $25 billion during fiscal year 1980;
Reduce the Federal budget deficit to $35 billion for fiscal 1979,
and $25 billion for fiscal year 1980, and achieve a balanced budget
by fiscal 1982, as long as high employment is maintained;
Encourage the Federal Reserve to properly restrain the growth
of money, recognizing the greater opportunity for restraint in
fiscal policy provided by the recommendation above.
The national chamber recommends fighting inflation most vigorously by changing Federal policies that mandate cost and price increases, cost-push inflation.
For example, we recommend: Deferring increases in the Federal
minimum wage for 2 years as recommended by Federal Reserve
Chairman G. William Miller. which could reduce consumer prices by
1.6 percent and create about 800,000 jobs for minority and other
workers.
We recommend eliminating the 1979 and 1980 increases in social
security taxes enacted during 1977 by requiring Federal personnel to
contribute to the social security trust fund, as nearly all other workers
and employers in American must do which couldreduce consumer
prices by one-fourth to one-half percent over the next few years.
We recommend slowing down the growth of Federal regulations by
placing a freeze on regulatory budgets and personnel for both fiscal
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1979 and fiscal 1980. Strengthen and enforce Executive Order 120
inregulations,
of
review
government
central
credible
a
to establish
new
Require
benefits.
cluding calculation of regulatory costs and
regulations be implemented only if old regulations of at least equal
cost are removed. Limiting the growth of regulations could reduce
price inflation by one-half percent in 1979 and 1980.
We recommend repeal or modification of the Davis-Bacon Act and
change in its administration to reduce wage and price inflation caused
by prevailing wage requirements.
We recommend a review of Federal personnel compensation and
bringing it into true comparability with worker compensation in State
and local government and industry. Average Federal civilian pay in
1977 was 42 percent higher than average pay in State and local government or industry, $17,404, compared to $12,230 and $12,244, respectively. Appropriate Federal pay restraint could help reduce wage and
price inflation by one-fourth percent in time.
The chamber recommends that the President: restrain excessive
sugar and other farm price supports; defer actions to place wilderness
and similar restrictions on Federal lands which would add to inflation by limiting domestic supplies of timber, fuel, and other minerals
and resources under the so-called "Alaska Lands" proposal.
We urge establishment of a meaningful Federal effort to remove
policies and practices of the Federal Government that discourage
productivity in the private sector.
We recommend encouraging investment in modern tools and equipment and structures for American workers, such as by moving toward
capital consumption allowances equal to replacement costs.
We recommend adopting policies and programs to strengthen
America's competitiveness in world markets; vigorous support is
needed to stimulate job-creating exports and investment transactions.
We recommend encouraging U.S. trading partners to maintain
healthy growing economies and to seek reduction in barriers to trade
in the multilateral trade negotiations, both of which could help to
increase U.S. exports.
We hope the President would work diligently to encourage the
organization for petroleum exporting countries to maintain crude
oil prices; the rumored 5- to 10-percent increases in crude oil prices
could increase U.S. consumer prices by one-half percent to 1 percent.
In a letter to the President prior to the announcement of wage and
price standards, which is attached to our testimony, the national
chamber urged the President to treat the admittedly small number
of problem wage and price increases on a case-by-case basis. There was
no need to place a straitjacket of standards on workers and business
people. Moreover, overemphasis on across-the-board wage and price
standards shift attention and resources from the major causes of
inflation.
Wage and price control programs are inherently unfair and cause
economic distortions. The design of the 1971-74 program and the current program are no exception. The current program appears designed
to be both unfair and unattainable. These defects may lead to misunderstanding of the reason for their apparent "failure" and subsequent mandatory wage and price controls.
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I ask you to refer to table 21 of my testimony, which I would like
to enter in the record. You see that the base year chosen for setting
the price standard is the most stringent base year that could have been
chosen in recent history. During 1976-77, the price of all commodities
increased by 5 percent. The aggregate price guideline will thus be
41/2 percent. The consensus forecast of aggregate price inflation in
1979 is between 7 and 8 percent. The difference of 21/2 to 3 percentage
points between the standard and the price forecast is obviously too
large a reduction for business in aggregate to achieve. It appears that
the price part of the program has been designed to fail from the look
of the guidelines chosen.
Now, obviously, companies can fall back on the profit margin
standard but, nonetheless, that may be misunderstood in a public context. Consequently the conditions have been set up, I believe, to intensify demands from the public to go to mandatory controls when
it appears that price increases are not all meeting the guidelines the
President has established.
In conclusion, the national chamber urges support for all efforts to
fight the real causes of inflation and recommends deemphasizing wage
and price control as a means of doing so.
The CHAIRMAN. Thank you very much. I thought you were going
to give me 29 pages,and you surprised me.
[Complete statement follows:]
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STATEMENT
on
PRESIDENT CARTER'S ANTI-INFLATION PROGRAM
before the
SENATE BANKING, HOUSING AND URBAN AFFAIRS COMMITTEE
for the
CHAMBER OF COMMERCE OF THE UNITED STATES
by
Dr. Jack Carlson
November 3, 1978

•

a

I am Jack Carlson, Vice President and Chief Economist of the Chamber of
Commerce of the United States.

On behalf of the National Chamber's 78,000

members, we greatly appreciate the opportunity to present our assessment of
President Carter's anti-inflation program.

POSITION
The National Chamber vigorously supports efforts to fight inflation
while:
• continuing to provide employment for those able and willing to work
in productive jobs;
• continuing to increase the standard of living for all Americans;
• increasing individual choice and personal freedom.
However, we recognize the risk of a recession during 1979 and therefore
recommend fighting inflation in a way that does not add to the likelihood of a
recession.
The National Chamber supports the President's:
• recognition of inflation as the most serious problem facing the
nation;
•

recognition that government is a primary cause of inflation;

• proposal to reduce the federal deficit from $38.8 billion in
fiscal year 1979 to below $30 billion in fiscal year 1980;
• efforts to rescue the U.S. dollar and to restrain growth of
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money supply;
• restraint on the growth of federal pay;
• reduction in the number of federal government workers;
• removal of several small regulatory requirements;
• recognition of the importance of productivity;
• disavowal of mandatory wage and price controls.
The National Chamber recommends additional aggregate policies to fight
the real causes of inflation while monitoring the growth of jobs and physical
output:
(1)

Slow double-digit growth of federal spending during both FY 1979

and FY 1980 to 7%-8% by requesting revisions and deferrals of $5 to $10 billion
for FY 1979 and by proposing a $525 billion budget for FY 1980.
(2)

Slow down the double-digit growth of federal taxes and provide

$5 to $10 billion additional tax relief during fiscal year 1979 and $15 to $25
billion during the fiscal year 1980.
(3)

Reduce the federal deficit to $35 billion for FY 1979, and $25

billion for fiscal year 1980, and achieve a balanced budget by FY 1982, as long
as high employment is maintained.
(4)

Encourage the Federal Reserve to properly restrain the growth of

money, recognizing the greater restraint for fiscal policy as provided by the
recommendations above.

The National Chamber recommends fighting inflation most vigorously by
changing federal policies that mandate cost and price increases (cost-push
inflation):
(5)

Defer increases in the federal minimum wage for 24 years as

recommended by Federal Reserve Chairman G. William Miller, which could reduce
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consumer prices by 1.6% and create about 800,000 jobs for minority and other
•

workers.
Eliminate the 1979 and 1980 increases in soGial security taxes
:
enacted during 1977 by requiring federal persorinel to contribute to the social
(6)

security trust fund, as nearly all other workers and employers in America must
do, which could reduce consumer prices by 1/4% to 1/2% over the next few years.
Slow down the growth of federal regulations by placing a freeze

(7)

on regulatory budgets and personnel for both FY 1979 and FY 1980.

Strengthen

and enforce E.O. 12044 to establish a credible central government review of
regulations including calculation of regulatory costs and benefits.

Require

new regulations be implemented only if old regulations of at least equal cost
are removed.

Limiting the growth of regulations could reduce price inflation

by 1/2% in 1979 and 1980.
(8)

Repeal or modify the Davis-Bacon Act and change its administration

to reduce wage and price inflation caused by prevailing wage requirements.
(9)

Review federal personnel compensation and bring it into true

comparability with worker compensation in state and local government and
industry.

Average federal civilian pay in 1977 was 42% higher than average pay

in state and local government or industry, $17,404 compared to $12,230 and
$12,244, respectively.

Appropriate federal pay restraint could help reduce

wage and price inflation by 1/4%.
(10)

Restrain excessive sugar and other farm price supports.

(11)

Defer actions to place wilderness and similar restrictions on

federal lands which would add to inflation by limiting the domestic supplies of
timber, fuel, other minerals, and resources.
(12)

Establish a meaningful federal effort to remove policies and

practices of the federal government that discourage productivity in the
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private sector.
(13)

Encourage investment in modern tools and equipment and structures

for American workers, such as by moving toward capital consumption allowances
equal to replacement costs.
(14)

Adopt policies and programs to strengthen America's competitiveness

in world markets; vigorous support is needed to stimulate job-creating exports
and investment transactions.
(15)

Encourage U.S. trading partners to maintain healthy growing

economies and to seek reduction in barriers to trade in the Multilateral Trade
Negotiations, both of which could help to increase U.S. exports.
(16)

Encourage the Organization for Petroleum Exporting Countries to

maintain crude oil prices; the rumored 5% to 10% increases in crude oil prices
could increase U.S. consumer prices by 1/2% to 1%.
In a letter to the President prior to the announcement of wage and price
standards, which is attached, the National Chamber urged the President to treat
their admittedly small number of wage and price problems on a case by case
basis.
people.

There was no need to place a straitjacket on workers and business
Moreover, the over emphasis on such across-the-board wage and price

standards would shift attention and resources from the major causes of inflation.
Wage and price control programs are inherently unfair and cause economic
distortions.
exception.

The design of the 1971-74 program and the current program are no

The current program appears designed to be both unfair and

unattainable.

These defects may lead to misunderstanding and subsequent

mandatory wage and price controls.
In conclusion, the National Chamber urges support for all efforts aimed
at fighting the real causes of inflation and recommends deemphasizing wage and
price controls.
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SERIOUSNESS OF THE INFLATION PROBLEM
Clearly, inflation is causing serious problems and past experience and
possible forecasts for the future are discouraging (Graph 1).
GRAPH 1
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More particularly, the recent acceleration is serious (Table 1).
TABLE 1
RECENT AND FORECAST INFLATION
(Percent Change)

Actual
1976

Actual
1977

Actual
1978

Forecast
1979
7.3

GNP Deflator

5.2

5.9

7.3

Consumer Price Index

5.8

6.5

7.6

7.6

Food
Non-Food Commodities
Services

3.1
5.2
8.3

6.0
5.6
7.7

9.7
5.6
8.5

7.8
6.2
8.6

Producer Price Index
Industrial Commodities
Farm Products

6.3
2.4

7.0
0.8

7.1
13.1

7.8
9.9

Source:

Government Sources and National Chamber Forecast and Survey Center.
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Importantly, potential representatives of the American people, candidates
for the House of Representatives and U.S. Senate, "...consider inflation the
nation's no. 1 domestic problem" and plan to "...work for government policies that
relieve the problem." (See Table 2.)
TABLE 2
PROPORTION OF CANDIDATES PLACING INFLATION
AS NUMBER 1 PROBLEM AND COMMITTED TO FIGHT INFLATION
Percentage
ALL CANDIDATES
Democrats
Republicans

97
99
98

Western States
Southern States
Northeastern States
North Central States

97
99
96
96

Incumbents
Non-Incumbents

100
97

Source: National Chamber's Questionnaire for
Candidates, October 1978. Over 56% response through
the end of October.

CAUSES OF INFLATION
The main causes of inflation are generally agreed to be demand-pull and
cost-push policies of the federal government, augmented by wage increases of a
few large bargaining units, food supply shortages and import price increases,
including oil (see Graph 2).
GRAPH 2
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Demand-Pull Causes
The federal government increased the budgetary deficit from FY 1977
through FY 1978 and maintained a full employment deficit even though bottleneck
problems were arising and inflation was accelerating.
This occurred with the most rapid growth of federal taxes and spending
in the peacetime history of the United States (Table 3).
TABLE 3
GROWTH OF PRICES, AND FEDERAL TAXES AND SPENDING
1977-79

Federal:

Taxes 1/
Spending

State and Local:

(Fiscal years)
(Fiscal years)
Taxes 1/
Spending

Forecast
1979

Actual
1977

Actual
1978

16.4%
10.9

12.4%
11.9

12.6%
9.4

11.3
7.8

11.1 2/
13.3

8.2 2/
11.4

Consumer Prices

6.5

7.8

1/

After adjusting for the tax relief enacted in both 1977 and 1978.

2/

Estimated.

Source:

7.8

Government Sources and National Chamber Forecast and Survey Center.

Not only has fiscal policy exerted inflationary pressure, the need
the
to finance large budgetary deficits has contributed to excessive growth in
and,
money supply, which has exceeded the Federal Reserve's own ceilings
at times, even the rate of inflation (Graph 3).
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GRAPH 3
MONEY GROWTm
AND 0EDERAL RESERVE TARGET
(PERCENT CHANGE)
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The actions of the Federal Reser
ve Board on November 1 are an abrup
t
change in policy.

Consequently, the adjustment will
be particularly difficult
for the housing industry and small
business and increases the risk
of a
recession by the second half
of 1979.
Cost-Push Causes
The federal government has becom
e the major source of cost-push
inflation.

The cost-push policies enacted
during 1977-78 alone have increased
consumer prices by at least 1.8%
during 1978 and are forecast to
increase
consumer price levels 3.4% by 1979
and 4.7% by 1980, thus making the
95th
Congress and the President the most
cost-push inflationary Congress
and
President in the peacetime histo
ry of the United States (Table 4).
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TABLE 4
COST-PUSH INFLATIONARY CONSEQUENCES OF SOME
LEGISLATION AND REGULATIONS ENACTED DURING 1977 AND 1978
Increase in Consumer Price Levels
1978

1979

1980

1.1

2.0

2.7

-

0.2

0.4

0.4

0.5

0.6

-

0.2

0.3

Federal Pay Increases

0.1

0.1

0.2

Federal Regulations

0.2

0.4

0.5

Gross Impact of Enacted 1977
Legislation and Regulations

1.8

3.4

4.7

Minimum Wage
Social Security Taxes
Farm Supports
Energy

Source: Assumptions and modelling by Dr. Jack Carlson and George Tresnak
using econometric models of Data Resources, Inc. and Chase Econometric
Associates, Inc. and the National Chamber.
If these inflationary policies had tint been enacted, the rate of consumer
price increase could have been about 6% instead of about 8% in 1978 and forecast
for 1979.

Moreover, the U.S. dollar would not have fallen so low causing price

inflation from imports.
Investment and Productivity Decline
Government regulation and tax policies have also played a major role in
discouraging investment, which in turn has reduced productivity and the growth
of real wages (Table 5).
TABLE 5
SLOWING ANNUAL GROWTH RATES IN INVESTMENT AND THE
RESULTING SLOW-DOWN IN PROUCTIVITY AND REAL WAGES GROWTH 1/
Investment Growth After
Adjusting for Inflation
1948-66
1966-73
1973-78 III
1/
2/

3.4%
3.0%
1.3%

Capital per
Labor Hour
3.1%
2.8%
1.5%

Productivity
Growth
3.3%
2.1%
1.2%

Real
Wages 2/
2.7%
1.0%
-0.9%

Economic Report of the President, January 1978, and Bureau of Labor Statistics.
Real average weekly earnings in nonagricultural industries.
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In particular, the tax allowance provided for replacing worn
out
equipment and structures was $15 billion short of replacement, costs
during 1977.
Consequently, taxes were artificially increased and the federal
government
siphoned funds away from investment.

The effect of regulations on productivity

has been clearly indicated by Dr. Edward F. Denison in the Survey
of Current
Business, January 1978.
Other Causes
Weather continues to be a cause and a cure for inflation.

Weather

caused food supply shortages driving prices up, but likewise bountiful
crops
would drive prices down.
Although foreign energy prices have been stable for two years, the
five-fold increases between 1973-76 are still affecting inflation rates
in
the United States.

The rumored increases in OPEC crude oil prices, effective

during 1970 would add significantly to U.S. inflation.

The President should

discourage any effort by OPEC to increase the crude oil price during 1979
because of its inflationary consequences (see Table 6).
TABLE 6

INFLATIONARY CONSEQUENCES OF POTENTIAL CRUDE OIL PRICE
INCREASES OF THE ORGANIZATION FOR PETROLEUM EXPORTING COUNTRIES
Crude Oil Price
Arabian Light Crude

Increase in Consumer Prices
Initially

Within 2 Years

Current

$12.70

5% Increase

$13.34

10% Increase

$13.97

1/2%

1%

15% Increase

$14.61

3/4%

11/2%

0
1/4%

0
1/2%
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Across-the-economy wages have not been a major cause of accelerating
inflation.

Both compensation per hour and average hourly earnings have been

relatively stable during the period of accelerating inflation (Table 7).
TABLE 7
COMPENSATION PER MANHOUR
(Percent Increases)

1977

1978

Forecast
1979

Compensation per Manhour

8.3%

9.0%

9.2%

Average Hourly Earnings

7.3%

8.2%

8.4%

Consumer Inflation (CPI)

6.5%

7.6%

7.8%

Also, real average hourly earnings since the recession of 1975 has grown
more slowly than other recoveries, particularly the recovery from the 1960
recession.

The lower productivity has been the primary reason for the poor

performance (Graph 4).
GRAPH 4
REAL AVERAGE HOURLY EARNINGS
DURING ECONOMIC RECOVERIES
(1975:1 = 100)
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102
101
100
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SOURCE: U.S. CHAMBER OF COMMERCE
FORECAST AND SURVEY CENTER
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Only a few negotiated settlements involving a few industries
and over
5,000 workers have received well above average wage increases (Table
8).
TABLE 8
UNION AND NON-UNION WAGE INCREASES

1976

1977

1978
First 4 Months

Average Hourly Earning 1/

7.4

7.5

8.0

Bargaining Units of 1,000
or more 2/

8.1

8.0

8.7

Bargaining Units of 5,000
or more 2/

8.5

9.6

8.8

1/

Private, non-farm, production workers, adjusted for overtime
and interindustry shifts

2/

First year increases; excludes possible Cost of Living
Adjustments.

However, even among large bargaining units, some are below average
while others are above average.

For example, the Postal Service contract

is not inflationary while the coal bargain is inflationary.
Increasing profit margins have not been and is forecast not to be
a source of inflation.

Profit margins have declined during the last 10 years

and are less than during previous economic recoveries, including the
recovery from the recession of 1960 (Graph 5).
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GRAPH 5
PROFIT MARGINS BEFOREITAXES
DURING ECONOMIC .RECOVERIES.
(PERCENT)
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SOURCE: U S. CHAMBER OF COMMERCE
FORECAST AND SURVEY CENTER

Inasmuch as most wages and profit margins are not the source of
inflationary pressure, public policy should consider only the few exceptions,
and with policy changes that remove barriers to market forces.

The National

Chamber thus recommends that the standards and sanctions program be trimmed
back and energies be directed at the major causes of inflation.

Budgetary Policy
The President proposes to run an excessive federal deficit of $38.8
billion in 1979 and is committed to reducing that deficit by no more than about
$10 billion in 1980.

These high budget deficits could continue to exacerbate

inflation and will place too much of the weight of the anti-inflation effort
on monetary policy, thereby raising interest rates and causing a recession
first in housing and then in the small business sector.

The President should
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propose revisions and deferrals of $5 to $10 billion in FY 1979 outlays
to the
Congress in January.

This step is necessary to prepare for a slower, growth of

federal spending during FY 1980, a deficit below $25 billion and tax relief
to
offset tax increases caused by inflation.
Federal tax receipts increase by 1.3% for each 1.0% increase in
inflation.

Federal personal income taxes increased by 1.6%.

Clearly, the

windfall tax receipts and unintended tax burden of inflation should be returned
in the form of tax relief (Table 9).
TABLE 9
PERCENTAGE INCREASE IN FEDERAL TAXES
BECAUSE OF INFLATION

1% of Inflation

Consensus Forecast
of Inflation of 7.8%

Social Security

1.0

8

Personal Income

1.6

12
10

Corporate

1.3

Others

0.5

4

Total

1.3

10

Federal taxes are forecast to increase at double-digit rates unless
tax relief is provided (Table 10).
TABLE 10
INCREASES IN FEDERAL TAXES

Social Security
Personal Income
Corporate
Others
Total
Per Family

FY 79
Dollars Percent

FY 80
Dollars Percent

19 Bil.
22
8
2

22 Bil.
22
6
2

15
12
13
11

15
11
9
4

51

13

53

12

880

13

915

12
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Such large increases in taxes justify $5 to $10 billion of additional
tax relief in FY 1979 and $15 to $25 billion in FY 1980.

This can occur while

lowering the deficit towards balance in FY 1982.
The 96th Congress may be inclined to accept such recommendations.

The

Chamber's October survey of candidates for the House of Representatives and
Senate overwhelmingly support slower spending growth, additional tax relief and a
lower federal deficit.

Monetary Policy
The President's proposals and Federal Reserve policy reversal appear
to have stemmed the decline in the dollar for now.

However, monetary policy must

consistently help fight inflation instead of adding to inflation and then
abruptly change course.
The Treasury's short-term or swop agreements, sale of U.S. gold, and
other cooperative arrangements with the major financial countries is welcome
news.

Federal Employment and Compensation
The President appropriately restrained the rapid growth of federal
salaries.

2% limit on direct pay to federal employees translates
/
However, the 51

into over 9% increase in compensation when the much more generous automatic
increases in federal retirement benefits are included.
What is needed is non-biased review of federal compensation that now
exceeds average state and local government employee and industrial compensation
by 42%.

Federal wages are now higher than average pay in every state in the

union, except for Alaska (see Table 11).

36-067 0 - 79 - 11
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TABLE 11

HOW FEDERAL CIVILIAN ?AY COMPARES WITH PAY ELSEWHERE
AND CAUSES HIGHER TAXES

Federal
Civilian
Pay
1977 i/

State and Local
Government ?ay
4/
1977

Industrial. ?ay
4/
1977
Fe
.
der:1 ?ay

Federal ?ay
as a t

Additional Federal income Taxes
Requirad‘for a Family to Fund
Federal 9,
October
,
Cr..

UNITED STATES
ALABAMA
ALASKA
ARIZONA
ARKANSAS
CALIFORNIA
COLORADO
CONNECTICUT
DELAWARE
31ST. OF COLUMBIA
FLORIDA
GEORGIA
HAWAII
EDAHO
ILLINOIS
INDIANA
IOWA
KANSAS
KENTUCKY
LOUISIANA
MAINE
MARYLAND
MASSACHUSETTS
MICHIGAN
MINNESOTA
0150055/2P/
MISSOURI
MONTANA
NEBRASKA
NEVADA
SEW HAMP0H/RE
SEW JERSEY
YEW MEX/C0
SEW YORK
NORTH CAROLINA
N0012. DAKOTA
OHIC
OKLAHOMA
OREGON
PENNSYLVANIA
RHODE :ELAND
SOUTH CAROLINA
SOUTH DAKOTA
TENNESSEE
TEXAS
UTAH
vERNONT
VIRGINIA
WASHINGTON
WEST vIRGTNIA
WISCONSIN
WYOMING

.
'

F
ledra ?ay ia
Excess or ?ay
Elsewhere
ii

Unfunded
Retirement
Liabilil

S

S

t

S

S

17,404

12,230

142

12,244

142

60

ZOO

2,400

17,404
17,404
17,404
17,404
17,404
17,404
17,404
17,404
17,404
17,404
17,404
17,404
17,404
17,404
17,404
17,404
17,404
17,404
17,404
17,404
17,404
17,404
17,404
17,404
17,404
17,404
17,404
17,404
17,404
17,404
17,404
17,404
17,404
17,404
17,404
17,404
17,404
17,404
17,404
17,404
17,404
17,404
17,404
17,404
17,404
17,404
17,404
17,404
17,404
17,404
17,404

10.029
19,368
12,596
8,928
15,410
12,352
12.352
12,108
16,388
11,129
9,539
13,698
10,318
13,698
11,007
11,986
10,518
10,151
9,784
10,029
12,842
12,597
14,309
13,086
3,683
10,640
11,741
10,396
12,597
10,518
13,086 !
10,518
14,187
10,273
11.741
11,863
9,662
12,964
12,108
12,300
9,417
10,029
9,539
10,640
11,374
10,640
10,640
13,698
10,151
12,352
11,007

174
89
138
195
113
141
141
144
106
156
182
127
165
127
158
145
165
171
178
174
136
138
122
133
200
164
148
167
138
165
133
165
123
169
148
147
180
/34
144
141
185
174
182
164
153
164
164
127
171
141
158

10,652
21,304
11,877
9,183
12,979
rli.diO
12,487
12,611
12,961
10.163
9,795
11,264
12,244
13,713
14,693
13,958
11,877
12,244
12,979
9,673
12,979
11,020
17,632
12,856
8,938
12,489
14,693
11,877
12,734
9,918
'12,489
9,305 I
12,122
8,693
11,142
15,305
11,509
13,836
12,489
9,550
9,428
10,040
10,163
11,999
11,142
10,285
10,040
14,693
12,489
13,468
12.244

163
82
147
190
134
134
139
138
134
171
178
155
142
127
118
125
147
142
134
180
134
158
99
135
195
139
118
147
137
175
139
187
144
200
156
114
151
126
139
182
185
173
171
145
156
169
173
118
139
129
142

40
100
52
37
65
62
84
76
69
61
45
65
55
77
61
,7
39
46
44
40
75
62
65
53
30
54
46
56
45
54
84
40
67
43
49
61
45
58
39
56
40
40
47
56
42
40
62
63
45
53
70

133
333
173
123
217
20/
280
253
230
203
150
217
183
257
203
196
197
153
147
133
250
207
217
177
100
180
153
187
150
180
280
133
223
143
163
263
150
193
197
187
133
133
157
187
140
133
207
210
150
177
233

1,700
3,600
2,200
1.300
2,500
2,400
3,200
2,900
2,600
2,400
1,900
2,300
2,200
2,900
2,400
2.250
2,400
1,900
1,900
1.800
2.900
2,300
2,600
2,200
1.400
2,200
1,900
2,300
1.900
2,200
3,200
1.800
2,600
1,900
2,000
2,300
1,900
2,300
2,400
2,200
1,700
1.700
1,900
2,300
1,300
1.700
2,300
2,300
1,900
2,200
2,600

$

r

I

S

1
I
,

Employee Compensation in the PATC Survey industries, 1974, U.S. Department of Labor, Bureau or Labor Statistics
1977, Report 464.
2
.
/ Fifty-Second Annual Report of the Board of Actuaries of the Civil Service Retirement System.
"Federal Retirement System: Unrecognized Costs, Inadequate Funding. inconsistent Benefits," General Accounting
Office, August 3, 1977.
]./ U.S. Department of Labor, Bureau of Labor Statistics, Employment and 'Wages.
4/ Survey of Current Business, July 1978, p. 35. Estimates were based on 1977 average wages and salaries per
full-cime equivalent employees. The state estimates were also based on "Employment and Earnings."
U.S. Department of Labor. Hay 1978.
5/ Studies done outside the jurisdiction of :he offices responsible for Federal pay tomparability demonstrate
excessive federal pay increases and levels. A GAO report on Federal pay comparaoility noted that "coverage
at the equivalent of GS-I5 appears to center on occupations which are among the highest paid in the private
sector at that level." A report published by the Federal Reserve Bank of New York for che periods :960 to
1970 noted: "The results presented here indicate that both in 1960 Ind 1970 Federal workers were paid more
than :comparable private sector workers. The absolute earntngs differential increased by 58 percent (2,322
in L960 to 3,192 in 1970), while the sage differential Increased by 78 percent." A report issued by the
Advisory Commission on intergovernmental Relations in june of 1976 toted that "for the period 1955 to :974
average earnings in the Federal sector increased 194 percent compared to 149 percent in :he private sector."
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The 20,000 reduction in positions in the federal work place is a step
in the right direction.

Work-load productivity in the federti government is

increasing at the annual rate of 1.3% and could justify a reduction of 26,000.
The private sector productivity is forecast to increase by about 2% during the
next two years and could justify a reduction of 40,000 each year if the government
matches performance in the private sector.
Wilderness Designation
The Forest Service is now reviewing, under the caption RARE II, 62
million acres of National Forest lands (approximately one-third of the entire
National Forest System) to consider proposing Wilderness restrictions.

If all

of the commercial timber lands in the area under study were restricted to
wilderness status the current 11.5 billion board feet annual cut from National
Forests would be reduced by one-quarter or 3 billion board feet.

This could

cause timber and timber products prices to increase by 25% to 50% and reduce the
opportunity of many Americans to own their own home.
Eighty-one of the study areas also include proven or producing energy
fields of oil, gas, coal, or uranium; 137 have proven or producing mines with
minerals such as manganese, copper, lead, iron, and phosphate.

In addition,

461 areas have high potential for critical minerals and 398 areas have high
potential for oil, gas, coal, or uranium.

These areas have not yet been

explored and developed to the status of proven reserves.

The RARE II study

is approaching completion and early action is feared.

Alaska Lands
The Interior Department announced on October 25, 1978 that it is
considering various Executive actions before December 18, 1978 for restrictive
status on up to 99 million acres of federal lands in Alaska.

This is an even
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larger area than the Administration's proposed legislation which failed to
be enacted by the 95th Congress.

The lands contain vast resources, largely

0

unexplored and undeveloped, particularly potential energy and other minerals.
The actions being hastily considered have great likelihood of further
complicating and indefinitely continuing the present, long-standing barriers
to most of the economic uses of these vast areas.

Federal Regulations
The President has formalized a Regulatory Council consisting of heads
of regulatory authorities, which presumably will draw up review calendars for
new and existing regulations.

The Environmental Protection Agency Administrator

has been designated to carry the extra duty of chairing the Council.
This looks to be a step backward, following the President's step forward
last March to establish an embryonic central review of a few new government
regulations.

Central review by the Office of Management and Budget, the Council

of Economic Advisers, and the Council on Wage and Price Stability would more
likely reflect an elected President's sense of priorities, rather than review by
regulatory authorities in the context of their parochial concerns.
Most regulations are now imposed on American consumers, workers, and
business people in a highly undemocratic manner.

Federal regulations are now

equivalent to at least a $1,388 hidden tax on the American household and ranging
from a high $1,951 to a low of 8974 among states (Table 12).
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TABLE 12
COST OF FEDERAL GOVERNMENT REGULATIONS FOR THE AVERAGE HOUSEHOLD IN 1979
(Dollars Per Household)
Total i AdministraCosts tive Costs
UNITED STATES
Alabama
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delaware
Dist. Columbia
Florida
Georgia
Hawaii
Idaho
Illinois
Indiana
Iowa
Kansas
Kentucky
Louisiana
Maine
Maryland
Massachusetts
Michigan
Minnesota
Mississippi
Missouri
Montana
Nebraska
Nevada
New Hampshire
New Jersey
New Mexico
New York
North Carolina
North Dakota
Ohio
Oklahoma
Oregon
Pennsylvania
Rhode Island
South Carolina
South Dakota
Tennessee
Texas
Utah
• Vermont
Virginia
Washington
West Virginia
Wisconsin
Wyoming
Source:

1,388
1,117
1,951
1,081
1,243
1,518
1,426
1,596
1,601
1,794
1,335
1,206
1,461
1,222
1,625
1,375
1,370
1,399
1,156
1,155
1,164
1,548
1,395
1,550
1,357
974
1,313
1,181
1,344
1,575
1,296
1,563
1,117 1
1,511
1,175
1,163
1,417
1,217 1
1,366
1,415
1,378
1,106
1,027 .
1,167
1,349 •
1,167 1
1,188 1
1,336
1,433 '
1,143I
1,349 :
1,415 •

65
36
99
29
41
63
86
83
102
97
45
43
53
53
89
82
47
52
37
46
35
84
62
80
76
24
75
36
62
56
42
58
33
94
41
46.
73
48
54
70
62
33
35
41
56
38
34
44
57
32
53
44

Additional Costs
of New Cars

Additional Operating
Expenses for Cars

98
95
65
87
82
92
91
98
114
71
109
98
97
76
122
103
94
100
82
90
96
120
76
141
103
76
97
75
85
124
116
114
86
76
92
83
112
85
96
100
87
88
68
90
110
92
104
97
84
90
9?
90

National Estimates by Professor Murray Weidenbaum;
National Chamber.

,

40
42
30
34
38
42
46
49
40
28
46
41
38
40
39
39
44
44
40
34
41
41
19
41
41
35
37
41
46
48
4/
41
4U
29
43
41
46
43
49
46
43
39
39
40
41
3,,
4:1
43
43
33
33
,'.3

Other
Than Cars
1,185
944
1,757
932
1,083
1,321
1,203
1,366
1,345
1,599
1,135
1,024
1,273
1,053
1,375
1,151
1,186
1,203
998
984
992
1,304
1,218
1,288
1,138
840
1,105
1,029
1,151
1,346
1,095
1,340
958
1,311
999
993
1,186
1,042
1,169
1,198
1,186
947
997
1,141
1,007
1,009
1,153
1,240
989
1,160
1,238

state estimates by the
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The Congress passes a general law and gives a blank check provision for
a regulatory agency to impose regulations as they see fit no matter what the
dollar cost or inflationary consequences.

Many of these regulations or

enforcement plans are never reviewed by an elected official or their immediate
staff, whether Presidential or Congressional.
Moreover, there is no requirement to assess the benefits or cost of most
new regulations.

Government by blindfold is the technique applied in

promulgation and enforcement of regulations.

Consequently, the National Chamber

recommends that estimates of the economic and social benefits and costs of
regulation be required for any new regulation and for existing major regulation
within 5 years.

The Chamber also recommends a strong central review role for

the Office of Management and Budget, the Council of Economic Advisers and the
Council on Wage and Price Stability.
Many federal regulatory authorities are presently growing at double-digit
rates (Table 13).
TABLE 13
PRESIDENT CARTER'S PROPOSED SPENDING INCREASES
FOR REGULATORY AGENCIES
FY 1979
Federal Trade Commission's Consumer Protection Enforcement
Occupational Safety and Health Administration
Equal Employment Opportunity Commission
Environmental Protection Agency's Enforcement

13%
17%
23%
26%

Each additional dollar of appropriated funds for the average regulatory
authority results in $20 of regulatory costs on Americans.
people are keenly aware of the higher costs.

American business

Based on the last Chamber-Gallup

Business Confidence Survey, 96% of American business is required to pay
significantly higher regulatory costs than two years ago; fifty-eight percent
expect the costs to be much higher within four years (Table 14).

1
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TABLE 14
PERCENT OF BUSINESS FIRMS REQUIRED TO PAY
MUCH HIGHER COSTS COMPLYING WITH FEDERAL REGULATIONS

More

Same

Last two years

96.2

3.7

Next four years

58.2

32.7

Less

9.1

* Less than 0.5%
Source:

Gallup-Chamber Survey of Business Confidence.

These costs are resulting in accelerating inflation, and could have
added up to 5% to consumer price levels.

Regulations also reduce jobs,

particularly for minorities, young workers, women and older workers.

Therefore,

the National Chamber recommends placing a freeze on regulatory budgets and
personnel for the remainder of FY 1979 and FY 1980 and requiring that any
necessary new regulations be implemented only after eliminating old regulations
of at least equal inflationary cost.
Productivity
The President correctly emphasizes the seriousness of the slow down in
productivity growth in the U.S. economy, but he has responded with a toothless
executive order creating an interagency Productivity Council which has little
prospect of taking effective action.

The loss of production during the last 10

years due to the decline in productivity means $3,500 less income for the
average American household this year, rising to $7,000 annually within 10 years
unless some of the government barriers to productivity are removed.

For example,

reform of capital consumption allowances to insure they are adequate to replace
worn-out plant and equipment is essential for improving productivity.

Capital

consumption allowances were $15 billion short of replacement costs in 1977, and
this results in American workers working with less modern and efficient and
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obviously less productive equipment and plants.
The latest Chamber-Gallup Business Confidence Survey identifies a number
of causes of slower growing productivity, several are determined by government
(Chart 1).
CHART 1

Causes for Slowdown
in Productivity Growth Rate

-

•

•
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2:

Cost-Push Legislation
The President indicated that he will propose additional measures to
fight inflation in January.

The National Chamber recommends that the

President and the Congress focus on reducing cost-push inflationary policies.
The National Chamber recommends deferral of increases in the federal
minimum wage as recommended by Federal Reserve Chairman G. William Miller
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and personally supported by Treasury Secretary Michael Blumenthal and
Council on Wage and Price Stability Director Barry Bosworth.

Applying the

studies of Professor Jacob Mincer of Columbia University and Professor
George S. Tolley and colleagues of the University of Chicago, a two-year deferral
could reduce consumer prices by 1.6%; a one-year deferral by 0.8%; exclusion
of young workers from the increase until a 15% youth differential is provided
could reduce consumer prices by 0.6% and create 400,000 jobs for minorities and
young workers.
Such a policy improvement would benefit citizens in every state (see
Table 15).
The National Chamber recommends elimination of the 1979 and 1980 increases
in social security taxes enacted during 1977 by requiring federal personnel to
pay social security taxes, as nearly all other workers and employers in
America must do.

The federal employees social security contributions would

offset the scheduled social security tax increases and bring down consumer prices
by as much as 1/4% to 1/2% over the next few years.
The National Chamber recommends repealing or modifying the Davis-Bacon
Act and changing its administration to reduce wage and price inflation caused by
prevailing wage requirements.

A General Accounting Office study in 1971

indicated this could save as much as $3 billion in construction cost each year.
The federal government must review farm price supports and moderate
their inflationary consequences.

One-third of the double-digit increase in the

October Producer Price Index was caused by increases in food, and many of the
food prices increased because of federal government action.

Export Expansion
Earlier the President announced policies to encourage exports.

However,

those policies are but one small step in the direction of encouraging U.S. export
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TABLE 15
LOWER INFLATION AND ADDITIONAL JOBS
GAINED FROM
DEFERRING INCREASES IN THE FEDERAL MINIMUM WAGE
BY END OF 1980

Two-Year Deferral

Lower
Consumer
Prices

UNITED STATES

1.6%

Gain in Furchasing Power
or Income for
the average
household
$427

Two-Year Deferral of only a
Teenage Minimum Wage to achieve
a 151 differential

One-Year Deferral

Additional
Jobs
1000's

880

Lower
Consaner
Prices

0.8%

Gain in Furchasing Power
or Income for
the average
household
$213

Additional
Jobs
1000's

524

ALABAMA
1.9
438
15
1.0
230
9
ALASKA
1.1
458
0
0.6
250
0
ARIZONA
1.6
378
9
189
0.8
6
ARKANSAS
2.1
448
U.
214
1.0
6
CALIFORNIA
1.4
411
0.7
63
206
38
COLORADO
372
1.4
0.7
12
186
7
CONNECTICUT
1.6
467
14
234
0.8
8
DELAWARE
1.4
378
3
0.7
2
243
01ST. OF COLUMBIA
1.4
468
2
234
0.7
1
FLORIDA
440
1.9
35
1.0
232
21
GEORGIA
2.1
484
1.0
23
231
14
HAWAII
1.8
499
4
0.9
250
2
IDAHO
1.6
4
371
185
0.8
2
ILLINOIS
1.4
401
45
0.7
27
200
INDIANA
1.4
377
22
189
0.7
13
IOWA
1.4
399
12
0.7
7
199
KANSAS
443
1.6
0.8
12
222
7
KENTUCKY
1.6
366
14
0.8
8
183
LOUISIANA
1.6
15
379
0.8
190
9
MAINE
471
2.1
6 .1. 1.0
224
3
MARYLAND
1.4
390
19
0.7
195
11
MASSACHUSETTS
494
1.8
26
247
0.9
16
MICHIGAN
375
1.3
35
0.6
173
20
MINNESOTA
407
1.4
22
0.7
203
13
MISSISSIPPI
2.2
449
11
224
1.1
7
MISSOURI
404
1.6
0.8
21
202
12
MONTANA
1.4
343
3
0.7
172
2
NEBRASKA
1.8
8
466
0.9
233
5
NEVADA
1.4
3
453
0.7
226
2
NEW HAMPSHIRE
HAM
1.9
494
4
1.0
260
2
NEW JERSEY
1.6
485
19
0.8
243
12
NEW MEXICO
461
2.1
5
1.0
4
219
NEW YORK
1.6
459
62
0.8
229
37
NORTH CAROLINA
2.2
491
32
245
1.1
19
NORTH DAKOTA
1.8
4
412
0.9
2
206
OHIO
1.4
525
43
0.7
221
26
OKLAHO
1.8
11
453
0.9
MA7
226
OREGON
1.4
8
391
0.7
195
5
PENNSYLVANIA
1.6
431
48
0.8
215
29
RHODE ISLAND
2.1
5
556
1.0
3
265
SOUTH CAROLINA
440
2.1
15
209
1.0
9
SOUTH DAKOTA
1.8
4
535
267
0.9
2
TENNESSEE
1.9
429
18
226
1.0
11
TEXAS
1.8
56
464
0.9
232
33
UTAH
454
7
1.0
1.9
4
239
1
VERMONT
426
1.9
2
1 1.0
224
1
VIRGINIA
1.9
23
503
1.0
265
14
WASHINGTON
1.3
397
12
. 0.6
183
7
WEST VIRGINIA
1.4
6
309
0.7
4
155
WISCONSIN
1.4
361
0.7
24
181
14
WYOMING
0.7
1.4
2
421
211
1
Source:

Lower
Consumer
Prices

0.6%
0.8
0.4
0.6
0.8
0.5
0.5
0.6
0.5
0.5
0.8
0.8
0.7
0.6
0.5
0.5
0.5
0.6
0.6
0.6
0.8
0.5
0.7
0.4
0.5
0.8
0.6
0.5
0.7
0.5
0.8
0.6
0.8
0.6
0.8
0.7
0.5
0.7
0.5
0.6
0.8
0.8
0.7
0.8
0.7
0.8
0.8
0.8
0.4
0.5
0.5
0.5

Gain in Furchasing Power
or Income for
the average
household

Additional
Jobs
1000's

$163

400

,

167
175
144
171
157
142
178
144
179
168
185
190
142
153
144
152
169
139
145
180
149
189
143
155
171
154
131
178
173
189
185
176
175
187
157
200
173
149
165
212
168
204
164
177
173
163
192
152
118
138
161

7
0
4
3
35

1
1

1
1
14
9
2
2
22
10
7
7
7
5
3

8

13
18
12
3
9
1
4
1
2
11
2
24
13
2
20
5
3
21
2
4
2
7
24
J
1
9
5
2
12
1

Analysis by Dr. Jack Carlson, Vice President and Chief Econotist,and Martin Lefkowitr of the U.S. Chamber of
Commerce based on studies by Jacob Mincer of Columbia University and Professors George Tolley, Philip Graves
and Ronald Krumm of the University of Chicago. retails available in Chamber testimony before the Senate
Human Resources Committee, August 2, 1977.
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expansion which would strengthen the dollar and reduce import inflation.

U.S.

export growth since 1973 has been disappointing compared with a comparable
period in the 1960's (Graph 6).
GRAPH 6
REAL U.S. EXPORTS
DURING ECONOMIC RECOVERIES
100)
(1973:4
150
140
,
1960's .
130
120
110
100
90
1973

1974

1975

1976

1977

1978

1979

SOURCE: U.S. CHAMBER OF COMMERCE
FORECAST AND SURVEY CENTER

Hopefully, through the efforts of the President and Trade Ambassador
Robert Strauss, trade barriers can be reduced to encourage U.S. exports.

Fear of Mandatory Wage and Price Controls
The President has now taken another step towards mandatory controls on
wages and prices, similar to those introduced by President Nixon (see
Table 16).
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TABLE 16
SIMULATIONS OF STEPS TOWARD
MANDATORY WAGE AND PRICE CONTROLS
PRESIDENT NIXON
Months
in Office
0

Date

Action

Jan. 69

Rejects any consideration of price
guidelines or
controls

20

Aug. 70

Legislative Authority for Mandatory
Controls

24

Jan. 71

Analysis of Steel
Industry Prices

25

Feb. 71

Creation of the
Regulations and
Purchasing Review
Board and the
Productivity
Council

27

Mar. 71

Construction Industry stabilization committee
created with
guidelines

32

Aug. 71

Wage and Price
Freeze

34

Nov. 71

Phase II Mandatory
Wage and Price
Controls

48

Jan. 73

Phase III Guidelines

56

Aug. 73

Phase IV Guidelines decontrol

64

Apr. 74

Decontrol except
for energy

1

PRESIDENT CARTER
Months
in Office

Date

Action

0

Jan. 77

Rejects guidelines
or controls

1

Feb. 77

Supported continuation and expansion
of Council on Wage
and Price Stability
(COWPS)

2

Mar. 77

Supported increases
in federal minimum
wage

3

Apr. 77

Proposed price controls for intrastate natural gas

3

Apr. 77

Proposed price controls for hospitals

8

Aug. 77

Accepted subpoena
powers for COWPS

12

Jan. 78

Announced acrossthe-economy voluntary wage and price
controls: Prices and
wages to grow less
than the average of
last 2 years

15

Apr. 78

Announced a salary
freeze on federal
appointees and proposed a 51
/
2% limit
on federal white
collar salaries;
suggested business
do likewise

16

May

COWPS Director
threatens use of
subpoena power

20

Oct. 78

1979-80

78

Wage and Price
Guideline controls
including sanctions
?

1
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Increasingly, business people fear the current steps will lead to
stringent mandatory controls (Table 17).
TABLE 17
PROPORTION OF BUSINESS LEADERS THAT EXPECT MANDATORY
WAGE-PRICE CONTROLS WITHIN TWO YEARS

Fall Poll
1977

Winter Poll
1978

Spring Poll
1978

Summer Poll
1978

31%

44%

53%

55%

Source:

Chamber-Gallup Business Confidence Surveys.

Most U.S. business people do not feel the guidelines will reduce the
rate of inflation (Table 18).
TABLE 18
PROPORTION OF BUSINESS PEOPLE EXPECTING GUIDELINES
WILL REDUCE INFLATION

Substantial

Somewhat
15%

1%

Source:

Not at all or little
84%

Chamber-Gallup Business Confidence Survey.

The design of the President's wage and price program adds to the fear
that mandatory controls will follow.

The stringent price standard is a 1/2%

reduction on 1976 and 1977 price increases, a period when producer prices
increased by an average of 5% and finished goods prices by an average of 4.7%.
In contrast, if the most recent 2-year experience had been selected, base year
price increases for all producer prices would be 7%, for finished goods prices
7.3% or for industrial prices 7.2%, roughly 2 percentage points higher than the
base year selected (see Table 19).
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TABLE 19
WHOLESALE PRICES
(Percent)
Annual Price Increase With Different Base
Periods
(75:4-77:4)

(76:1-78:1)

(76:2-78:2)

(76:3-78:3)

Producer Price Index - Commodity Groupings
Total
Industrial Commodities
Textile Products & Apparel
Fuels, Related Products & Power
Chemicals & Allied Products
Rubber & Plastic Products
Lumber F. Wood Products
Pulp, Paper & Products
Metals & Metal Products
Machinery & Equipment
Transportation Equipment
Other Industrial Commodities
Agricultural Commodities & Food
Farm Products
Processed Foods

5.0
6.6
4.3
9.8
2.9
5.8
16.9
4.7
6.5
6.3
6.8
6.4

6.1
6.7
3.6
10.7
2.7
5.2
15.4
3.6
7.5
6.5
6.7
6.7

6.9
7.2
3.6
11.5
2.9
5.2
16.6
3.7
7.4
6.9
7.3
7.4

7.0
7.2
3.7
10.0
3.2
4.4
16.1
4.3
7.3
7.2
7.4
8.6

-2.3
0.9

2.2
4.8

5.4
6.0

5.7
6.8

8.0
6.7
6.8
6.6
7.2

8.3
6.6
7.3
7.2
7.4

Producer Price Index Crude Materials for Further Processing
Interned. Matls.,Supplies,Components
Finished Goods
Consumer Finished Goods
Producer Finished Goods

g = relative price change
P = price index
i = quarter

1).100

-

6.2
6.4
5.7
5.3
6.8
Where:

<1> Formula for relative price changes:
g = (/PI P

Stage-of-Processing

2.0
5.9
4.7
4.0
6.7

Understandably, business leaders do not feel their firms can achieve
these
guidelines (Table 20).
TABLE 20
PROPORTION OF FIRMS THAT CAN ACHIEVE THE GUIDELINES
Impossible or
Difficult

Somewhat
Difficult

74%

22%

Source:

Not difficult ,
Or Easy
4%

Chamber-Gallup Business Confidence Survey.
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The consensus forecast of producer prices is 7%-8% for the next year.
As most optimistic analysts see a 1/2% reduction in inflation as the minimum
possible without causing a recession, it is clear that industry will have
difficulty meeting the standards.

Achievement of the price standards will be

difficult or impossible in most industrial groups (Table 21).
TABLE 21
PRODUCER PRICE INDEX
Average
Annual
Increase
1976-1977

Average
Price
Standard
for next
year

Consensus
Forecast
Increases
for 1979

Chance
of
Matching
Standard

ALL COMMODITIES

5.0

4.5

7.0- 8.0

Impossible

INDUSTRIAL COMMODITIES

6.6

6.1

6.8- 7.8

Unlikely

4.4

3.9

5.1- 6.1

Impossible

10.1

9.5

9.3-10.3

Possible

3.0

2.5

3.5- 4.5

Very Unlikely

5.8

5.3

3.8- 4.8

Likely

17.6

9.5

3.5- 4.5

Very Likely

Textile Products & Apparel
Fuels, Related Products & Power
Chemicals & Allied

Products

Rubber & Plastic Products
Lumber & Wood Products
Pulp, Paper & Products

4.7

4.2

5.0- 6.0

Unlikely

Metals & Metal Products

6.5

6.0

6.7- 7.7

Unlikely

Machinery & Equipment

6.3

5.8

6.7- 7.7

Unlikely

Transportation Equipment

6.8

6.3

6.1- 7.1

Possible

Other Industrial Commidities

6„4

5.9

8.1- 9.1

Impossible

Source:

Forecasting and modelling by the National Chamber; actual data from government
sources.
The unrealistically low level of the price standard seems designed to

cause the policy to fail.

The danger is that the public will not understand the

reasons for this failure, and will call for mandatory wage and price controls.
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Although likely to be publicly misunderstood, a partial
relief valve
is provided in the before-tax-profit-margin rule.

Profit margins must remain

equal to or less than profit margins in two out of the
last 3 years.

As

indicated in Graph 5 on page 13, the profit margin policy
provides much greater
flexibility than the price standard.
The wage standards may be similarly difficult to
achieve.

The consensus

forecast for consumer price inflation is 7% to 8% and
thus the standard implies
a loss of real wages, which is unfair.

However, the provision allowing for wage

increases above the standard for agreements that eliminate
inefficient
work rules and increase productivity could be a relief valve
for wage
compression.

Historically, increases awarded for future productivity

improvement have been difficult to measure or document and
experience under wage
and price controls in Great Britain and other experience
with the City of New
York confirm the difficulty of monitoring the validity
of productivity agreements.
The provision for a "real wage insurance" tax relief yet
to be enacted
may not help offset the appearance of unfairness.

The "real wage insurance",

a form of both TIP and indexing of the federal personal income
tax, obviously
has far-reaching implications beyond its immediate role in
the wage moderation
program.

Certification only for groups of eligible recipients may
give the

appearance of biasing workers' decisions to vote for union
representation.
Also, certification could be technically difficult inasmuch
as it includes not
only direct pay but all fringes and holidays.
Proposals to give the President additional mandatory controls,
such as
prenotification of prices, should be rejected.

The current program with

standards will undoubtedly slow down the growth of productiv
ity-increasing
investment and increase the risk of a recession but the addition
of mandatory
prenotification will assure further risk of investment.
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In summary, the National Chamber supports policies and programs that
cure the real causes of inflation without increasing the risk of recession.
Removal of cost-push inflationary policies would help slow down inflation
and create jobs and should be particularly emphasized during the period of
a possible recession.

36-067 0 - 79 - 12
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202 / 659-6000

The President
The White House
Washington, D.C. 20500
Dear Mr. President:
Last week, we appreciated the opportunity of hearing
Secretary Blumenthal, Chairman Schultze and Director Bosworth
express their views about fighting inflation. In turn, we wish
to share our views on how best to reduce inflation.
Business people agree, along with workers and consumers,
with your assessment that inflation is hurting our country and
increasing the risk of a recession. Inflation has accelerated
from 4.8% in 1976 to 6.8% in 1977 to over 8% in 1978. Moreover,
most forecasts, including those of your advisers and the
National Chamber, expect inflation to continue at a high level.
In the latest National Chamber and Gallup Organization
Business Confidence Survey, business leaders place a better than
even chance for double-digit inflation and a recession during
the next two years. Business people fully recognize that the
high levels of inflation already experienced and forecast could
be the trigger for a recession, causing unemployment and loss of
income.
Neither business nor labor gains under these conditions.
Before and after tax rates of return an capital have been lower
during the last eight inflation years than at any other time
in the post-war period. In the seventies, real wages and
salaries grew at one-half the average annual rate achieved
in the 1960's. Only the public sector has prospered during this
period and public spending has increased faster than privatelyfinanced consumption.
Federal tax receipts accelerate more rapidly than
inflation and insure readily available funds for expanding
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government programs. For every 1% of inflation, total federal
tax receipts increase by 1/
1
4%; federal personal income tax
receipts increase by 11
/
2%. While Americans are demonstrating
their opposition to double-digit growth in tax receipts
elsewhere, the federal government continues double-digit growth
of federal taxes, even after deducting modest tax relief.
The National Chamber and The Gallup Organization
recently surveyed 1,100 American business leaders representing
firms of all sizes, industries and regions of the country, to
obtain their assessment of the major causes of inflation:
1st

Excessive federal government deficits and
accommodating growth of money supply

2nd

Costly federal regulations

3rd

Taxes that discourage productivity-increasing
investment and research and development

4th

Some large bargaining-unit negotiated wage
increases

5th

Social security taxes increases

6th

Federal minimum wage increases

7th

Federal farm price support increases

8th

U.S. dollar decline abroad

9th

Non-union wage increases

10th

Unemployment insurance taxes

11th

Interest rate increases

12th

Workmen's Compensation Increases

Most of these causes of inflation can be modified by
changes in federal government policies, and we are aware of
your efforts to reduce some inflationary public policies.
However, as you well know, much more must be done to reduce
inflation and we recommend the following public policies to
dampen inflation during 1979 and 1980:
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(1) Slow down the nearly double-digit growth of federal
spending which is occurring during 1978 to less than 535 billion
for fiscal year 1980.
(2) Slow down the double-digit 14% growth of federal
taxes which is occurring during 1978 and provide tax relief of
at least $25 billion in 1980.
(3) Reduce the federal deficit to $25 billion for
FY 1980 and achieve a balanced budget by FY 1982 with high
employment.
(4) Encourage the Federal Reserve to stay within its
targets for the growth of money, instead of continuing with the
excessive growth experienced during the last 18 months which is
unfortunately leading to the tightening of money and
consequently higher interest rates.
(5) Slow down the growth of federal regulations by
placing a freeze on regulatory budgets and personnel for
FY 1980, strengthen and enforce E.O. 12044 by requiring
calculations of regulatory costs and benefits and a credible
central government review, and require new regulations be
implemented only if old regulations of at least equal cost
are removed. Based on historical data, limiting the growth of
regulations could reduce price inflation by /
1
2% in 1979 and
1980.
(6) Defer increases in the federal minimum wage as
recommended by Federal Reserve Chairman G. William Miller.
Applying the studies of Professor Jacob Mincer of Columbia
University and Professor George S. Tolley and colleagues of the
University of Chicago, a two-year deferral could reduce
consumer prices by 1.6%; a one-year deferral by 0.8%; exclusion
of young workers from the increase until a 15% youth differential
is provided, could reduce consumer prices by 0.6% and create
400,000 jobs for minority and other youth.
(7) Defer 1979 and 1980 increases in social security
taxes enacted during 1977 by requiring federal personnel to
pay social security taxes, as nearly all other workers and
employers in America must do. The federal employees' tax
payments would offset the deferred social security tax
increases and bring down consumer prices by as much as 1/3%
during 1979 and /
1
2% during 1980.
(8) Repeal or modify the Davis-Bacon Act and change its
administration to reduce wage and price inflation caused by
prevailing wage requirements.
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(9) Review federal personnel compensation and bring it
into true comparability with personnel compensation in state
and local government and industry. According to the Commerce
Department, average federal civilian pay in 1977 was 42%
higher than average pay in state and local government or
industry, $17,404 compared to $12,230 and $12,244. Steps
toward true pay camparability could help reduce wage and
4%.
1
thereby price inflation by /
(10)
supports.

Restrain excessive sugar and other farm price

(11) Encourage investment in modern tools and
equipment and structures for American workers, such as by
insuring that capital depreciation allowances are equal to
replacement costs in 1980.
(12) Establish a cooperative effort with labor,
management, and government to encourage productivity
improvement throughout the economy.
(13) Establish a meaningful federal effort to achieve
productivity improvement in the federal government workplace.
(14) Encourage the Organization for Petroleum Exporting
Countries to maintain current crude oil prices; the rumored 5%
to 10% increase in crude oil prices could increase U.S.
2% to 1%.
1
consumer prices by /
(15) Adopt policies and programs to strengthen America's
competitiveness in world markets; vigorous support is needed to
stimulate job-creating exports and investment transactions.
(16) Encourage U.S. trading partners to maintain healthy
growing economies and to seek reduction in barriers to trade
in the Multilateral Trade Negotiations, both of which would help
to increase U.S. exports.
We wholeheartedly support these recommendations to cure
the real causes of inflation. More importantly, according to
answers to a questionnaire that I sent to all congressional
candidates, a majority of the House of Representatives in 1979
and 1980 would support fighting the real causes of inflation
that we have identified.
We are aware that some of your advisers have recommended
"voluntary wage and price guidelines." What they propose is
the equivalent of controls, because such guidelines represent
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government determined standards for wages and prices enforced by
government sanctions, such as procurement policies. Unlike
the experience of 1970-74, wage and price controls now will
prove unpopular with both labor and business people.
Your advisers argue that placing a straitjacket on the
entire private economy for several years is necessary to
restrain a few collective bargaining settlements. We recammend
against such overkill and suggest dealing selectively with
the few inflationary settlements or excessive price increases
as they occur.
Recent experience proves that major collective bargaining
agreements are not necessarily inflationary. The postal service
and postal workers have shown that such settlements can help
fight inflation instead of causing inflation. Comprehensive
wage and price controls are therefore not needed.
Some of your advisers argue that since other countries
have successfully used wage and price controls why not the
United States? Clearly, the depression of real wages, incomes
and growth and the increase in unemployment caused by wage and
price controls in England and Canada, and the absence of controls
in the economically healthier countries of West Germany and
Japan should put this argument to rest.
Despite the unsuccessful wage and price control experience
of 1970-74 in the U.S., the undesirable consequences of controls
do not appear to be fully appreciated. Controls create domestic
shortages. Controls encourage unwanted changes in product
quality. Controls require wasteful form-filling and reporting.
Controls require knowledge that is unavailable; consequently,
they necessarily fail to account for huge variations in economic
conditions between different industries. They interrupt the
allocative function of prices in a free society.
Because wage and price increases are symptoms of
inflation and not major causes and because of the difficulties
of managing a fair, effective, and democratic program, it is no
wonder that wage and price controls are usually judged useless or
positively harmful. Even the few analysts who detect some good
in controls estimate only mall short-term improvements at best
and readily admit that even these improvements disappear in
time.
American business people, workers and consumers are the
victims, not the cause of inflation. Rather than placing
controls on the symptoms of inflation, controls should be placed
on the double-digit growth of federal taxes, spending and
regulations, such as a 7% limit on the increase in federal taxes,
a 5 3/4% increase in overall federal spending and a freeze on
net new regulations.
Cordially yours,

Shearon Harris

•

National Chamber President Dr. Richard
Lesher is redirecting existing programs and
inaugurating new programs to accomplish
these objectives.

(11) Assist consumers to stretch the purchasing
value of each dollar.

(10) Encourage workers to reduce costs, conserve energy and other resources, increase
innovation, and increase productivity in
other ways.

(9) Encourage managers to reduce costs, conserve energy and other resources, increase
innovation, and increase productivity in
other ways.

(8) Reduce restrictions on trade and encourage
exports so that both American and foreign
consumers and workers can benefit from
lower prices and better jobs.

(7) Modify or eliminate particular government
regulation, tax, or spending policies that
cause costs and prices to increase and
reduce innovation,

(6) Require government to measure the inflationary and other economic effects of new
regulations, spending, or taxing and to conduct sunset reviews of ongoing programs,
policies, and regulations.

(5) Support workable competition to hold
down prices, encourage innovation, and
fight imposition of wage and price controls.

(4) Encourage higher savings and job-creating
and capacity-expanding investment to
improve the standard of living.

money supply to match the growth in
output
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It you wish to learn more about the
National Chamber's efforts to fight
inflation, contact:
Dr. lack Carlson
Vice President
Chamber of Commerce
of the United States
1615 H Street, N.W.
Washington, D.C. 20062
Phone: 202-659-6160

For Additional Information
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Inflation is causing serious problems in the
economy by:
• eroding the purchasing power of persons on
fixed incomes;
• reducing job-creating investment;
• lowering the productivity of workers;
• increasing the costs of government;
• raising fears of a resulting recession or
depression.
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Foreign Causes
Government Causes

Still other causes of inflation are very large
increases in negotiated wages of large bargaining units, the weather reducing crop yields and
closing factories, and foreign exchange rate
fluctuations.
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CONSUMER PRICE INCREASES
A COMPARISON OF THE SOURCES OF
INFLATION

Another important cause of inflation is
foreign control over supplies of oil, coffee,
bauxite, and other raw materials, forcing prices
well above competitive market levels.

The primary cause of recent acceleration of
inflation is government. Cost-push inflation is
being caused by increases in the federal
minimum wage, social security taxes, farm
price supports, regulations, property taxes, and
trade barriers. Demand-pull inflation is being
initiated by accelerating federal spending,
which is causing high and increasing federal
deficits.

Business people are greatly concerned by the
high rates of inflation during recent years,
current high rates, and forecasts of high rates
in the future.

CONSUMER PRICE INCREASES
WHAT HAS BEEN HAPPENING AND WHAT
CAN BE EXPECTED UNDER PRESENT TRENDS

What Causes Inflation

Why Action Is Needed

(3) Slow down the growth of the nation's

(2) Reduce the size of the federal government
deficit and achieve a balanced budget at
high levels of employment.

(1) Slow down the rapid growth in federal,
state, and local government spending and
taxing to less than the growth in people's
income.

National Chamber Board Chairman Shearon
Harris has stated that "the National Chamber
will help develop and will support comprehensive programs that will effectively fight the
real causes of inflation." Specifically, the
National Chamber will help to achieve the
following objectives:

• while continuing to provide employment for
those able and willing to work in productive
jobs;
• while continuing to increase the standard of
living for all Americans;
• while increasing individual choice and
personal freedom.

Reduce the growth of inflation by at
least one-half percent each year until
price stability is achieved

Business will provide leadership. The
National Chamber is committed to an all-out
effort to help fight inflation. The Chamber has
set a realistic overall goal:

Clearly, government, labor, or business as
usual will not lower inflation rates built up
over the last 12 years and forecast for the next
12 years. If Americans wish to overcome inflation, strong leadership will be required, and
now.

What Must Be Done
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The CHAIRMAN.Our final witness is Dr.Hagedorn.
a

a

STATEMENT OF GEORGE G. HAGEDORN, VICE PRESIDENT, CHIEF
ECONOMIST, NATIONAL ASSOCIATION OF MANUFACTURERS
Mr. HAGEDORN. Thank you.
I have to congratulate you on calling these hearings and on the
quality of the discussion that has gone on today so far.
My problem is I wonder what I can say that would add anything
to the examination of the issue.
But I have a list of points that I think I would like to make, and I
will make them very briefly, because I think they are central points in
the administration's anti-inflation program as it is developed.
My first point is that as in any period when an income policy is in
effect, at present the great danger is the Government will regard
the income policy as protection against inflation, and that way, conclude that it has more leeway for using stimulative fiscal and monetary policy to get the economy moving at a faster rate. That is the trap
into which most of our past episodes with wage and price controls, or
guidelines or quasi controls have fallen.
It is the trap into which the Nixon controls fell. We did undertake
a highly stimulative fiscal and monetary policy in late 1971 and 1972,
which led us into an era when the wage and price controls were completely helpless to protect us against inflation, and we went into a
period when controls collapsed, and we had double-digit inflation.
That is the great danger for us to avoid at this time.I know that it is
recognized—it certainly was recognized in the discussion this morning, but I seem to recall similar discussions at the initiation of the
Nixon controls program. We warned each other about that danger, but
we fell into the trap anyway.
I would urge you, most strongly, to keep that principle in mind. I
know it is in your mind, Mr. Chairman. You said it much better than
I did in your opening remarks this morning, but I am repeating it
simply because it is so crucial that we should all keep reminding ourselves of it continuously.
My second point that I want to make is—I am surprised at the
sharp distinction that has been made in these hearings between a
voluntary wage-price standard system and a system of mandatory
wage-price control. Are they really so totally different? It seems to me
that they're at least animals of the same species.
Now maybe they're a little different size, a little different shape,
but, nevertheless, the same cautions and dangers apply on a voluntary
system, the kind that we have now, as apply in a mandatory system.
I don't see why we should keep drawing a sharp distinction. The
Government witnesses this morning thought mandatory wages price
controls were bad, and, therefore, the voluntary system should be encouraged as a way of escaping the necessity of establishing mandatory
controls. Mr. Oswald took the reverse side of that. He said the voluntary system is bad, so, therefore, let's go into mandatory controls.
Both of them seem to have the feeling that—you can expect very different results from the two types of systems. Actually, they are very
closely related. The voluntary system has a set of standards that by
changing some words could be called regulations.
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We have a surveillance system which is characteristic of mandatory
controls, and we have penalties for those who violate the rules. So, it
is not all that different.
My main point that I am making in raising this issue,is not that the
voluntary system must necessarily fail in the same way a mandatory
system would, but rather, that the people who administer a voluntary
system had better keep in mind the danger that they will adopt the
same kind of overregulation that led to the collapse, and the impossibility of living with mandatory controls.
My third point, on the President's announcement of his program on
October 24, as I read it, it seemed to me the weakest part of the whole
program was his discussion of monetary policy. He seemed to be
ambivalent. He seemed to be just as much afraid that monetary policy
might be too restrictive, as he was afraid that it might not be restrictive enough. He had a weak approach to this very central issue in the
anti-inflation program.
Evidently, international currency trade is bounced off the same way
by the results we saw the next day. Now,as a result of a further decline
in the dollar, the President has been pushed in the direction of a more
restrictive monetary policy than he evidently intended or desired,
originally.
And I think that is good. It increases the chances of success in this
program. Our difficulties in the international field may be a blessing
in disguise by bringing about more monetary restraint than the administration was originally inclined to.
My fourth point is one that you emphasized, but I will mention it
again. In fiscal policy,I think there's been entirely too much self-congratulation on the progress that has been made so far toward greater
budget austerity. The accomplishments are impressive. Reducing this
year's deficit from 60 to below 40, and the effort to hold the fiscal 1980
deficit down to about $30 billion are commendable, but a $30 billion
deficit is still a big deficit, and with that kind of a budget background,
the fiscal position is still a strongly inflationary one. We shouldn't
deceive ourselves on that point by talking so much about what is happening, in reducing the size of the deficit and curbing it in the future.
The budget as it stands is a highly inflationary one,and that fact has to
be faced.
A fifth point I want to make is that very often in discussions of this
anti-inflation program or any anti-inflation program, the discussion
seems to be pervaded with a fear of recession; the fear that you might
go too far and throw the country into a recession.
If you do anything effective against inflation, then, of course, recession is a risk, but I think it is a risk that you have to face. If you
were to pursue a policy that avoided all danger of recession, why then
you might as well give up on trying to control inflation. In any effective anti-inflation program recession is a possibility. It may even be a
probability. You just can't guard yourself completely against recession
and the risk of inflation. The recession may happen. Nobody can guarantee that it won't. If you want to guarantee that we won't have a
recession, then just give up on any effective anti-inflation program.
There is no painless way of ending inflation.
On that note,I will end my remarks.
Thank you for listening.
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The CHAIRMAN. Thank you, Mr. Hagedorn, very much, and all of
you gentlemen for excellent statements.
Dr. Carlson, you suggested that you should balance the budget in
1982 and indicate that we ought to do better than a $30 billion deficit in
1980. I am quite surprised,frankly, that the chamber of commerce and
somebody like you from the chamber of commerce, is so tolerant of
that much of a deficit.
At this time, under these circumstances, when we are in the fourth
or fifth year of recovery, and, when we have had such a tremendous increase in jobs and, as you noticed, today we had another good report
on the reduction of unemployment, increased employment, why
wouldn't it be desirable, why wouldn't it be the better kind of psychological medicine for the country if the President should announce,
and we should try everything we have to balance the budget in 1980,
beginning next October?
Dr. CARLSON. As you know, in my statement I recommend some
additional tax relief. If you did not have additional tax relief, you
could get a good balanced budget much sooner than I am talking
about. However, taxes are going up at double-digit rates, 12, 14, 15
percent, and I think we need to slow this rate of increase down.
The CHAIRMAN. I realize that I voted for the tax cut, and I would
have voted,frankly,for a bigger tax cut, because I recognize without it
you have a combination of higher social security taxes and inflation,
money incomes going up, that put people into an automatic increase
in their taxes and on their real income. But we have to make sacrifices
all across-the-board, and it would seem to me, if you are going to cut
taxes further in the coming year, we ought to see if there is some area,
where we can increase revenues, because that balanced budget objective—maybe I am wrong, but everywhere I go people seem to hang a
lot on that, and it seems to me that would be the clearest, most objective, most commonly recognized signal that the Government really
means business.
Dr. CARLSON. You can balance the budget with the Federal Government being a much larger portion of the entire economy too, so balancing the budget is not the only objective. Fortunately the President
has recognized the need to reduce taxes and Federal Government
expenditure and taxes as a proportion of GNP. This will require
substantial future tax relief, and the provision of more generous relief
would also, I believe, help bring down spending. If you allow spending to grow with little resistance from the tax side, the growth of
expenditure will tend to become excessive.
The CHAIRMAN. Of course, you start off with what could be a very
substantial element of tax relief, or tax reduction, if the tax rebate
which is a carrot to hold down wage increases below 7 percent. Charles
Schultze said if the program works, we won't have to pay up because
inflation will be less than 7 percent. We have to realize there is at least
a liability there, that would be a substantial deduction; would it not?
Dr. CARLSON. The Congress has been looking at alternatives for indexing tax code, which would be a useful step. There are a lot of people
that will not be eligible for the President's "real wage insurance"
scheme, for example, the self-employed and non-unionized employees,
so you have to provide substantial tax relief beyond what is associated
with this program. I think you have to make provision for tax relief
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and bring down the size of the Government at the same time you are
pursuing your balanced budget objective.
The CHAIRMAN. I think that the chamber of commerce is more
liberal in this relationship than most of the country is. We have, as
you know, a
Dr. CARLSON. Let me comment on that. I was quite surprised by the
discussion this morning. Most forecasts, including our own, see a
50-percent or better chance of a recession next year. Let's not forget
the political realities of running the unemployment rate up through
7 percent. We know what happens to Government spending in order
to satisfy the needs of those people that are being put out of work.
You end up with considerably more spending and bigger Government.
So I think you have to be conscious of what is going to happen to
unemployment when you establish your anti-inflation program and
set its fiscal objectives.
The CHAIRMAN. Yes; but I think many people would ask if we don't
balance the budget on the assumption that we have a reasonable kind
of goal, that seems to be the consensus somehow that we are going to
have 3 to 4 percent growth in the next year. If you don't balance the
budget in the fifth or sixth year, if you don't have to, don't try to.
Don't aim at it. I think a lot of people will say we never will. As you
know, we have a proposal which 22 States have supported for a constitutional convention, because we had to mandate a balanced budget,
change the constitution to require a balanced budget, unless there is
a two-thirds vote or three-quarters vote against it. Many, many people are beginning to support that and, as you also may know, the
House and Senate have both voted in favor of aiming at a balanced
budget in the next year or two, and it would seem to me that is such
a critical part of any anti-inflationary program, that you really have
fiscal austerity, and a fiscal program that coincides with a restraining
monetary policy, and, make you weight standard wage-price
standards
Dr. CARLSON. I agree
The CHAIRMAN. Let me interrupt and say one other point is that
monetary policy has such a tremendous bite in the construction, homebuilding area and in employment, that the only way it would seem to
me that the Federal Reserve Board can follow that wouldn't give us
12 and 13 percent prime rate or higher, mortgage rates in that area,
and we all know what would have to follow that, would be if we have
a fiscal policy, that makes it possible for us to reduce inflation without
that.
As you know, Dr. Burns, again and again and again, told us before
this committee and the Joint Economic Committee how important it
is for monetary policies to work to have a conservative fiscal policy.
Chairman Miller has given us the same kind of advice.
Dr. CARLSON. I agree with that economic analysis. We have had too
much stimulus from fiscal policy, and monetary policy has not really
leaned against the inflationary fiscal policy. It has tended to accommodate fiscal needs so nobody's been leaning against inflation.
However,I do not see that it is politically possible nor desirable to go
3 years into the future with no tax relief, with Federal taxes going
up 12, 14, and 16 percent.
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And frankly speaking, without tax relief, I don't think you can
bring down the rate of Government spending. I think tax relief tends
to lean against spending, and that is why I am arguing for this particular fiscal profile.
The CHAIRMAN. All right.
Mr. Hagedorn, you,I think, have a very good strong statement, but
I am concerned about your apparent feeling—I get the feeling and I
don't want to be unfair,so correct me if I am wrong—you would prefer
a program that emphasized entirely fiscal and monetary restraint, without the wage-price standards?
Mr. HAGEDORN. No, I wouldn't quite go to that extent. What I said
comes policy. Don't imagine incomes policies give you any leeway to
be more expansive on the fiscal and monetary side.
The CHAIRMAN. This is what I am getting at.
Mr. HAGEDORN. Let me continue just a moment, Senator. The inmind, so that they don't become the same sort of a thing, as mandatary restraint. What it might do, and can do is make the transition
a little bit easier. I mentioned earlier that there is always a danger,
when you are fighting inflation, that you will bring about recession.
It is a danger that has to be faced.
I think the presence of an incomes policy like this one perhaps
would ease that transition and reduce that danger, to some extent.
The wage-price standards have to be operated without objective in
mind, so that they don't become the same sort of a thing, as mandatory controls have typically been in the past. They should not ever be
viewed as a substitute, in any degree,for fiscal and monetary restraint.
The CHAIRMAN. As I understand, one of the principle reasons for
the wage-price voluntary guidelines is that somehow you want to
break through the momentum which—with which wages chase prices
and prices push wages, and you want to break through that cycle psychology and begin to turn it down, and wage price guidelines do that
in this case by suggesting that instead of a higher wage settlement, it
would average over 7 percent, we bring it in below 7 and prices come
in 'at below 7, if possible. And that guidelines can begin to move us in
the right direction.
Mr. HAGEDORN. Yes.
The CHAIRMAN You would agree then that is a desirable addition,
but you feel the most important part of it is the fiscal and monetary
restraints?
Mr. HAGEDORN. Yes, absolutely.
Dr. CARLSON. May I just comment that I think the inflationary psychology may be overstated. It is an argument for pervasive wage and
price controls. Inflationary psychology often does not work or does
not extend for a very long period of time without the fundamentals
under it.
The CHAIRMAN.Without what?
Dr. CARLSON. Without fundamental inflationary forces in the economy that are supply-demand impacting upon wages and prices.
The CHAIRMAN.The only other way you begin to turn the inflationary
psychology around though,is recession.
Then I would agree with you, certainly, then people begin to feel,
"Well, we are in trouble, and unemployment is so bad that wages are
probably going to go up less rapidly and.
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Dr. CARLSON. Recession takes away excess demand, but does not
necessarily do much to inflationary psychology. But this is not my
major point. I think people are hard-pressed to argue we have wage
and price controls, because we have inflationary psychology, we are
having inflation because of primarily, at least the acceleration has been
policies of the Congress and also—
The CHAIRMAN. Is there some of both? After all what we do have is a
situation where we have some slack in the economy. We are operating
well below our optimum manufacturing capacity, well below it, about
83 percent, according to the Federal Reserve Board,and you can argue
just with that, maybe it is 93 or 94 percent. It is about what it's been
in the past on occasions when we didn't have inflation that was this bad.
Regardless of the arguments about unemployment, as Peter Drucker's
article in the Wall Street Journal this morning which you might have
looked at, the unemployment at 5.8 percent, which it is right now,
now still indicates that there is some degree of slack in the economy.
So it is hard to argue that it is the tightness of the economy, the
shortage of labor or the shortage of productive facilities,that is causing
inflation.
Dr. CARLSON. One point you left out was the cost side. The increase
of the minimum wage, cost of Government regulation, social security,
all of the things scheduled for next year and this year. These are
areas where you make the changes, you make the economy healthier
and reduce the risk of recession. Very few people are talking about
these policy changes.
The CHAIRMAN.Let me ask you,Mr. de Windt. The Business Roundtable supporting the President's anti-inflation program is very good
news, and I was very happy with the clear, unequivocal way you provided that support.I am sure the President will be very happy with the
important contribution from your organization, which is recognized as
one of the leaders in this country. Since it is likely that the process of
unwinding inflation will take several years, is the roundtable prepared to comply with voluntary price standards over several years, so
that inflationary expectation and inflation itself is brought down to 2
or 3 percent and maintained at a low level?
Mr. DE WINDT. I think it is hard to look beyond the immediate. I
would say that if there is the courage to run a balanced program, and
with participation by all categories, then the business community will
be there.
The CHAIRMAN. In other words, to do that, we have to increase productivity substantially, we have to have a moderate rate of profits, and,
we have to have a larger share of earnings devoted to capital investments. Are all those things possibly,in your view,connected then?
Mr.DE WINDT.I think so. I think we get back to the basic question—
what is the position of the Government going to be during this period?
Are they going to take positive steps to carry out some of the, or all of
the, areas of restraint that the President discussed in his program. If
we see that labor is cooperating and,the Government is moving ahead,
I see no reason why we can't continue this program. On the other hand,
if the program obviously isn't working, that's another matter. I think
the point that hit home to me this morning, is the way some people
would ignore the fact that we do have a free market economy.
This idea of raising prices promiscuously, at least in the businesses
we are in, is not true.

1
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The CHAIRMAN. Well, we have and we have not, have a free market
economy,I think most people would feel we have a mixed economy and
competition is very vigorous in some areas and much less in others, and
in some areas where there is at least an oligopolistic situation where it
is possible to raise prices.
Mr. DE WINDT. I guess I was referring to the business Eaton is in,
which is the manufacturing business. Our level of prices, and increases in prices, is dictated by cost. If we are able to control our costs,
we can keep our prices down. But in our case, over 50 percent of our
sales dollar is based on purchased materials and services.
The CHAIRMAN. If costs are the determinant, how do you explain
the fact that the profits have been increasing as rapidly as they have
this year and particularly in the last couple quarters?
Mr. DE WINDT. Of course;I think in many cases, that depends on
where you start. Many industries and many businesses have been
suffering with a low rate of return. With increased volume they have
been able to do cost efficiencies, and I think all of us are carrying out
very effective programs to address the costs of products. We have been
able,in some cases,to improve our markets.
The CHAIRMAN. That productivity that you are talking about now
should enable us to have more stable prices, less rapidly rising costs.
Mr. DE WINDT. That is true. And we are all fighting for more productivity, but you know productivity, improved productivity comes
about in a number of ways,through better processing,increased capital
investment, improving technology. It also comes through an elimination of restrictive practices.
The CHAIRMAN. Let me ask you gentlemen, all of you, I think you
are absolutely 100 percent correct in stressing fiscal restraint voting
down spending; however,somehow we have not been very successful in
Congress, and I think all of you represent a constituency that is very
important for the Members of Congress look to and listen to.
I have been on the Appropriations Committee now for some 15
years and rarely do we have anybody from business, labor or anywhere else who comes up and tells us how to spend money, hold down
spending. They don't lobby Congress against specific spending programs,the National Association of Manufacturers doesn't do this. The
Roundtable doesn't do it, the chamber of commerce, they do not do
it, and I guess the President had a constituency against the public
works bills and that is why the veto was sustained by a very strong
margin in the House.
Would you—Mr.de Windt,let me start with you. Would you expect
that at one measure of cooperating in this program, at the roundtable, would on occasion be willing to come before the Congress and
oppose substantial spending increased in various areas? I wouldn't
ask you to come up every time, automatically, but, telling how important that would be, just let me ask that you note that a former staff director of the Appropriations Committee told me in the 25 years he
served on the committee, the ratio of witnesses coming up and asking
for spending exceeded those who opposed spending by literally 1,000
to 1. You never get witnesses up saying now, it is inflationary, don't
do it.
Mr. DE WINDT. I think, Mr. Chairman, we are all going through
rather a transition period. I think until a very short time ago, the
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average businessman felt that his major responsibility was running his
business. I think that, in the events of recent years, we have all become
aware of the fact that we cannot limit our efforts. There is far more
interest now on the part of the business community in becoming involved in public policy matters, and, I would have to say very positively. Yes. In those areas where we in the business community have
something to offer and feel that we can make a contribution, we would
be delighted to participate to whatever degree is practical, in commenting on programs.
The CHAIRMAN. I would hope you do it without anybody's invitation, just a knock on Senator Magnuson's door and say, "We'd like
to appear against this program" it would be very effective.
Dr. Carlson?
Dr. CARLSON. Mr. Chairman, we have testified before the Senate
Budget Committee and before every subcommittee of the Appropriations Committee in the Senate. We have provided testimony on the
spending levels as I have recommended again here today.
The CHAIRMAN. When did you testify before my subcommittee? I
am chairman of the HUD-Independent Agencies Subcommittee. We
have the third biggest budget. I don't recall a statement against any
specific program.
Dr. CARLSON. We were not invited.
The CHAIRMAN. We do not invite anybody. The only people that
comes in are the ones that say,"We want to be heard."
Dr. CARLSON. I think we should check the record. Perhaps we didn't
have testimony before your subcommittee, but we did have testimony
to hold down spending.
The CHAIRMAN. We want a well-documented record, and we are
very capable in finding just where to hold it down,so we can make the
argument with our colleagues on the floor.
Dr. CARLSON. Often we are in a much better position, instead of duplicating the Office of Management and Budget and your staff to talk
about broad
The CHAIRMAN. The Budget Office often calls for spending and if
if we could cut that budget, it would come to force, and the Congress
did cut it, so we would be in far better shape if we had your expert
advice and support. You could say the Chamber of Commerce favors
this reduction.
Dr. CARLSON. We will be pleased to do this again next year.
Let me comment upon your profit margin question. If you look on
page 13 of the testimony we have provided, you will see that the profit
margins during this economic recovery have been below the average
of all other economic recoveries. Profit margins are not your source of
cost for inflationary pressure.
The CHAIRMAN. That may be, but the fact that profits are up substantially over what they were before,suggests this is not simply a cost
push inflation, and either that, or you don't have perfect competition,
because profit margins do indicate the difference between the price and
the cost.
Dr. CARLSON. The price margins fluctuate between 81/2 and 10 percent, which is below the historical average during this economic recovery, so anybody who claims that profit margins is a cause of cost
push inflation does not know the statistics.
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The second point, really, getting into productivity. Ed Dennison has
shown that regulations are turning out to be a significant indication of
that cut in the rate of increase, one-half cut in the rate of increase of
productivity,so if we can do something about making those regulations
efficient or doing away with some, we can increase regulation, also the
taxes you pass, that is the smallest tax relief bill, to stimulate investment in the last 20 years, the stimulus bill of 1975, then 1963, 1964, is
still much larger, so we are still giving short shrift to productivity increasing in very
The CHAIRMAN. But in an inflationary period it is hard to justify
any kind of tax cuts, but, I agree with you, we should have had some,
it was modest, but after all $18.5 billion here and there added up.
Dr. CARLSON. Less than $4 billion out of that package goes for
corporate stimulus, a very small proportion. I think next year we must
look at the reform of depreciation allowances—they're so inadequate
now,$15 to $17 million short of replacement cost—that would be very,
very helpful on productivity.
The CHAIRMAN. Mr.Hagedorn ?
Mr. HAGEDORN. On the question you raised about business organizations and associations and business firms coming to support you in reducing expenditures at hearings on appropriations, the first point I
make on that is, you will find the business organizations, and the business firms appearing not so much at the appropriations hearings as at
the hearings when the substantive legislation is authorized in the
program.
The CHAIRMAN. They always appear, and they always appear asking for more money. They appear before the Banking Committee, of
which I am chairman, right here, this committee, and they have appeared year after year, the Home Builders, and they want a bigger
program.
Mr. HAGEDORN. I will disassociate the NAM from the Home Builders. I think that the real efforts, the legislative efforts to cut expenditures has to be made, Senator, by you and Congress, because you
represent the whole people of the country. When they, as individual
persons or groups, come before you, each group represents his particular interest, and is likely to say to you,"Well, we need so much."
The CHAIRMAN. Let me point out,one of my constituents, Mr. Harnischfeger, one of the biggest contruction men and firms in the country,
as you know,in Milwaukee, has appeared before the committee asking
for a cut in foreign rate, and it was very helpful and useful to have Mr.
Harnischfeger come down here and appear. But the only big executive I know who come down here and did it. They will tell you,
in general, they want an executive—they say,"You go down and say
before the Joint Economic Committee,'hold down spending.'"When
it comes to specific testimony on the Institutes of Health or the education program, many areas where there is a lot of fat and waste, or the
Defense program, where, I think, expert advice would be most useful,
they are invisible.
Mr. HAGEDORN. Your message is very clear and I will bring it home,
Senator. May I talk on another point you raised a little bit earlier,
on the tightness or slack in the economy? You said that in your opinion
there was still at least some slack in the economy. I think, on the contrary, we are close to a very tight economy and close to the point where
36-067 0 - 79 - 13
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we are in danger of a real explosion of demand inflation. The situation
right now reminds me a little too pointedly of the end of 1972,
and
the beginning of 1973. I always remember that in the economic report,
of 1973. There were statements to the effect that inflation is under control, and that we are in no real danger of any acceleration of inflation,
just when we were in the initial stages of the worst inflationary explosion of peacetime history.
This period right now, from an economic point of view, begins to
smell a little bit like that same situation. The unemployment rate is
now 5.8 percent. This is now in the territory that is very generally
defined as the band where unemployment is reduced to a point where
the labor situation becomes inflationary.
Usually,that band is defined as between 5.5 and 6 percent unemployment. We are there now and there are other symptoms of being close to
a point of excess demand induced inflation.
The CHAIRMAN. Let me give you some figures. 1964, the unemployment, 3.8 percent, inflation 1.3. 1965, unemployment 3.6 percent, inflation 1.7 and so on. There are a whole series of years here, where
unemployment was below 4 percent and many were below 5 percent,
where inflation was in the was less than 3 percent.
Mr. HAGEDORN. But things have happened since that time. One of
them has been the change in the mix of the labor force. A greater percentage of women and teenagers are now in the labor force. This means
that a 6-percent unemployment rate has about the same degree of tightness as a much lower unemployment rate had years ago. Also, welfare
programs have made it possible for people to choose in favor of unemployment. At least employment isn't that much more attractive than
unemployment.
The CHAIRMAN. I have just a couple of questions for you, Mr. De
Windt. Improvement in the rate of productivity growth would help
reduce inflation significantly. You have referred to that in the discussion already. What do you see that business can do to encourage a
productivity growth and what is it that Government can do?
Mr. DE WINDT. Dr. Carlson touched on that point when he talked
about the need for a revision of our depreciation allowances. I think
that is an area where we lag behind. We lag in replacing equipment,
in producing cost savings, and in improved processing techniques. I
think this is very significant. In addition, I think that the time has
come, in many areas, where we have to take a good, hard, fresh look
at some of the work practices developed in our various industries, and
I don't point my finger at any one group,as responsible.
I think that it takes, perhaps, an unenlightened management as well
as union to, over a period of time, develop practices which are not
designed really to take full advantage and utilization of our productive facilities.
I think in this area we should be very honest with ourselves, and
determine what we can do to unleash some of the productive capacity
that we have and are not utilizing.
The CHAIRMAN. I'd like to have you put on your hat as an Eaton
Corp. executive and tell us how realistic and effective you think the
price guidelines announced by the President call for price increases to
be held down to one-half percent below the 1976 to 1977 average. And
then, if that can't be done, as I understand it, there was a secondary
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profit margin standard, which applies if the price standards can't be
met. As you know,that calls for beforehand tax profits, in the years,2
out of 3fiscal years.
Mr. DE WINDT. I think so much will depend upon what happens to
the rate of inflation, as I mentioned earlier, Mr. Chairman. Our prices
are pretty much determined by our costs. As our costs have escalated,
we have had to carry out aggressive pricing policies when we have
not been able to offset those increased costs through effective cost reduction programs.
The CHAIRMAN. That might not permit you then to comply with
the first part, of it; why wouldn't we be able to meet the second profit
margin standards?
Mr. DE WINDT. I'm frank to say that at this juncture I have not had
the opportunity to fully evaluate it. We are a pretty diversified company, and in some areas I think we can. In other areas it may be very
difficult. But on the whole, as I mentioned in my statement earlier,
I think that all of us are going to be called upon to make some sacrifices to find a solution to this rising inflation. We certainly are going
to do everything we can during the coming year to comply with the
program. Hopefully, we will be able to find ways. This may call for
a little Yankee ingenuity, but we will have to find ways to offset those
increased costs, hopefully within a reasonable time.
I think Dr. Schultze this morning was probably fairly realistic
when he said we are not going to expect miracles in the first couple
of months. But as the next year unfolds, hopefully we will see some
impact, whether psychological or otherwise on the inflationary level,
and we will redefine what is a good level.I guess the program will
have to be reevaluated from time to time. And I can't stress too often
that the basic cause of inflation in our generation is government. We
will need a much stronger program there then we have had in the past.
So, it's going to take a combination of all of us. I can't speak for
others, other than to say that the roundtable has endorsed the President's program, and we will support it. But Eaton's going to go to the
limit.
The CHAIRMAN. That's most encouraging. Finally, I'd like to ask
you, Dr. Carlson, about the fascinating table you put in the record on
page 29 of our statement. It's a great contribution to this hearing. I
wish I had an opportunity to bring it before the administration witnesses before they appeared. It indicates how terrible it's going to be,
but it's pessimistic. You have all the commodities, the annual increase
from 1976, 1977, was 9 percent. The average price, therefore, in next
year will be 41/2 percent. You said the concensus forecast for 1979 is 8
percent; therefore,the chances of meeting a standard are flatly impossible, that across the board is what we are trying to achieve. Before we
break it down where you indicate some areas, you can do it and, after
all, if you're going to, if 7 to 8 percent would be, if you do nothing,
that's the consensus,I take it, would go under the assumption that this
wouldn't be a wage-price guideline standard, or do you have monetary
or fiscal policy? After all, if it's going to achieve a goal, it ought to be
tough and you ought to get a substantial reduction.
Dr. CARLSON. This has currently perceived monetary and fiscal
policy built into it.
The CHAIRMAN. When did you put this table together?
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Dr. CARLSON. Last night.
The CHAIRMAN. Then this is just your opinion ?
Dr. CARLSON. No,this reflects the concensus view of several forecasting services including
The CHAIRMAN. Well, forecasting services must have come before
last night.
Dr. CARLSON. They are revised periodically.
The CHAIRMAN. It must have been all put together before what happened in the last 4 or 5 days.
Dr. CARLSON. The latest measures have modified the outlook somewhat. There is a greater chance of impacts on housing and greater
chance on recession, and also some reduction of inflation pressure, but
not much. Even with recession you don't take a lot of pressure off
costs.
The CHAIRMAN. Apparently there was no consideration given to a
wage-price standard, because you feel they wouldn't be effective.
Dr. CARLSON. I would be interested in any studies you have, that
show where a price control program by itself has reduced prices by
21/2 to 3 percentage points which is what is being attempted here. I
know of no program anywhere, anytime, that could pull down prices
that way.
The CHAIRMAN. You have to take into effect the wage-price policy,
the regulatory policy, which has
Dr. CARLSON. I don't see much action on the regulatory side, unless
you can show me something I've missed.
The CHAIRMAN. We have before us this morning a man who has just
done something nobody said he could do. The airlines said he couldn't
do it. All economists said it couldn't be done. and Dr. Kahn did it. He
was able to move into the airline industry,deregulate it, and get a sharp
drop in costs, a sharp drop in prices to the consumer and bigger profits.
Dr. CARLSON. The one regulated industry they are talking about
is construction. Even if you did a complete job, most estimates are $6
to $8 billion. Nobody else is talking about any other major breakthroughs in any major industries. You can get 21/2 to 3 percentage
points difference. Let me draw your attention to page 28 here, the
different basis they could have chosen in a 2-year period starting with
the third quarter of this year back,first quarter back,second year back,
and see what a difference it makes; if you take the third quarter back
of these 2 years, you would have 7 percent versus 5 percent, and they
have chosen the most stringent periods. It would be greatly helpful for
those companies that found themselves in different circumstances during this time period to have 2 out of the last 3 years on the price
guidelines, found to be, to match the 2 out of the 3 years you have.
And then I think you, greatly, you mike this program much, much
more realistic.
The CHAIRMAN. Say that again.
Mr. CARLSON. If you choose the base periods like on page 28,the last
column of table 19, which is the last 2 years, from the third quarter of
this year back 2 years, the average increase of producers' prices, and
industrial prices is 7 percent, but when you include just the time period
in the calendar year 1975, third quarter of 1975 to the fourth quarter
of 1977, you have 5 percent, 2 percentage points difference, if firms
could choose 2 out of the last 3 years for determining whether to re-

duce,to go ahead with the guidelines, and 11/2 percentage points below
that, then you come to something that has maybe two-thirds and
three-fourths feasible for American industry to achieve.
The CHAIRMAN. Dr. Carlson, if you are going to take 7 percent and
get 11/2 percent below that,61/2 percent for all commodities, and I take
it that is, that, of course, doesn't include the, all costs, it wouldn't
include things like rent and energy and food?
Dr. CARLSON. Not the services, not included in there.
The CHAIRMAN. On the basis of past experience, the commodities
have performed much better in a price standpoint than have services
and that would mean we are consigned to an inflation rate higher than
it was this year,if you take your standard.
Dr. CARLSON. Dr. Schultze said this morning we find ourselves with
a certain inflation rate built up over a decade. It is going to take some
time for us to drop it, certainly not dropping it one-third of what we
see right now in 1 year, why seem to think it is feasible without a
depression of a very major slowdown?
The 'CHAIRMAN. They didn't expect the whole thing to work out.
They recognized contracts in place would have to be on order. They
recognized there are some cases where there would be a—it couldn't
be done. But I just think this is an extremely pessimistic view, and
I hope so.
Dr. CARLSON.I didn't make up the numbers.
The CHAIRMAN.It is a great contribution because it is a solid analysis
based on what figures show us, and I am going to send this to Dr.Kahn,
Mr. Schultze, and Mr. Bosworth and ask for their comment on it,
because I think it is a very, very helpful contribution.
Gentlemen, I am going to thank you very much for top-flight testimony,very useful, and I am greatful to you for it.
We are delighted to have two very eminent economists, Dr. Robert
Lanzillotti, dean of the College of Business Administration, University of Florida—and Dr. Lanzillotti, you were on the Price Commission and had solid practical experience with our last effort to do this—
and Dr. Daniel Mitchell, senior fellow, the Brookings Institution. Dr.
Mitchell,I understand you were on the pay board?
Dr. MITCHELL.I was a staff member.
The CHAIRMAN. And therefore you also have practical experience
you can give us. You both have very fine papers.
Go ahead in your own way, and I would appreciate it if you could
somewhat abbreviate your statements, so we can have time for questions, and we will put the entire statements in the record.
STATEMENTS OF ROBERT F. LANZILLOTTI,DEAN,COLLEGE OF BUSINESS ADMINISTRATION, UNIVERSITY OF FLORIDA, AND DANIEL
I. B. MITCHELL, SENIOR FELLOW, THE BROOKINGS INSTITUTION
Dr. LANZILLOTTI. Thank you. I would like to submit the statement
for the record and summarize, and perhaps emphasize a few points.
I consider it a privilege to be invited to participate, and I believe it
is a very important hearing.
Inevitably, I think there is going to be a certain amount of redundancy in whatever I have to say relative to what already has been said.

194
It may be appropriate also that a couple of active academicians have
the last word on this very difficult matter. I want to share the concern
expressed here today about the disquieting rate of inflation.
Disagreement that exists is not whether we have inflation, but the
nature of inflation, the causes and what we ought to do about it. The
question I would raise here is whether wage-price guidelines, with
"soft" sanctions, such as in the President's program,or hard sanctions,
as might be envisioned under a full-blown, comprehensive program,
such as phase 2, can accomplish anything meaningful in the short run
or long run.
This morning two points were established to which we might address
ourselves. Charlie Schultze, Fred Kahn,and Barry Bosworth,all three
cautioned that we should not expect to see much change in the inflation
rates for 9 months to a year.
The second point was an admission that there will be many problems
associated with coverage, equity, exemptions, exceptions, monitoring,
compliances, nature of sanctions, and all other complexities that are
admittedly enormous, even under a voluntary program.
The question I would raise is: In view of these admissions why not
rely on the other two parts of the President's program,the President's
package? As you have indicated, Mr. Chairman, fiscal restraint and
the reduction in monetary growth can avoid all the agony and all the
disappointment that the voluntary wage-price standards will inevitably
entail.
The experience I have had,and the research done by other economists
and myself on this subject, leaves me with the following conclusion:
Whether you have voluntary guidelines with sanctions of one sort or
another, such as the President's program, or straight-out mandatory
controls along the lines of phases 1 or 2, they are both an illusion
or delusion,as pointed out by others today,or both.
I know that coming from somebody who participated in an early
war on inflation, and who has expressed orally and in writing, some
complimentary things about positive accomplishments of phase 2, my
position needs a little explanation.
I want to remind the committee that the logic for phase 2 was to
serve as a policy cover in fact, it was a diversion. It was a diversion,
in my opinion,to provide the opportunity for more monetary and fiscal
stimulus to facilitate the recovery, although implicit there was an enormous contradiction on economic terms. There was an expectation
that if the controls program could even temporarily calm public anxiety, and alter expectations, as economic output increased then we
could establish a firm base for employment gains.
As I listened to the previous testimony this morning,I heard pretty
much the same logic advanced for the "voluntary" restraint program
and the voluntary standards.
If one is tempted to use the 1971-72 program results as a reference,
it is important for us to recognize the very significant differences in
the economic situation today, as compared to the situation that existed
in 1971. In the latter period we were just coming out of recession, and
in the early stages of recovery. Today we are in a very different
cyclical phase. The positive gains associated with phase 2, were gains
that resulted pretty much from the recovery of the economy, perhaps
more so than anything we accomplished at the Price Commissions.
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We had a very favorable period for the program in 1972,but One trouble
or "legacy" is that the program earlier was interpreted, and frequently
today is interpreted, as a surrogate for responsible monetary and fiscal
policy, rather than the stop-gap role that it actually performed.
In point is when we had a chance to get back to the fundamentals,
as you have been urging here today, Mr. Chairman, this Government
did not. When the surge in inflation subsided after the quadrupled
oil prices, we did not seize the opportunity to bring inflation under
control at that time. Monetary and fiscal actions became stimulative
again,and we abandoned anti-inflation policy requirements.
What I am saying here,in effect, is an endorsement of what you have
already indicated, namely, that the high rate of monetary expansion
and continued large deficit are the fundamental causes of a high rate
of inflation today.
My principal recommendation is that the Congress not steer the
economy toward any further controls such as in Senator Stevenson's
bill (S. 3518) indeed, I do not feel it is desirable to endorse any stopgap measures. Instead, I think it would be salutary for this committee
to express a determination to work on more permanent solutions to the
problem.
I hope the committee doesn't disregard this wise counsel that you,
Mr. Chairman, and I are advancing here today, and, instead, move
toward the direct controls that are implied by the Inflation Review
Board Act. I have some comments on that, if you will like, but in the
interim,I have some further comments about the President's program.
It is offered as a voluntary program, but it is laced with tough authority and sanctions. In my opinion, this approach will not be much
different from direct controls, in terms of their effects. When you consider such things as compliance, certification and sanctions via the
allocation of Government purchases—e.g., by limiting Government
procurement only to certain firms—that language does not indicate a
voluntary program to me.
The President's program will be directed at large firms, large units,
which was the logic used in phase 2, "controls for the bigs" and "sermons for the small." It doesn't mean that they're going to avoid all
the problems and some of the same difficulties that we had in phase 2.
It is also a mistake to believe, as implied in some of the commentary
and rhetoric about the need for voluntary controls, that today's inflation simply is a problem of how to come to terms with "greedy"
and "irresponsible" businessmen and labor unions.
Given the persistent inflation, I believe all groups have understandably attempted to protect their interests. Workers are seeking to obtain
compensatory wage increases and businessmen to recover their costs.
There have not been any villains in the recent inflation and no heroes,
either. I believe you would agree that the Congress is certainly not
going to qualify as a hero in the economic scenario we have been going
through the past few years.
I would just reemphasize, that the experience of all industrialized
countries, as you pointed out several times today, with compacts,guidelines, formal controls, has been one of unworkability, counterproductive activity or even worse.
One can summarize why this turns out to be the case. Such restraints
initially have to come to terms with the fact that when we start out in
controls, not all prices or wages are in equilibrium with one another. So

196
we immediately get into equity problems. The contradictions that arise
when we do this are almost unbearable. The admissions and commentary you developed from other witnesses this morning, illustrate this
very effectively.
The President's program is going to face these same contradictions,
and despite the great respect I have for Fred Kahn, Charlie Schultze,
and Barry Bosworth, they will simply not be able to avoid the cumulative complications and interferences that they are going to be forced to
get into to make the program effective.
The troublesome question that we really are getting around to in this
program, or any other, is "Who is going to bear the cost of the inflation?" The President is going to try to deal with this problem with
the wage-price standards and the exemptions, and wage income insurance program. Inevitably these are going to involve equity decisions
that are going to get mixed up with how the cost of inflation is going
to be distributed, and,over time, you are going to get into even broader
questions of redistribution of income.
In summary,I think the best course is not through wage-price guidelines of any sort, but a determined and well-articulated policy to lower
monetary growth. I agree with you, wholeheartedly, Mr. Chairman,
that this constitutes the essential centerpiece of an effective stabilization policy. It does not mean slapping on brakes, as someone pointed
out this morning, but it does mean a definite plan to lower growth and
money supply, quarter by quarter. Also, I would agree with the commitment to aim for a much lower Federal deficit.
I am much more conservative than my friend Jack Carlson of the
chamber of commerce. I agree with you that we should aim for something in the neighborhood of a zero deficit or much lower than projected for fiscal year 1979. The real testing of the recent actions of the
past few days raising the bank reserve requirements, is yet to come.
The Federal Reserve Board Open Market Committee may neutralize
those actions, which it could do by pumping reserves into the banking
system to offset the increase in the reserve requirements. We should
look very carefully over the next few weeks to see whether that
happens.
In conclusion, this inflation is going to be cured eventually, there
is no doubt about it. The question is whether it is going to come through
courageous, positive fiscal and monetary action, or as a result of an
economic slowdown or collapse.
The preferred policy, in my opinion, is the former, and I think it is
going to entail some short-run costs, but over the longer term it is
clearly the least costly and the best way to bring inflation under control on a sustainable basis.
Thank you, Mr. Chairman.
Mr. MITCHELL. My name is Daniel Mitchell. I am a senior fellow at
the Brookings Institution and a professor at the Graduate School of
Management at UCLA.
I would like to thank the committee for requesting my views.
The views I exnress do not necessarily reflect those of the Brookings
Institution or UCLA.
The President's new snti-inflation program is a positive contributIon
to economic policy. Projections for wage settlements next year—both
union and nonunion—suggest that in the absence of guidelines the cur-
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rent wage-price spiral would continue unabated. By offering hope.of
reduced price inflation, the new program could result in wage setting
in 1979 consistent with the 7-percent standard. That's the good news.
But there is bad news,too.
Use of the tax system to insure workers against uncontrollable price
changes is a positive idea, but the proposed tax rebate has a serious
deficiency of design, which could undermine the program.
For workers to be eligible for an inflation tax rebate,their employers
must certify compliance with the wage standards. This certification
requirement makes the program comprehensive when it should be selective; legalistic, rigid, and bureaucratic when it should be flexible;
and will require a legislative mandate when the program is supposed
to be voluntary and based on a commitment by the President.
A tax-rebate scheme of the type proposed by the administration inherently involves every employer in the country down to the corner
barbershop. All employers will have to measure their behavior against
the guidelines to qualify their employees for the rebate. Since tax dollars are involved, the guidelines must be spelled out in excruciating
detail so that the IRS can monitor compliance. And the workload
resulting from an all-employer program is potentially enormous.
No matter how the administration's tax-rebate scheme is finally
worded, it will create inequities for particular groups: Self-employed
versus wage earners, union versus nonunion workers, low-wage versus
high-wage workers,retired persons versus active workers. These anomalies will delay the progress of the tax bill in Congress, creating
doubts among workers as to whether the President's commitment will
be honored.
Under the administration's program, the guidelines must be made
part of the Tax Code,implicitly or explicitly.
Thus, when Congress debates the tax measure,it will really be debating. the entire plan. Such debate will bring into question the meaning
of the rules for compliance. It will also invite special interest groups
to utilize the legislative process to adjust the program to their special
needs.
Fortunately, there is a solution which will honor the administration's commitment, while avoiding the unwarranted complexity inherent in the existing proposal.
Congress should enact a simple tax rebate covering everyone and
contingent only on the general rate of price inflation. The rebate should
not be contingent on employer certifications with all the legalism and
inflexibility the certification approach entails.
A simple comprehensive tax rebate could be the start of a genuine
social contract to reduce inflation.
Now, if I may, I'd like to turn to a few comments that have been
made by previous witnesses in relation to the remarks I have just
made.
No. 1. When Charles Schultze was testifying, he made the comment
that if you had a general tax rebate rather than one based on specific
employers, everyone would shoot for more than 7 percent. But in the
same statement by the administration witnesses we heard contradictory evidence. We heard evidence of an outpouring of public support.
There was reference to a meeting in St. Louis in which both labor and
management groups said they would try to cooperate with the pro-
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gram. There have been many statements by the administration in
recent days that indicated there is great support front the public for
this program.
So I don't think it's inevitable that if you had a general tax rebate
rather than an employer certification rebate, everyone would shoot
for more than 7 percent.
No. 2. Senator Brooke raised a question about the details of how
would you implement this kind of employer certification tax rebate.
And the answer was that there's a group of people in the Treasury
who will somehow work this plan out. The administration says that
it's a minor administrative matter, and that the problems will be
worked out by J armory in detail. 1 think that's not the issue at all.
Of course, somebody can work out answers to all the questions you
can raise. But whatever you do, the result is going to be very, very
complex. If it looks anything like the current proposal, you're going
to have the corner drugstore, the corner barbershop, and every small
enterprise in the country involved. And you're going to have the
enormous work load entailed. I refer you to the experience during
phase 2 at the Pay Board when we had the so-called category 3 cases.
Category 3 was the small units of less than 1,000 workers. We had a
small employer exemption at that time for employers of 60 employees
or less, which are not exempt in this proposal. And even with that
exemption, cases billowed into the Pay Board. There was a choking
work load, that threatened to undermine the program and which
finally resulted in the dropping of category 3 from the phase 3
program.
No matter how you answer these so-called administrative details,
you have to have standards that the IRS can audit. They have to be
able to understand the rules. So if, for example, the Teamsters have
a problem with their pension fund or some other union has a problem
with catchup, there will be no latitude to deal with those questions.
No. 3. Mr. Chairman, you raise the example of the Kennedy-Johnson
wage-price guidepost program in the 1960's and I think that's a very
interesting contrast. Think of that program and think of this program.
The Kennedy-Johnson guideposts, whatever you may say about them,
was a very simple program. It took a few paragraphs to state what
that program was all about. It had simple rules. It was flexible, it had
no IRS audits. One thing you could say about it in a negative sense
is that it lacked a mechanism for due process because it was simply a
pronouncement by the administration. Those people who did get caught
up in the program didn't have mechanisms for appeal.
Let's go to the other extreme. All the senators present at this committee said they were firmly against mandatory wage and price controls. Why? Because of the complexity, because of the bureaucracy,
and so on. If you look at the present program with the employer certification tax rebate, you see you have the worst of the two worlds. You're
not going to have a due process mechanism, so in that sense you're
thinking the worst of the voluntary guideposts. And you're going to
have inflexibility and complexity beyond belief if you insist on putting
a set of guidelines into the tax codes.
A fourth point, which one of the earlier witnesses also raised: Is
this really a voluntary program? Unless you believe that the income
tax system is a voluntary program, I think you would have to stretch
the point to call this program anything less than quasi-mandatory.
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It's a quasi-mandatory program. I guess you can volunteer not to pay
yourincome taxes and then you can volunteer for the penalties that
will ensue. But anything that ultimately requires legislation as this
program does, cannot purely be described as purely voluntary.
Dr. Oswald of the AFL—CIO was asked if anything could make this
program more acceptable or at least less unacceptable to his organization. He didn't really address that question directly. But I would suggest that if you could make the program a little bit more flexible. If
you could include an inflation tax rebate that was not contingent on
individual employer certifications, if you could escape the inflexibility and the bureaucracy and the complexity, then I think you would
move in the direction of making the program more acceptable to
organized labor. And I would cite the experience in Britain and with
the so-called social contract that they have there.
I recently was visited by a represented from the TUC, which is the
British equivalent to the AFL—CIO. He described to me the workings
of the social contract in Britain. The Government sits down with
organized labor and effectively they work out a deal. They say, look,
we need a certain level of wage standards in order to meet our antiinflation goals. If labor can see its way to following such standards,
we're prepared to do something on the tax side, or in terms of social
benefits, or some other program to protect workers. And arrangements
are made in thatformat.
Although the British plan has not been perfected, it hasn't worked
equally well in all periods—nevertheless there has been some success
in Britain using a voluntary program to deal with inflation.
Thank you.
The CHAIRMAN. Thank you, Dr. Mitchell.
Although it's quite a pessimistic analysis, given to that certainly.
Dr. Lanzillotti, you said in your statement the logic of phase 2, which
would provide a "cover of diversion" for stimulative fiscal and monetary action. Can you judge from your experience in the phase 2 controls where the wages and prices would have been significantly more
successful in controlling inflation in fiscal and monetary policies would
have been less expensive, given the nature of the President's program,
voluntary wage and price guidelines plus deregulation and budgetary
restraint, what are his chances for success versus the more mandatory
controls such as those during phase 2?
Mr. LANzimiorri. I think we will be very lucky, to accomplish as
much as experienced in phase 2, which may not have been entirely due
to controls. The studies that have been made indicate that we may
possibly have reduced the rate by 1 percentage point, possibly a fraction more than that. My purely qualitative judgment would be, the
voluntary program would be very successful if it merely keeps the rate
from accelerating, but I do not believe they're going to be able to
take much out of the inflation rate. The table Carlson submitted here,
indicates the likelihood by different groups, that you would see a
reduction in the rate of price increases in different product categories.
You should not expect this voluntary program to accomplish much
more than preventing the rate of inflation from accelerating beyond
what it is.
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The officials involved in the program were indicating this morning,
that if they could just flatten out the rate where it is, that that would
be a very positive major accomplishment. I am not optimistic they're
going to cut the rate of inflation down very much,if at all.
The CHAIRMAN. Well, as you say it would be an accomplishment
if it reduces it below what it has been,it would still look as if they were
accomplishing something if it were as high as it was so from a political
standpoint it's not much of an achievement so in fact, if we could
stabilize inflation, I'd rather think of that, what is it, 8 percent, this
year, 8 percent again next year ? We have a very bad psychological
effect on the country. People anticipate that continued enormous inflation will go on.
Mr. LANziLLo-rn. The question then will arise, whether that's a successful effort or whether something more stringent would be required,
if it doesn't bring the rate down. I think that's inevitable.
The CHAIRMAN. The other part of it, of course, is that presumably
you might have a sufficient dampening effect from the fiscal and monetary policy, that that would have at least a positive effect on price
stability.
Mr.LANZILLOTTI. To get back to.
The CHAIRMAN. There's a great deal of sentiment in this country
and expectation in this country, that if we don't have a recession that
taking inflation this year, that would slow things down to such an
extent the pressures would be less than they now expect.
Mr. LANziLLorn. The problem we may very well get into,is whether
we will get a reduction in the rate of a growth in money supply that
you have been talking about. I mentioned as well a reduction in the
deficit. I'm not confident from what I have heard so far, that part of
the President's package has the emphasis that I would like to see. Nor
do I think you're fully satisfied that it has the emphasis that it should,
because after 1 year, with the rate of inflation still around 8 percent
or more, the public is going to judge this program the way it judged
phase 2. I remember Mr. Meaney coming here to talk about Mother
Adler's matzo ball soup, do you remember when the Price Commission had hearings and he said food prices are jumping more than the
"official" price indexes indicated, because of quality deterioration. To
illustrate, he argued Mrs. Adler's matzo ball soup used to have three
balls and now it has two! The public is going to judge the inflation rate
not by the statistics we are using here but by what happens to food
prices. Food prices represent the monitoring of the housewife. I do
not expect from what has been said today, that we should expect food
prices are going to be held down by the program.
I don't see
The CHAIRMAN. Well, in part, food prices, of course, are subject to
the vagaries of the weather and so forth, and on the other hand,they're
not entirely, is that, as was pointed out by Dr. Schultze, of 60 percent
of the price of food is after it leaves the farm and that's the part they
feel they can have some influence on, the margin, the markup the
middle man,th eretailer food store and so forth.
Mr. LANZILLOTH. It gets back to the question of how they want to
monitor this program, IRS during phase 2 advised us they could not
monitor the program unless retailers were forced to change their pric-
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ing to item by item, that's product by product, product rather than
categories. That means that you're going to get involved with more
of
details, and I think it's been explained here, relative to the ability
be
will
prices
food
that
IRS,to monitor the compliance, it's inevitable
the basis on which the success of the program will be gaged. The ability of IRS to determine compliance will be very difficult. It's going to
involve a very complicated compliance monitoring program,I believe.
The CHAIRMAN. Dr. Mitchell, you said in your statement that if the
price goals are wet,labor cooperation with 7 percent, is likely. I think,
the price guideline, with the profit margin standards is a balanced
approach. Would you say that this is not credible?
Mr. MiTcHELL. No I wouldn't say that at all. You mentioned earlier
that you thought my overall comments were pessimistic. What I would
like to emphasize is as far as the general notion of using wage and
price guidelines, I find it a positive contribution, I think there is a
chance you will cret some success using that approach. What I just
don't want to seet'happen, is that the guideline approach degenerates
into a form of quasi-controls that are so complex and so bureaucratic
that you discourage cooperation.
Look at the evidence on the way in which wages are determined.
What most researchers in the field find is that if you know what last,
year's price increase was, you have a pretty good guess concerning next
year's wage increase. Now,that means that people tend to look at the
past, and project it into the future, as their expectation of what inflation is likely to be. You must convince them that what happened in the
past is water under the bridge, and that now we have a new arrangement which is going to make the future different from the past. If
people reorient their expectations, I think you have a good chance for
compliance.
The CHAIRMAN. Dr. Mitchell, you just swung from the heels and you
may have connected. I hope you didn't, but you seem to have knocked
out of the ball park, what many would say is the very heart and soul
of the program. They're proposing to wit, the tax rebate, conditioned
on whether or not in fact they did hold their pay increase down below
7 percent.I think the real wage insurance is meant to provide incentive
to workers to meet that wage guideline and incentive, if they hold
them down to standards or below it, they would get a rebate. I think
the administration of this would be complex and you prefer a tax rebate for everybody if inflation accelerates, so there's no incentive for
people to meet the guideline. They can have 8 percent. 10 percent, 15
percent increase; you'd still give them a tax rebate. So there wouldn't
be any incentive. You forget about the whole incentive aspect of it. In
fact, what you would do is provide a massive tax reduction under those
circumstances, the very time when you think you should not because
it would be cyclical, would exacerbate the inflation, by putting more
money in people's pockets at the very time when prices were rising and
you lose the whole incentive effect. In the name of simplicity.
Mr. MITCHELL. I think you can overstate that incentive effect. No
one knows whether this whole tax plan will be enacted or can be enacted. The vigorous dissent from the AFL—CIO and their representative here at this hearing suggests to me that organized labor does not
feel that it can simply ignore the guidelines. There's an awful lot of
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public pressure to cooperate. The President has gotten on TV and
called on the American people to support him in this effort and I
think there is a lot of support for that. I don't think organized labor
or any group in society wants to be labeled as the group that caused
inflation.
The CHAIRMAN. We have to recognize what's happened is that the
President rightly or wrongly, you think wrongly, did indicate that
he was going to condition this program at least in part on the success
of the program on the willingness of labor to hold down their wage
increases to 7 percent, and he did give them a reward. If he turns
around and says forget everybody's going to get a tax increase, it
seems to me under these circumstances given what the President's
already indicated you're likely to get far less compliance and you're
going to have a situation that is very hard to keep under control.
Mr. MITCHELL. I don't think the President has to say, forget it. You
could argue that perhaps the tax proposal shouldn't have been in the
program at all. But since it was, we have to live with it. There has to
be some kind of tax proposal hooked onto this program. The tax proposal, however, is not going to come before Congress tomorrow. It's
something for the next session and we have a couple of months'leeway.
The President is not totally locked into this program as it was announced. The thing to do now is approach organized labor and say we
have a problem and you have a problem. Let's see what we can do to
work out both our problems. If the administration has a commitment,
it can go to Congress and say we have a commitment from organized
labor. They're willing to do this, that, and the other thing. And in
return for that commitment, we will recommend an across-the-board
inflation tax rebate plan.
We don't know what this plan is going to cost. The administration
witnesses have said that if the inflation rate is in fact 7 percent or less,
it wouldn't cost anything. If it's above 7 percent, it could be very
costly. We just don't know.
The CHAIRMAN. Mr. Lanzillotti, are your conclusions that the.cure
for inflation is as you put in that quote, a determined and well-articulated policy to lower monetary growth, rather than any type of wage
and price policy. You admitted there would be shortrun costs of doing
this but imply that the ends will justify the means. Am I to assume
that in the current economy you would therefore favor a dramatic
action by the Federal Reserve and possibly a recession to stop
inflation
Mr. LANZILLOTTI. I am not favoring a slamming on the brakes, as
referred to this morning by I believe, it was Charlie Schultze, but we
can, it seems to me, begin to lower the rate, quarter by quarter.
The CHAIRMAN. If you do that, you know the immediate consequences of that, if the rates of increase in the money supply is diminished, the immediate consequence is to push interest rates higher.
They're already at a mortgage rate now well above 10 percent, and
they're moving up very fast, and you can see what effect that has on
the stock market and business confidence, as well as let alone the homebuilding industry and construction generally.
Mr. LANZILLOTTI. If we have a determined effort and we announce
it and work on it step by step, I think the effects will be positive instead of negative.

The CHAIRMAN. What type of monetary growth in your view would
be satisfactory, what should be the target, name one, would you say a
6 percent,7 percent?
Mr. LArrzILLorri. More than that, I say we should start lowering it
down, a half percentage point, quarter by quarter, and getting it down
to 5 or 6 percent.
The CHAIRMAN. 5 or 6 percent, that would be a sharp reduction of
what it would be for the last year, it's been above 8 percent this last
year.
Mr. LANzILLorri. I would say if they even hit this target I'd be
pleased and start working under that.
The CHAIRMAN. They're targets of the type we proposed in this
committee. We got them out of Dr. Burns at great pain. He finally
came along and, of course what we did, we gave him also the leeway
to get him to go along.'&e gave him a range and they said a range,
the bottom figure is meaningless and the top figure, even though it's
been able to approach the top figure.
Mr. LANziLLorri. I'd be happy to see them hit even the top figure
for a while.
The CHAIRMAN. It would be strenuous or strained in relation to
what I have been doing and understand have to project from that a
sharp increase in interest rates and a slowdown in part of the economy.
Mr. LANziLLorrr. Some slowing is inevitable, unless these last actions on reserve requirements are not intended to have a follow through.
Everyone this morning agreed that housing, construction is going to
feel some adverse effects from those two actions, and I agree. But, if
we don't start slowing inflationary pressures now, when are we going
to start?
The CHAIRMAN. Now, you have also recommended further deregulation of transportation following the airline pattern, looking beyond
transportation, what other areas can we deregulate?
Mr. LAxziu.orri. I am particularly interested in the mandatory
standards aprpoach. There I think, no one mentioned this today and
I think someone should, the Council on Wage-Price Stability accomplished some of its best work in pointing out the mischievous nature
of some of the Consumer Product Safety Commission standards,
EPA,OSHA,and those regulations have more cost increasing aspects
than some of their direct regulations like the airline, so the mandate
states.
The CHAIRMAN. Can you give us one or two, Environmental Protection Agency, regulations, EPA and the safety regulations? You
know how strongly everybody feels about safety, about health, about
the environment. What would you knock out specifically?
Mr. LANZILIAYITI. The approach of these agencies has been to mandate a technical standard which has not permitted the companies to
follow a least cost way of complying.
The CHAIRMAN. So you give them a performance standard and anyway they could achieve it is fine as long as they get to it.
Mr. LANzilLorri. That's the kind of thing I would endorse. Also,
we should reouire inflation impact statements and "least-cost" measures for compliance. The Council on Wage-Price Stability was doing
a superb job in this regard, and I hope their efforts are not going to
be diluted by this new program.
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The CHAIRMAN. Well, gentleman,I want to thank both of you very,
very much.I apologize for the late hour. You made excellent witnesses,
very responsive and extremely good analysis and I am going to, as
I did with the previous witness,I am going to call the attention of the
administrators of the program to your criticisms.
Thank you very much. We will stand adjourned.
[Whereupon, the hearing was adjourned.]
[Complete statements of Dr. Mitchell and Professor Lanzillotti,
and additional material received for the record follows:]
STATEMENT OF DANIEL J. B. MITCHELL*
The new program of wage/price guidelines announced by the President on
October 24 is a positive contribution to the anti-inflation fight. That's the good
news. The bad news is the inflation tax-rebate scheme which was tied to the
guidelines and which could undermine the program by making it unnecessarily
legalistic and bureaucratic. Fortunately, Congress can repair the damage by
substituting a simple tax-rebate plan which would apply to everyone and which
would not be dependent on the wage behavior of particular employers.
A tax-rebate scheme of the type proposed by the administration inherently inv'olves every employer in the country down to the corner barber shop. All employers will have to check their behavior against the guidelines to qualify their
workers for the rebate. And because tax monies are involved, the guidelines must
be spelled out in excruciating detail so that an IRS auditor can monitor
compliance.
No matter how the administration's tax-rebate scheme is ultimately worded,
it will create inequities for particular groups: self-employed workers versus
wage earners, union workers versus nonunion workers, low-wage workers versus
high-wage workers, and retired persons versus active employers. As these anom°lies become apparent, the tax bill will be delayed in Congress, thus creating
doubt among workers as to whether the President can honor his obligation in
social contract.
Since public monies are involved, the guidelines must be made part of the tax
code, explicitly or implicitly. Thus, when Congress debates the tax bill, it will
automatically be debating the entire program. Such debate—if protracted—will
create doubt in the minds of wage negotiators as to what the rules really mean.
It will also invite special interest groups to utilize the legislative channel to
adjust the program to their special needs. The 1971-74 program—which required
legislative authority—became riddled with constraints concerning fringe benefits, productivity plans, low-wage workers, etc. In hindsight, these constraints
neither made that program more effective nor more equitable. Does the administration really wish to invite a repeat performance of that episode?
In my remarks, I will deal primarily with the wage side of the new program
including the related tax proposal. This emphasis results from my long-standing
research interests and professional experience with wage controls during Phase
II of the old Economic Stabilization Program. It does not result from a belief
that the price side is unimportant. Indeed, inflation is usually defined in terms
of price increases, not wage increases. My comments are divided into four sections. The first deals with the American wage determination process. The second
deals with the general issue of direct intervention in that process Section III
deals with the new program. And Section IV deals with the outlook for compliance in the labor market with the 7 percent standard.
I. WAGE DETERMINATION
Students of labor economics have long known that the labor market was a
funny place where the pressures of supply and demand often yield to considerations of equity, employee morale, and bargaining power. Recent literature in
*Daniel J. B. Mitchell is a Senior Fellow at the Brookings Institution and a Professor
at the Graduate School of Management, U.C.L.A. He was chief economist of the U.S. Pay
Board which administered wage controls during Phase II of the Economic Stabilization
Program.
NOTE.—The views expressed in this statement do not necessarily reflect those of other
Brookings staff members or the officers and trustees of the Brookings Institution.
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economics has tried to find a rationale for these characteristics in terms of explicit or implicit long-term contracts between employer and employee. However,
for policy purposes the important point is not the rationale, but simply the recognition that the labor market is not just another product market. In particular,
the wage determination system has certain characteristics that conribute to
the inflation process.
The labor market can usefully be divided into the union and nonunion sector.
Although the union sector has been shrinking in relative terms, it remains an
important component of the wage determination. Union workers receive a weight
of about 35 percent of the Bureau of Labor Statistics' new Employment Cost
Index. Moreover, there is some spillover from union wages to nonunion wages,
although there is no clear consensus on how large this effect may be. Thus, the
effective weight is greater than 35 percent.
In a recent paper for Brookings, I found that both the nonunion and the union
sector tie their current wage decisions to past rates of inflation.' This backwardlooking characteristic of both the union and nonunion sectors means that the
past is always with us. Past rates of price change are reflected in current rates
of wage changes. Current prices—through cost markups over wages—are pushed
up because prices in the past went up. This is the essence of the wage/price
spiral. The tendency for wages and prices to chase each other indefinitely makes
both wages and prices insensitive to current adjustments in monetary and fiscal
policy; it explains why direct intervention ultimately appears to be in attractive option for slowing inflation.
Within the union sector, long-term contracts of 2-3 years duration are the
general rule. For this reason alone, wage determination in the union sector
will be less sensitive to monetary policy than the nonunion sector. At any point
in time, most union workers are not negotiating new contracts. Rather they are
living under old contracts reflecting the price inflation of two or three years ago.
Moreover, my research indicates that long-term union contracts even at the
time of negotiations, show little sensitivity to the real state of the labor market,
i.e., to the unemployment rate. It may be that wage negotiators with a 2-3
year horizon find it expedient to ignore transitory economic conditions that may
not exist in the future. Or it may be that union negotiators ultimately represent
those who have jobs, not those who want jobs. When negotiators do feel compelled to adapt to adverse economic circumstances, they sometimes shift to shortterm contracts, presumably on the assumption that once the emergency blows
over, parity can be quickly restored.
In short, the wage determination process poses two problems for antiinflation
policy:
(1) It transmits past inflation into the present.
(2) Especially in the union sector, it is relatively impervious to monetary
restraint.
The interest in direct intervention in wage determination stems from these
characteristics which- impede efforts to fight inflation once inflation is under
way. It does not stem from a belief that wage determination—or unions in particular—case inflation. We know from the experience of the early 1960s that
collective bargaining is compatible with a noninflationary economy. The problem
is to find a way to unwind the current inflation back to those earlier levels.
II. METHODS OF DIRECT INTERVENTION

Basically, there Are two polar types of direct intervention in wages and prices.
The first is the formal controls route taken during World War II, the Korean
War, and the 1971-74 period. The other is what is often called "jawboning"
under which "voluntary" compliance is sought via exhortations by the President or other government officials. Jawboning relies heavily on public pressure
which can be brought to bear on violators and on whatever leverage the government can exert. This technique was used during the Kennedy/Johnson years
and featured a wage guideline at that time of 3.2 percent. The Ford administration did not have a guideline, but did occasionally jawbone on the price side.
A slightly more stringent jawboning program was tried by the Carter administration up until the recent announcement.
Formal controls have drawbacks from an administrative viewpoint. Since violators are subject to legal penalties, very specific rules must be developed so
1 Daniel J. B. Mitchell, "Union Wage Determination: Policy Implications and Outlook",
Brookings Papers on Economic Activity, forthcoming.
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that it is clear whether or not a violation has occurred. Due process has to be
provided for cases and appeals. Thus, a bureaucracy must be established to
administer formal controls.
Controls cannot be imposed without specific legislation. The legislative process
invites interest groups and those concerned with "equity" to place restraints on
the controls authorities. For example, during Phase II, the Pay Board was constrained by act of Congress to grant special treatment to certain kinds of fringe
benefits, to the "working poor," to productivity incentive plans, to wage increases
lost during Phase I, and to contracts negotiated before controls came into effect.
All of these constraints led to additional complicated regulations, but did little
to make the program more equitable or more effective.
Formal controls must also deal with every contingency. Seemingly minor issues can develop into administrative headaches. For example, if an exemption
is given to low-wage workers earning less than $4.00 per hour, what should be
done about a worker earning $3.90 who gets a 30 cent increase? Do you exempt
the entire increase even though part of it raised the wage above $4.00? Do you
count only the increase above $4.00? Whatever the answer is, it will fill several
paragraphs of the Federal Register.
The jawboning approach as practiced in the past simply dealt with such problems by ignoring them. Jawboning has the advantage of being able to set general rules which are really intended only for a relatively small number of firms
and wage-determination units. Minor anomolies can be dealt with informally,
and the amount of bureaucracy needed is relatively small. Jawboning has the
advantage of effectively exempting the thousands of small employers whose behavior is unlikely to be at the root of the inflation problem. It does not require
a legislative charter. On the other hand, due process may not be provided under
jawboning for those who are adversely affected.
In summary, formal controls have the following advantages and
disadvantages:
(1) Controls must provide mechanisms of due process. In terms of conventional notions of justice, this is an advantage.
(2) Controls are inherently complex, bureaucratic, likely to cover large numbers of employers and employees, and require a legislative mandate. These are
clear disadvantages.
The alternative of voluntary jawboning is really the mirror image of controls.
Jawboning is unlikely to provide due process for those who are covered, a disadvantage. On the other hand, jawboning can be based on simple rules, need
not involve much bureaucracy, can be selective so as to cover only a limited
number of units, and does not require legislative action. All of these features
are advantages.
Perhaps it was natural for the administration to try and marry controls and
jawboning in a single program. My fear is that the offspring this marriage will
produce could have the worst features of both parents. This fear springs mainly
from the tax-rebate plan which has been incorporated into the program and, to
some extent from the references made to various powers of the federal government to enforce compliance.
HI. THE NEW PROGRAM

Under the new program, a guideline of 7 percent has been set for wages. The
announcement of a 7 percent standard probably would have had a moderating
effect on wage change, even in the absence of the other elements of the program.
Wage standards have a life of their own, apart from any legal enforcement powers
behind them. For years after the Pay Board was terminated. the Board's famous
5.5 percent standard lived on. Indeed, it was no coincidence that when the President in the early part of this year looked for a wage norm for federal emnlovees,
he chose 5.5 percent. This choice occurred on the fifth anniyersary of the Pay
Board's demise.
When put in a legalistic framework, a number such as 7 percent is not enough.
There must be elaborate rules dealing with the costing of fringe benefits, escalator
clauses, and the effects of merit plans and promotions. The rules must deal with
de facto wage increases due to chgnges in weekly hours and with the status of
increments paid to low-wage employees or employees who received increments due
to minimum wage changes, Davis-Bacon determinations, etc. Unless there are such
rules, an employer cannot know whether or not he has complied with the standard,
and courts would refuse to endorse penalties on violators. In a purely voluntary
program, such refinements of the basic 7 percent standard are unnecessary. The
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name of the game is simply to catch those who are flagrantly above the standard
evaluated by some reasonable method of costing. Unfortunately, the tax-rebate
scheme which has been hooked onto the basic guidelines makes the formal legalistic approach inevitable.
Under the proposed tax-rebate scheme, workers whose employers indicate compliance with the program are eligible for a real wage insurance arrangement. If
the price inflation rate exceeds 7 percent per year, eligible workers will receive a
tax rebate to compensate for this additional inflation. By making compliance with
the wage guideline a part of the tax code, the administration must be prepared to
issue detailed regulations, forms, etc. so that an employer's assertion of compliance can be audited by the Internal Revenue Service. An IRS auditor must have
precise instructions on how to compute the percentage wage increase, and an employer must have the same instructions to defend against charges of falsifying
a tax return. In a guidelines program, no one would be very excited if one method
of costing indicated that an employer gave a 7.1 percent wage increase while
another suggested the increase was 7.0 percent. But when tax monies are to be
handed out. that 0.1 percent difference is critical. The tax-rebate scheme ensures
that the program will be unnecessarily complicated.
Tax rebate cannot be given at the discretion of the President. Only Congress
can provide the authority for such a program. Congress is unlikely to approve a
system of rebates geared to wage standards which the administration is free to
change at any time. Thus, in effect, the entire program—guidelines and tax rebate—must be submitted to Congress. And, because the rebate system is much
more complicated than it initially appears, Congress is unlikely to pass the legislation quickly. This means that we will be well into 1979 before the President
can say to workers that he can keep his side of the "social contract". Indeed, the
tax legislation that finally emerges--if a bill in fact does emerge—may be wholly
different from what was promised. Should no bill be passed, or should the final
legislation be less remunerative than the program described in the President's
speech, labor may not feel compelled to keep its side of the bargain; i.e., to comply with the 7 percent standard.
Under a voluntary guidelines approach, only large and visible units are actually
subject to government scrutiny. However, the combination of guidelines plus
a tax rebate gives every employer down to the corner barber shop an involvement in the program. Workers in the most insignificant establishment are suddenly eligible for a tax rebate if their employer certifies compliance with the wage
standard. The impact of this comprehensive feature of the program must be
viewed in conjunction with the Pay Board's experience with "Category III"
employers.
Under Phase II rules, a Category III unit was one containing less than 1,000
employees. The volume of these eases was staggering, despite exemption of
employees with 60 employees or less and despite reduced reporting requirements
for Category III. In the study that Arnold Weber and I did of the Pay Board,
we estimated that mean case processing time for Category III cases from application to the IRS to a ruling by the Pay Board was 204 days!2 The Category
III backlog piled up at the Pay Board and the IRS and was threatening to choke
the apparatus at the time Phase II—which effectively rid the program of most
of Category III—was implemented. In short, the tax-rebate system drags small
units into the program who do not belong there. It requires a large bureaucracy
to answer questions, conduct audits, design forms, and generally complicate
the lives of small proprietors and local union officials.
There is reason to think that Congress will not quickly pass the new program
because of the inherent problems of equity that an inflation-related tax rebate
poses. Such rebates are part of a family of proposals of so-called "tax-based
incomes policies" (TIPs) which have been debated for some time. A recent
conference at Brookings was devoted to the subject and two of the papers
made clear how administratively complex this appealing idea can be.' Consider
the simple question of liability if it turns out upon audit that an employer
certified compliance when his wage increase in fact exceeded the standard.
(Given the complexity of the rules, such improper certification could occur unintentionally.) Will the employer be liable to reimburse the Treasury for the
undeserved rebates which were paid to his employees? Or will the IRS try and
Arnold R. Weber and Daniel J. B. Mitchell. "The Pay Board's Progress: Wage Controls
in Phase II" (Washington: Brookings Institution, 1978), p. 222.
3 See the papers by Larry L. Dildine and Emil M. Sunley and by Albert Rees in Arthur
M. Okum and George L. Perry, eds., "Curing Chronic Inflation" (Washington: Brookings
Institution, 1978).
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collect the money back from the employees? If the
employer were responsible
for repayment, the liability could be potentially
large. For example, at an inflation rate of 10 percent, an employer would be forced to
reimburse the government
for an amount equal to 3 percent of payroll (10
percent-7 percent). If the employees were liable, the inequity of government
taking
the employees received through no fault of their own back something which
is
Congress will have to wrestle with many hard-to-resolve obvious.
issues as it attempts
to enact the tax-rebate scheme. As an illustration
of the kinds of difficulties
involved. I have listed below twelve issues for
resolution. Keep in mind that
the answers to these questions will have to be expressed
in legal language.
Note also that on the order of 2.5 million companies with
employees and numerous government agencies will have to be familiar with this
language in order to
determine compliance for tax purposes.'
(1) What should be done with multiple job holders? Some
workers hold
more than one job at the same time (moonlighters). Others change
employers
over the course of a year. Workers who commonly change employer
are found
in such diverse fields as construction, farming, longshoring, and
domestic service.
If not all of a worker's employers certifies compliance, will the
employee be
eligible for a rebate proportionate to the entire year's wages? Note that
if the
rebate in any way discriminates against job changes or multiple job holders,
the
groups most heavily affected will be women, minorities, low-wage
workers, and
youths.'
(2) How should self-employed workers be treated? If an individual
an unincorporated business, he is not an "employee". Should a worker operates
who holds
down the cost of his services to 7 percent or less be ineligible for a rebate?
Some self-employed workers incorporate their businesses and are technically
employees of their own firms. Such a worker could obtain a tax rebate simply
by giving himself no more than 7 percent wage increase and taking the rest of
his surplus as profits. Many farmers are self employed and representatives of
farming areas may not be happy about leaving such workers out of the program.
Doctors are often employees of their own incorporated practices and their
problems as employees caused the Pay Board considerable headaches.°
(3) Should low-wage workers—who are exempt from the wage standard—
receive a tax rebate? Some low-wage workers may receive increases faster than
the rate of inflation. For example, workers at the minimum wage will receive
a 9.4 percent increase on January 1, 1979. If prices rise at 8 percent, such workers will still experience a real wage gain. Should a 1 percent tax rebate also be
provided on top of this gain? Note that the $4.00 exemption will cover over 40
percent of the hourly work force.'
(4) Should workers under cost-of-living escalator clauses receive the same
tax treatment as other workers? Under the proposed rules, escalator clauses
will be costed at a rate consistent with 6 percent inflation. If the inflation rate
goes above 6 percent, workers under escalators will in fact receive larger
increases. Should workers receiving escalator payments for higher rates of inflation be required to deduct these payments from their rebates? Note that the five
big contracts which will expire in 1979—trucking, rubber, electrical equipment,
meatpacking, and autos—all currently contain escalators.
(5) Should union workers who will not negotiate in 1979 be eligible for a tax
rebate? Many union workers are covered by contracts which will not expire in
1979. They will receive wage adjustments as scheduled under these agreements.
If those adjustments happen to come to 7 percent or less, should such workers—
whose leaders knew nothing about the program at the time they negotiated—
About 2.5 million companies were reported as having employees in 1972. These exclude
certain companies in the transportation field. See U.S. Bureau of the Census. "1972
Enterprise Statistics" (Washington: Government Printing Office, 1977), Part I, ES72-1,
p. 142.
5 Over 4.5 million workers were reported to be moonlighters in 1976. The average monthly
separation rate in manufacturing in 1977 was 3.8 percent which included a quit rate of
1.9 percent. Thus, job changing and job turnover are quite common in the workforce. Data
from U.S. President, "Employment and Training Report of the President 1978" (Washington: Government Printing Office, 1978), Tables B-13 and C-10.
There were over 9 million workers reported to be self-employed or unpaid family
workers during 1976. About 2.2 million of these workers were in agriculture, more than
half the agricultural labor force. These figures exclude individuals whose self-employment
consisted of a secondary job. Source: U.S. President, op. cit., Table B-16.
7 1n May 1978, it was reported that about 49 percent of workers who were paid on an
hourly basis received less than $4.00 per hour. By 1979, this proportion will be lower
but will still be over 40 percent. See U.S. Department of Labor press release USDL 78-841,
October 12, 1978, Table 5.

209
be "rewarded" for accidental compliance? If the answer is "no", then the program will discriminate against the union sector since nonunion workers typically do not have long-term contracts. If the answer is "yes", should some
account be taken of the earlier years of the contract during which wage
increases may have exceeded 7 percent?'
(6) How should the tax rebate apply in cases of multi-employer bargaining?
Sometimes unions deal with umbrella employer associations which represent
a number of employers. These arrangements are found in apparel, steel, railroads, trucking, coal mining, and other industries. The same contract will result
in different percentage increases for the various employers in the association
because of differences in occupational, skill, and demographic mix. Will only
the employees of those employers which happen to fall with the 7 percent standard be eligible for rebates, even though all the employers signed the same agreement? If the choice is to make all employees—regardless of employer—eligible,
then consider the issue of liability if an audit turns up noncompliance. Which
employers within the employer association will be liable? Or would the
employees be liable?
A related problem applies in cases of "pattern bargaining". In the automobile
industry, for example, the big-three companies sign virtually the same agreement. But the percentage adjustment might vary from company-to-company. The
Pay Board dealt with this problem with a "tandem relationship" rule. Is such
a rule to be incorporated into the tax code?
(7) How should the rebate apply when there are several unions within the
compliance unit? The initial regulations state that employers are to divide
their employees into union, nonunion, and managerial units. However, it is not
uncommon for employers to deal with more than one union. If some contracts
within the overall union unit meet the standard but others do not, is the
employee mix across the subunits could result in different percentage increases.
pliers? Note that even if all unions sign identical agreements, difference in
employee mix across the subunits could result in different percentage increases.
(8) How should workers in new firms be treated for rebate purposes? If a
newly-created firm comes into existence on July 1, 1979, it will establish a wage
level as of that date. The newly-hired workers will have no base wage from
some previous period against which an increase can be calculated. Should they
be considered as receiving no increase and therefore be entitled to a rebate? Or
should they be excluded from the rebate program?'
(9) Should the rebate program take account of factors which affect annual
earnings, other than changes in wage and benefit rates? Employees may experience earnings increases through merit plans, promotions, increased hours of
work (and overtime). Workers on piece rates may experience increased annual
earnings as the volume of business rises or if new machinery increases the rate
of output. Presumably, these factors will not "count" against an employer's
calculation of his wage increase. Thus, the employees of an employer who certified compliance might on average (legitimately) receive more than 7 percent
on an earnings basis. Should this be deducted from the tax rebate?"
(10) Should the timing of wage increases be considered in awarding a rebate?
An employee who receives his wage increase late in the year will receive fewer
incremental dollars from his employer in 1979 relative to someone receiving an
increase on January 1, 1979. From a time-weighed viewpoint, 7 percent half way
through the year is worth only 3.5 percent on an annual basis. Should the late
worker receive a bigger rebate than the early worker to compensate for the
smaller time-weighted wage increase? (Note that if the rebate is based on
knew of 4.1 million
9 As of early September 1978, the Bureau of Labor Statistics
private-sector workers under major union agreements scheduled to receive deferred wage
increases in 1979. Another two million workers were negotiating or about to negotiate at
the time these figures were tabulated. Most of these workers will also receive deferred
wage increases in 1979. The major union sector consists of agreements covering 1,000 or
more workers. Comprehensive data are not available for smaller contracts or government
contracts. Mr. Victor J. Sheffer of the B.L.S. was kind enough to supply these estimates.
the Census,
9 In 1976, 376,000 new businesses were incorporated. Source: U.S. Bureau of
Statistical Abstract of the United States 1977 (Washington: Government Printing Office.
1977), Table 891. This figure does not include businesses created In noncorporate forms or
new government employers.
10 About one-third of a sample of major union contracts in 1975 contained explicit
reference to a merit or other type of progression plan. About 35 percent of the contracts
provided for incentive, commission, or mileage payments—rather than time payments—
for some of the covered workers. Source: U.S. Bureau of Labor Statistics, Characteristics
of Major Collective Bargaining Agreements, July 1, 1975 (Washington: Government Printing Office, 1977), Tables 3.3 and 3.5.
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annual earnings in 1979, the early worker will perversely receive a bigger
rebate than the late worker!)
(11) Should the rebate be geared to the wage increase received by the individual worker rather than the average increase of his unit? As currently set
forth, a worker who received less than 7 percent in a unit which averaged 8
percent would be ineligible for a rebate. But a worker who received 8 percent
in a unit which averaged less than 7 percent would be eligible for a rebate. In
principle, a worker could be asked on his 1040 form to indicate his individual
wage increase so that some allowance could be made for this inequity. But if
that route were chosen, how could a worker be expected to estimate the costs
of any fringe benefits he might have also received?
(12) Should pensioners be excluded from the tax rebate? Unless they have
found new jobs, pensioners and other retirees are not "employees". Most pensions are not escalated and thus provide no protection against inflation after
retirement. If pensioners are made eligible for rebates, should their eligibility
be contingent on the wage behavior of their former emplayer toward his current
employees? To the extent that pensioners also receive Social Security—which is
escalated—should their cost-of-living increments from Social Security be
deducted from the rebate?
The twelve questions listed above do not exhaust the complete catalogue of
problems entailed in the tax-rebate scheme. But they do suggest that Congress
will not rush to enact this type of legislation. There is an alternative to the
administration's complex tax program. Congress could pass a simple tax reduction applicable to everyone but contingent on the rate of inflation. Such a comprehensive reduction would not reward the compliers and penalize the noncompliers. But it would meet the social contract obligation the administration has
created for itself without requiring an overworked bureaucracy. And it would
permit attention to be focused on the larger units and away from the corner
barber shop.
It might be noted that the threat to use the government's purchasing authority
to induce compliance raises some of the same problems as the tax rebate. I am
not a lawyer, so I cannot comment with any expertise on the legality of excluding
potential suppliers of government from bidding on contracts on the basis of
noncompliance with a voluntary program. I suspect that a court would be interested in the degree to which due process was available for appeals of such
exclusions. It might also look into the standards themselvts to establish whether
compliance could be reasonably determined. In short, the government-purchase
weopon could turn out to be anothe rcause of excess legalism in the program.
IV. THE LABOR-MARKET OUTLOOK

In the Brookings paper I cited earlier, I made a projection of the likely course
of wage settlements in major union contracts in 1979. For all contracts, my projection was 8-9 percent at an annual rate on a life-of-contract basis, assuming no
guidelines. For the long-term escalated contracts, it appeared that a 10 percent
per annum rate of wage increase could be expected. Thus, for the major union
sector, 1979 wage settlements were destined to look much like those of recent
years. Reasonable projections for nonunion and small union wages suggest a
similar story. Thus, without intervention we would likely remain locked in the
wage/price spiral.
The guidelines provide two avenues by which these estimates might be reduced.
First, the official costing rules indicate that escalator clauses should be costed on
the assumption of 6 percent inflation. Thus, my projections for escalated contracts
would automatically be lowered to reflect this relatively low pace of inflation.
This effect is essentially cosmetic, however, in the absence of any real lowering
of the inflation rate. And, in any case, it would have only a minor effect on the
8-9 percent projection.
The second effect that guidelines could have is more significant. If wage setters
became convinced that the 5.75 percent price target the President mentioned was
actually a reasonable estimate of future inflation, they might forget the recent
past and plan on the basis of 5.75 percent inflation. The effect of this dramatic
expectations change, combined with the minor cosmetic effect, would be to pull
ii A total of 9.4 million people described themselves as "retired" during the third quarter
of 1978. Source: U.S. Department of Labor press release USDL 78-849, October 16, 1978,
Table 3.
12 Mitchell, op. cit.
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down the projections for the major union wage settlements into the 7 percent
range. Thus, the degree to which the 7 percent wage standard is acceptable is
largely a function of how credible the price side of the program appears to
wage setters.
A possible undesirable consequence of the guidelines is a shortening of average
contract duration. Long-term union contracts reduce the frequency of contract
negotiations, thus decreasing the potential for strikes. But when there is a
great deal of uncertainty about the economic outlook and future government
policy, pressure can develop to move to short-term contracts.
union with a
short-term contract (or a wage re-opener clause in a long contract) is positioned
to deal with an unanticipated burst of inflation or a termination of thei guidelines. The phenomenon of contract shortening occurred during Phase II controls
controls and could be repeated in 1979.
Apart from the duration effect, it is unlikely that the guidelines will create
serious dislocations or shortages in the labor market. The experience of the
1971-74 controls program was that dislocations and shortages were largely confined to the product market.13 Employers and employees are often tied together
on a long-term basis and are unlikely to let their relationship be disrupted by
a short-term program. Buyers and sellers of products are typically more loosely
linked. Thus, government tampering with the price mechanism is more likely to
create problems than tampering with wages.
V. CONCLUSIONS
The new program of wage/price guidelines announced by the President could
Improve the inflation situation. If its price goals are made credible, labor
cooperation with the 7 percent wage standard is likely. An important shortcoming
of the program is the tax-rebate scheme which will require elaborate rules and
create administrative headaches, because it is based on certification of individual
employer compliance. Congress can remedy this defect by substituting a general
tax-rebate program contingent only on the rate of inflation. Although the administration has invited such intervention with its tax proposal, I would urge
Congress not to attempt to rewrite the entire program in the guise of tax legislation. The guidelines should be kept as simple as possible and should be aimed
selectively at sectors of the economy which are at the center of the wage/price
spiral.
STATEMENT BY ROBERT F. LANZILLOTTI, PROFESSOR OF ECONOMICS, AND DEAN,
COLLEGE OF BUSINESS ADMINISTRATION, UNIVERSITY OF FLORIDA
Mr. Chairman, members of the Committee, I am honored and pleased to be
invited to testify before this important Committee of the Senate on the recent
disquieting rate of inflation and appropriate national economic policy to deal
with the situation, notably S. 3518.
I share the concern expressed in the bill and by this Committee with the
acceleration of the rate of inflation from below 5% between 1975 and 1976 to
between 7% and 8% in 1978. Likewise, it is clear that business, labor, and the
public also share this concern. Disagreement arises not over the problem of inflation but rather (a) the nature and causes of the persistent inflation, and (b)
what is the appropriate kind of economic policy to deal with the situation. More
specifically, the threshold question raised by the bill is "Can wage-price guidelines (with "soft" or "hard" sanctions) accomplish anything meaningful or
economically sensible in the short- or long-run?"
Based upon my experience as a member of the Price Commission from 1971
to 1973 and my research and that of other economists on the subject, I believe
that wage-price controls (whether in the form of voluntary guidelines, with
sanctions of one sort or another, or straight-out mandatory controls such as in
Phase I and II of the early 19709s) are an economic illusion, or an economic
delusion, or both. Coming from one who participated in an earlier "war on inflation" and who has identified both some redeeming aspects and positive accomplishments of Phase II, that conclusion calls for some explanation.
The logic for Phase II was to provide the policy "cover," or diversion, for
stimulative fiscal and monetary actions to facilitate economic recovery. Although
this strategy contained an obvious economic policy contradiction, the official
13 Daniel J. B. Mitchell and Ross E. Azevedo, "Wage-Price Controls and Labor Market
Distortions" (Los Angeles: Institute of Industrial Relations, U.C.L.A., 1976).
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policy expectation was that if a controls program could even temporarily calm
public anxiety and thus alter inflationary "expectations," while economic output
increased, a firm base could be established for employment gains with further
endogenous stimulus to business activity.
Also, there are significant differences between the economic situation
today
and that existing in the summer of 1971. The freeze of August, 1971 and Phase II
are regarded as a "successful" controls effort largely because the program was
launched at a time when the economy was recovering from a recession, with
considerable underutilized capacity, strong competitive influences characteristic
of that stage of the cycle, and prospects for high productivity gains. The sympathetic interest expressed by labor, management, and the public generally also
provided a very hospitable climate for the creation of a stabilization or antiinflation "ethic."
For reasons documented elsewhere, this scenario unfolded close to plan, producing a number of legacies and some myths about the efficacy of a wage-price
controls program. One troublesome legacy of Phase II is the interpretation that
the controls could and did serve as a surrogate for responsible monetary and
fiscal policy, rather than the stop-gap role described previously. Most important,
although the inflation rate declined, fundamental economic policies were not
reordered to insure long-run stabilization.
Monetary and fiscal stimulus in 1972, re-inforced by the well-known shocks
produced by crop failures and the quadrupling of oil prices, drove the inflation
rate into double digits. When that surge subsided to a rate of around 5 percent in
1976, the U.S. again had an excellent opportunity to bring the inflation under
control, but monetary and fiscal actions became stimulative, essentially abandoning anti-inflation policy requirements. In short, the high growth rate of monetary
expansion and continued large federal deficits are the fundamental causes of the
high embedded rate of inflation that persists today.
To be sure, as Senator Stevenson indicated in introducing S. 3518, other
forces have exacerbated the inflation: e.g., (a) the decline in national productivity; (b) the cost of compliance with government-mandated regulations; (c)
increases in social security taxes and in the minimum wage rate; (d) the
vagaries of climatic and cyclical influences on food costs; and (e) the depreciation of the dollar Vi8 a vis the German Mark, the Japanese Yen, and the Swiss
Franc.
These developments have had significant influence on the rate of inflation—
no doubt about it. The Congress could reduce some of the damage by rolling
back the social security tax hike, eliminating federal excise taxes, reform of
the 1977-78 farm programs, and further deregulation of transportation following the airlines pattern. All told these measures could potentially lower the
current inflation on a "one-shot" basis by 2 to 3 pecentage points. More important, unburdening industry and the economy from various cost-increasing programs would be salutary and stimulative to economic activity.
My principal recommendation, therefore, is that you not steer the economy
further toward the controls corridor or other stop-gap measures. and instead
work on more permanent solutions to the inflation problem. In the event that you
disregard this wise counsel and persist in tilting national policy toward controls,
corridor or other stop-gap measures, and instead work on more permanent
solutions to the inflation problem. In the event that you disregard this wise
counsel and persist in tilting national policy toward controls, I have a few
comments about S. 3518 proper for your consideration.
The basic premise of the "Inflation Review Board Act of 1978" is that the
Council on Wage and Price Stability (CWPS) "lacks the necessary independence, authority, and resources to accomplish in an objective, timely, and effective manner the purposes for which it was created—to identify the ca uses of
inflation, to expose private and governmental inflationary behavior to public
scrutiny, and to temper irresponsible wage and price decisions."
In consequence, the major provisions of the Act are to amend the Wage and
Price Stability Act and to strengthen CWPS by making it a new independent
agency, the Inflation Review Board (IRB) and giving IRB:
(1) Authority to enforce a price and wage prenotification requirement on large
firms and collective bargaining agreements covering 5,000 or more employees;
(2) Authority to delay such increases for a period of 45 days;
(3) Authority to request the Attorney General of the U.S. to enjoin certain
proscribed actions;
(4) Authority to recommend to the President appropriate governmental actions
to counter inflation, including the establishment of comprehensive or sectoral
voluntary guidelines for wage and price increases.
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This bill is offered as a voluntary program, but much like the package presented
on October 24 by President Carter it seems to be laced with some tough authority
and sanctions that are tantamount to direct chntrols. Such requirements as "compliance certification," "prenotification," and implied threats of diverting government purchases through "limiting government procurement" to certain firms,
does not indicate a "voluntary" program.
It reminds one of a classic cartoon in which a worried mother is admonishing
a daughter to eat her broccoli, to which the youngster snaps: "I still
say it looks
like spinach, and I say to hell with it!"
S. 3518 will be directed at large firms and large unions, which was part of the
controls system used in Phase II, that is, "controls for the bigs and sermons for
the smalls"—a not altogether unattractive nor impractical approach, given
popular perceptions of inflationary processes and ease of administration due to
the large number of "smalls" and small number of "bigs."
The contention that inflationary movements begin with or are propelled
by
large firms has been studied by economists for several decades
remains unsettled. It is probably true that manufacturing pricesand the issue
in recessions
respond rather weakly to changes in demand and strongly to changes
in costs.
Does this mean that large firms in concentrated industries demonstra
te a
different pattern or timing of price response? Yes, some firms and industries
tend to "lag" other industries in the timing of price increases, despite increases
in demand. Hence, at times "concentrated" industries evidence
of "catching-up"
pattern from cost increases in the latter stages of an upswing.
Does it reflect some discretion? Of course.
Does this kind of behavior "cause" or "trigger" inflationary movements
?
I doubt it.
Can such behavior aggravate the inflation problem? It mostly affects public
perceptions about inflation, and can influence expectations about inflation,
particularly if high-level public officials single out certain companies
or unions as
behaving irresponsibly.
My point here is that it is incorrect economically, and misleading
to suggest
that inflation control is a problem of how to come to terms with
"greedy" businessmen and "irresponsible" labor unions. Given the pernicious inflation
of
the past decade, all private groups understandably have sought to
protect their
own interests, by workers seeking compensatory wage increases
and businesses
attempting to recover costs. The truth of the matter is that there are
no
to be found in the recent and current inflation. And for that matter, villains
no heroes
either.

The experience of most western industrialized countries with wage
"compacts."
guidelines, or formal controls, has been to utilize such actions for a
limited period
then to discard them as unworkable, counterproductive, or worse. I
believe this
is largely because wage-price restraints (1) initially must come
to terms with
the fact that going into controls not all prices and wages are in equilibriu
m with
one another, requiring arbitrary "equity judgments', and (2) such programs
must live with a combination of unsupportable economic contradict
ions with
which controls officials are expected to deal in a consistent and
equitable
manner. In time, these contradictions and almost inevitable capricious
effects
bring about the demise of such programs, only to have their tantalizing appeal
reappears as today.
The troublesome question any "incomes policy" attempts to answer--whether
it is President Carter's Anti-Inflation Program or S. 3518—is "Who is going
to
bear the costs of Inflation?" The President's new program proposes to deal with
the problem by (a) specific wage-price standards, (b) exemption of wage agreements signed prior to October 24, 1978 and workers earning less than $4.00 per
hour, and (c) enacting a "real wage insurance" program limited to those earning
less than $10,000, or some other arbitrary figure. These actions illustrate that
"equity" decisions inevitably get mixed up with how the cost of inflation is going
to be distriubted among different groups. Over time, of course, such actions involve a redistribution of Income.
In summary, the best course for durable and sustainable economic stabilization
is no through wage-price controls, but through a determined and well-articulated
policy to lower U.S. monetary growth. This constitutes the essential centerpiece
of an effective stabilization policy. Disinflation of the U.S. economy will ultimately
occur—whether through courageous positive fisr.al-monetary actions, or as a
consequence of economic slowdown or collapse. The preferred policy entails
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Ni ay you
definite short-run costs, but over the longer term it is the least costly
can help bring inflation under control.
BOARD OF GOVERNORS OF THE
FEDERAL RESERVE SYSTEM,
Washington, D.C., November 2,1978.
Hon. WILLIAM PROXMIRE,
Chairman, Committee on Banking, Housing and Urban Affairs, U.S. Senate,
Washington, D.C.
to
DEAR CHAIRMAN PROXMIRE: Thank you for providing me the opportunity
recently
comment on the implications for monetary policy of the President's
announced anti-inflation program.
The economy has been suffering from a severe inflation. This has created substantial hardships for many Americans, and it has contributed greatly to the
in
decline of the value of the dollar on foreign exchange markets. With slack
labor and industrial markets noticeably diminished and a heavy schedule of
collective bargaining next year, upward price pressures in the months ahead will
continue to be strong. In order to avoid significant disruption of economic expansion, it is essential that public policy be directed toward restraint of inflationary forces.
The Federal Reserve has been pursuing policies intended to foster monetary
and financial conditions that would resist inflationary pressures while encouraging continued moderate economic growth. But there are limitations on how much
monetary policy can be expected to accomplish by itself. In an environment of
sizable Federal budgetary deficits, Government-initiated cost increases, and a
spiral of wages and prices, reliance on monetary policy alone to slow the pace
of inflation unduly risks financial dislocations, with consequent adverse impacts
on economic activity.
The wage-price elements of the President's program can contribute to moderation of inflationary pressures, but their success depends critically on controlling
and reducing Federal deficits and on continuation of a responsible monetary
policy designed to restrain growth in money and credit. With such sound fiscal
and monetary policies, the prospects of business and labor support for the President's program will be greatly enhanced. The wage-price program sets realistic
standards for constructive action on the part of labor and management, and
provides an opportunity to break out of the destructive pattern of wages chasing
prices and prices chasing wages. At the same time, the President's commitment
to regulatory reform is also encouraging, for it points the way toward an enhancement of price competition and a reduction in needless costly programs.
Congress can do much to reinforce the President's efforts. It has already this
year made important progress in cutting back the size of the Federal deficit for
fiscal year 1979 from what had earlier been considered. It can contribute further
by supporting the President in his announced intention of achieving a further
curtailment of Federal spending. In addition, it can reconsider the scheduled
increases in the Federal minimum wage and in social security taxes, which
otherwise will give a substantial—but avoidable—impetus to inflation in the
year ahead.
The Administration's anti-inflation program has been further fortified by recent joint actions of the Treasury and Federal Reserve, including an increase
in reserve requirements on large-denomination time deposits, a one percentage
point increase in the discount rate, and the mobilization of $30 billion in key
foreign currencies to help strengthen the dollar in exchange markets. The sharp
decline in long-term interest rates and the rise in the external value of the
dollar following announcement of the program have been most heartening and
indicate that progress is being made in bolstering confidence.
I shall be discussing with the Senate Banking Committee in the near future
the Federal Reserve's plans for monetary policy in the year ahead, including
expected rates of monetary expansion. I would note at this juncture, however,
that the basic objectives of policy remain unchanged—that is, the System will
continue to seek a gradual reduction in inflation against a backdrop of sustainable economic expansion.
Sincerely,
G. WILLIAM MILLER,
Chairman.
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FACT BOOK: WAGE AND PRICE STANDARDS
PREFACE
The purpose of this fact book is to provide guidance for
business, labor groups, and other interested parties
regarding the President's anti-inflation program, announced
October 24, 1978.
The fact book contains:
o

the Administration's White Paper
! page 1

o

a detailed descripti.on of the wage/price
standards, page 20

o

examples of the methods of calculating
rates of change of wages and prices, page 30 and

o

answers to some of the most frequently
asked questions about the standards, page 42.

Council on Wage and Price Stability
October 31, 1978
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the Administration's White Paper, page 1

o

a detailed description of the wage/price
standards, page 20

o

examples of the methods of calculating
rates of change of wages and prices, page 30 and

o

answers to some of the most frequently
asked questions about the standards, page 42.

•
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I. INTRODUCTION
As-

•

Over the past three years our economy has made great strides
in recovering from the severe recession of 1974-75. Since
early 1975, the rate of unemployment has been reduced from
almost 9 percent to 6 percent. More than 10 million new jobs
have been created -- 6 million of them during the first year
and a half of this Administration. The nation's physical
output has expanded by almost 20 percent and the real (inflation adjusted) after-tax incomes of consumers have risen by
more than 15 percent.
We have made no progress, however, in solving the problem of
inflation. As a result, inflation now ranks as our nation's
most serious economic problem. The economic gains we have made
can be extended, and the benefits of a fuller prosperity more
widely shared, only if inflation is reduced.
The current inflation began many years ago -- in the middle
1960s. For more than a decade, American consumers, businesses,
and workers have been suffering the consequences of an inflation
that has averaged over 6 percent a year.
During the first two and a half years of the current economic
recovery -- from early 1975 to the fall of 1977 -- the longterm inflation trend did not improve, but neither did it worsen.
Late last year, however, prices and costs began to move up more
rapidly. Thus far in 1978, consumer prices have risen at an
annual rate of almost 10 percent -- a rate of inflation that
would cut the real value of accumulated savings in half in
little more than 7 years.
Some of this acceleration of the inflation rate was accounted
for by special factors. Food prices soared as a result of
abnormally cold winter weather and limited supplies of meat
that resulted from a prolonged decline in the size of cattle
herds. Depreciation of the dollar also added to inflation
pressures by boosting the prices of imports and encouraging
American manufacturers of competing goods to raise the prices
of their products. Sharply rising mortgage financing costs in
1978 added an additional element to inflation.
The recent worsening of the inflation problem, however, cannot
be ascribed solely to these factors; other price and cost
measures also indicate acceleration. Within the domestic nonfarm sector, for example, prices are rising at a rate near 8
percent annually. Nonfood raw material prices are rising at
double-digit rates. Unit labor costs have accelerated -- as
wage rates have been moving up more rapidly, while productivity
growth has weakened. Excessive wage increases were not the
cause of the current inflation, but wage moderation is an
essential part of the cure.
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The present inflation is imposing severe hardships on many
Americans whose incomes do not rise in step with higher prices.
Those who suffer the most -- the poor and the elderly -- can
least afford to bear the harsh burden imposed by rapid price
escalation.
More importantly, the current inflation theatens the prospects
for continued economic expansion. Inflation undermines consumer
confidence, drives up interest rates, weakens the value of the
dollar in exchange markets, reduces the future purchasing power
of savers, and upsets business plans for investing in the new
plant and equipment needed to foster healthy economic expansion.
Inflation has several causes. Reducing inflation, therefore,
requires that we deal, not just with one, but with several
problems:
o

Since the economy has come far in its recovery
from recession, monetary and fiscal policies must
now guard against the emergence of excessive demands
and economic overheating that inevitably lead to
accelerating inflation.

o

Legislative and regulatory actions to achieve social
objectives must be carefully screened to minimize
the effects on costs and prices.

o

Ways must be found to break the momentum of selfperpetuating price and wage increases that has
become so deeply entrenched in the private sector
after ten years of inflation.

A balanced program must address all three of these problems.
Trying to attack inflation by concentrating on any one alone
would lead to policies that were either ineffective or damaging
to our economy. In the first instance, relying solely on highly
restrictive monetary and fiscal policies to reduce inflation,
given its strong momentum, would lead to recession. On the other
hand, voluntary measures to break the momentum would not be
effective in an exuberant economy, unrestrained by responsible
fiscal and monetary policy.
Mandatory wage and price controls represent an extreme approach
that creates serious inequities and inefficiencies. They should
only be used in periods of national emergency. Our experience
with controls in the early 1970s is replete with examples of
economic distortions and is illustrative of how mandatory controls soon sow the seeds of their own destruction.

4t-
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A Strengthened Anti-Inflation Program
Earlier this year, the President outlined the framework of a
voluntary program that required the cooperation of government,
business, and labor. This program was designed to break the
momentum of wage/price increases in the private sector and to
reduce government's contribution to inflation. Simultaneously,
the Federal budget deficit for fiscal 1979 was reduced by some
$20 billion. These efforts have not been enough; stronger
measures are required. Thus, the President has now acted:
o

to intensify the anti-inflation efforts of government by
adopting a stringent budget policy that will
create an overall climate in which the inflationary process can unwind,
establishing procedures that minimize the
inflationary impact of government regulations,
and
indicating his intention to veto legislative
measures and other actions of government that
provide benefits to narrow special-interest
groups;

o

to break the upward spiral of costs and prices by
enunciating explicit numerical standards for
noninflationary wage and price increases, and
making clear his intention to use his administrative powers to support adherence to those
standards in individual situations.

Success in controlling inflation would strengthen the confidence
of consumers and businesses and improve conditions in financial
markets. Rising interest rates have always accompanied worsening
inflation. High interest rates threaten to price young families
out of the housing market. They also add to the costs that
businesses confront when they borrow to expand.
The burden of controlling inflation should not be left to
monetary policy alone, which can only deal with the problem
through tight restrictions on money and credit.
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The President's new proposals for dealing with inflation constitute a balanced and concerted program under which tight
budget restraint, private wage and price moderation, and
responsible monetary policy support each other.
As the Executive Branch, Congress, and the private sector,
working together, show sacrifice and restraint and we begin
to make progress in reducing inflation, we should expect lower
interest rates for consumers and businesses alike.
With cooperation, this program will succeed in reversing the
inflation trend without resorting to another recession or to
controls. But success will require a willingness to give the
highest priority with the inflation problem.
II.

ACTIONS BY THE FEDERAL GOVERNMENT

A strong contribution by government is vital to any effective
effort to reduce inflation. No program will work unless the
Federal budget' promotes a proper balance between supply and
demand in the economy. Government must also keep to a minimum
those actions that directly increase private costs and prices
-- actions that include regulations that add unnecessarily to
costs and prices, increased payroll taxes, and expensive favors
for special-interest groups.
Budgetary Policy
Given the substantial progress that has been made in reducing
unemployment and the persistence of rising prices, the emphasis
in budgetary policy has already shifted toward fighting inflation. That emphasis must now be further strengthened.
The Federal Government must pursue a stringent budgetary policy
with respect both to spending and to the budget deficit. The
growth of spending must be strictly limited. As moderate and
sustainable economic growth continues, the budget deficit must
be reduced and eliminated. Business and labor must be convinced
that excessive demands will not be created by the government's
overall economic policies. Only under these circumstances will
it be possible for inflationary pressures to unwind gradually.
To achieve this objective, it is neither necessary nor desirable
to pursue a budgetary policy that seeks to wring inflation out
of the economic system by raising Unemployment. Attempting to
reduce inflation by throwing millions of people out of work and
idling a significant proportion of our plant facilities would
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be inequitable and intolerably costly. But, the achievement
of further overall reductions in unemployment will require that
we show progress in reducing the rate of inflation.
In fiscal 1976, Federal expenditures represented 22.5 percent
of the nation's GNP and the deficit was $66 billion. Since
then, the size of the deficit has been reduced substantially.
In fiscal 1979, the deficit in the Federal budget will be less
than $40 billion. Next January, the Administration will submit
its budget for fiscal 1980 -- the year beginning October 1,
1979. In the context of an overall economy growing at a moderate
rate, the President has set targets for planning the 1980 budget
under which
o

the share of total spending in GNP would be
reduced to about 21 percent of GNP -- a goal
originally scheduled to be reached a year later
-- and

o

the'1980 Federal budget deficit would be reduced
to less than half the level of 1976.

In order to contribute to these goals, the President has imposed
severe limits on hiring of Federal employees for an indefinite
period. Effective immediately, Federal agencies may fill only
one out of two vacancies as they occur. This step will reduce
the number of Federal employees budgeted for this fiscal year
by about 20,000. In July, the President announced a 5.5 percent
limitation on Federal employee pay raises and a freeze on Federal
executive pay levels.
Regulatory Policy
During the last decade we have expanded our efforts to protect
the environment and the health and safety of workers and consumers. These goals are central to our welfare. But they are
not free. Regulations designed to achieve these goals add to
costs and hence to consumer prices. We must not abandon our
regulatory goals, but we must attain them without imposing
unnecessary burdens.
It is vital that equal attention be paid to decisions that
impose costs on the public through raising private sector prices
as to those that involve the expenditure of funds through the
budget.

With this principle in mind, the President has stated his intention personally to exercise his authority, as necessary, to ensure
that the regulatory process is balanced and well managed, and
that specific regulations with large economic impacts achieve
their statutory goals at minimum economic cost and regulatory
burden.
The effort to reform the regulatory process has been underway
since 1977. The regulatory agencies now prepare analyses of
all of their proposed major new regulations. These analyses
must identify the benefits and the costs of the proposed regulation and examine the implications of alternatives. A regulatory
analysis review group has been established to review the most
important of these proposals.
To strengthen further the government's effort to improve the
regulatory process, the President has taken the following
additional steps:
o

The President has directed the formation of a
Regulatory Council. The Council would comprise
all Executive Branch departments and agencies
with significant regulatory responsibilities.
It would have the important task of coordinating
duplicative or overlapping regulations.

o

Most important, the Regulatory Council would
develop a unified calendar of major regulations.
The calendar would provide for the first time
a comprehensive list of regulations the Federal
Government is proposing, together with information
on their cost, their objectives, and why they must
be issued.

o

He has directed each regulatory agency in the
Executive Branch to include in its "sunset"
reviews of existing regulations at least one
set of regulations that has a major economic
impact.

Progress also has been made in reducing the costs of existing
economic regulations. In the past year, the Civil Aeronautics
Board relaxed rules that controlled airline fares and allowed
increased competition. The results have been lower air fares
and record air passenger travel. The air deregulation bill
just passed in Congress is the first major deregulation effort
in recent history. It will extend these benefits and make them

.:
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permanent. Next year, the Administration plans to work with
Congress to reduce regulation in other areas, such as surface
transportation.
Other Actions
At a time when inflation is the number-one economic problem,
it is especially important that the pressure of individual
groups that seek government measures to protect them against
domestic and international competition be resisted.
Another way of helping to reduce inflation is to slow and reverse
the inflationary impact of actions by State and local governments.
In August, the President asked the leaders of the State and
local government associations (governors, mayors, state legislators, county officials) to work with his staff and other
appropriate offices to identify specific anti-inflation actions
appropriate to those levels of government.
All of the associations have agreed to participate in this
effort. Staff groups are now working on an agenda of actions
that can be taken at the State and local level to deal with
the problems of spiraling health costs, unnecessary costs
associated with State regulation, the need to improve State
and local government productivity, and the inflationary impact
of Federal policies on State and local governments. The result
will be specific initiatives that each State and local jurisdiction can consider taking within its own constitutional and
legal authority.
III.

PRIVATE SECTOR ACTIONS

Government must take the lead in the effort to slow inflation.
Actions by government alone, however, will not suffice. A
successful campaign to break the continuing cycle by which wage
and price increases feed upon one another will require restraint
on the part of everyone. A voluntary approach to achieve this
goal must reflect several basic principles:
It must be equitable.
A successful effort will require self-restraint
by everyone. No one group should be asked to
shoulder all of the burden. The program should
be designed to protect workers from the eroding
effects of inflation and to assure that all
groups share in the growth of income.

224
o

It must establish clear and explicit standard
s for
both wage and price behavior.
If individual businesses and workers do not
clearly perceive the way in which they can
contribute to the fight against inflation,
they are unlikely to do so. And if the
government is to undertake countermeasures
against inflationary behavior, that behavior
must be clearly defined.

o

It must instill confidence that others will
participate.
In order to encourage widespread cooperation,
the government must play an active part. Few
groups can be expected to cooperate if they
have no confidence that others will do the
same. The government must set its own house
in order; and it must take measures to encourage
individual decision makers in the private sector
to do likewise.

The anti-inflation program announced by the Presiden
t at the
beginning of 1978 called for moderation in everyone
's price
and wage increases. The program adopted a standard
of deceleration for the price and wage increases of individu
al industries
and employee groups. Thus, each industry was asked
to hold its
price and wage increases during 1978 below the
average of the
prior two years.
Although many individuals and groups did make a major
effort to
cooperate, others did not. The program was struck a
severe
blow when adverse weather conditions and a severe shortage
of
meat supplies led to huge increases in food prices.
It is
particularly difficult to ask workers to moderate their
wage
demands when food prices -- constituting about one-fifth
of the
typical family budget -- are increasing at a doubledigit annual
rate. And, in turn, continued increases in labor
costs make it
difficult to achieve a deceleration of industri
al price increases.
Yet, the need for strohg efforts to moderate inflatio
n has
become even more urgent. More potent actions are required
if
we are to break the momentum of wage and price increase
s in
the private sector.
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A.

Price/Wage Standards for 1979

The President has asked for a stronger effort by the private
sector to be achieved by (1) instituting an explicit numerical
standard for wage and fringe-benefit increases; (2) specifying
a price deceleration standard for individual firms in a fashion
that is consistent with the limitation on wage increases; (3)
expanding the government's efforts to monitor inflation trends
and to identify sectors of the economy where the standards are
being exceeded; and (4) instituting specific government measures
to encourage compliance with the standards.
It is essential that these more explicit standards for private
wage and price decisions retain the flexibility required for
equity and economic efficiency. The following standards,
promulgated by the President, accomplish that objective:
1.

Wage Standards

Annual increases in wages and private fringe-benefit payments
should not exceed 7 percent. This standard is achievable and
consistent with protecting the real incomes of workers against
inflation.
In new collective bargaining situations, a contract in which
wage and fringe-benefit increases average no more than 7 percent
annually over the life of the contract will be consistent with
the pay standard. However, no more than an 8-percent pay increase should be included within the first year of a multi-year
contract.
In evaluating the consistency of new contracts with the pay
standard, provisions for cost-of-living increases will be costed
out on the assumption of a 6 percent annual rate of price
a
inflation over the duration of the contract period. Thus,
100 percent cost-of-living adjustment, which fully protects
workers against losses in real income due to inflation, fits
within the wage standard. Therefore, the standard leaves room
for complete flexibility in the allocation of the pay increase
between wage and fringe benefits and between fixed increases
and cost-of-living adjustments.
Formal wage agreements signed prior to announcement of the
program will not be subject to the pay standard.
For employee groups not covered by collective bargaining
agreements, the pay limitation applies to the annual increase
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in average hourly private compensation. The period of measurement extends from the firm's fiscal quarter ending prior
to
announcement of the program to the corresponding quarter
of
1979. Compensation excludes overtime pay and governmentmandated labor costs, such as increased employer payroll
taxes.
In the interest of equity or improved productivity,
some
exemptions from the pay limitation are allowed. First,
workers
who earn an hourly wage below $4.00 are excluded from
the program. Second, wage increases in excess of the standard are
acceptable if they reflect explicit changes in work rules
and
practices that result in demonstrable improvements in
productivity of equal or greater value. Third, wage increases
above
the standard are justifiable if required in order to maintain
a close historical tandem relationship to another employee
group
whose wage adjustment occurred prior to announcement
of the
program.
Within an individual company, each of the following groups would
be expected to satisfy the wage standard: (1) individual employee
groups covered by major collective bargaining agreements; (2)
other nonmanagement personnel; and (3) management personnel.
This categorization is required in order to take account of
the differing institutional arrangements for setting wage rates
and in order to prevent an inequitable distribution of the wage
moderation.
These standards apply to all nonfederal employees. The President
has already taken actions, consistent with this standard, that
limit the Federal employee pay increase to 5.5 percent.
2.

Price Standards

A single standard for individual firms' price increases would
be impractical. A target for an economy-wide rate of inflation
cannot be translated into a uniform target for each industry.
While wage increases tend to be roughly uniform among various
labor groups during periods of stable economic growth, rates of
price increase vary considerably from industry to industry,
partly because of the marked variability of productivity growth
across industries.
It is equally important to avoid a price standard based upon
a simple passthrough of costs. This type ,A rule can have
debilitating effects on incentives to improve efficiency.
Moreover, it raises complex administrative issues for any
monitoring effort. But the standard for prices must be as
explicit as that for wages.
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The price standard requires that individual firms limit their
cumulative price increases over the next year to one half of a
k3ercentage point below the firm's average annual rate of price
increase during 1976-77.
The 1976-77 period has been selected as being representative of
basic underlying cost and productivity trends in individual
industries. Some industries experienced abnormally high rates
of price increase during that period. These extremes are taken
into account by limiting the price increase for an individual
firm to be no more than 9.5 percent.
Furthermore, if hourly wage rate increases within a firm
decelerate by more than one half of a percentage point relative to the 1976-77 rate of increase, the deceleration of
prices should be commensurately tightened to reflect a full
passthrough into prices of the moderation of wage increases.
Firms that cannot meet the deceleration standard because of
uncontrollable cost increases will be required to show that
their before-tax profit margin (on sales) is no higher than the
average of the firm's best two out of three fiscal years ending
prior to October 1, 1978.
These price standards are designed to ensure that wage moderation is matched by price moderation and that prices are not
increased as a means of raising profit margins.
3.

A Program of "Real Wage Insurance"

One of the major obstacles to the success of voluntary wage and
price standards is the fear on the part of each group of workers
that their observance of the wage standard could lead to a
loss of real income if others do not cooperate, or if uncontrollable events like a serious crop shortage occur.
To deal with this very legitimate fear, the President will propose to the Congress in January a program of real wage insurance
for those who observe the wage standard. In broad outline the
program will work as follows:
o

Groups of employees would become eligible for the
program through certification by their employer
that their wage increase over the next year falls
within the 7-percent standard outlined above.
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o

Employers would transmit this information to the
IRS on the W-2 forms of the employees.

o

Members of employee groups that meet the standard
would receive a tax refund if the consumer price
index (CPI) increased by more than 7 percent over
the year.

o

That refund would be equal to the excess of the
CPI increase over 7 percent applied to the employee's wages, up to some reasonable limit.

•

Only members of employee groups that adhere to the
standard would be eligible for the refund.

The details of this legislative proposal will be developed over
the next several months and presented to the Congress early in
the next session.
Widespread observation of the standard should lead to a rate of
inflation below 7 percent. But this is an uncertain world
and there are risks for those who cooperate. By substantially
eliminating those risks, the real wage insurance program will
provide a strong incentive to observe the standards and a major
support for the fight against inflation.
4.

Monitoring Observance of the Standards

The adherence of private-sector firms to the standards will be
monitored by the Council on Wage and Price Stability. The
Council has the statutory authority to obtain, where necessary,
the required information on prices, profits, and wage rates.
It will use that authority to identify publicly areas of the
economy and firms in which compliance to the standards is not
being achieved.
There will be a need to expand the staff of the Council by
about 100 persons. The monitoring effort will, of necessity,
focus principally upon those sectors of the economy dominated
by large firms and employee groups. It is in these industries
where the most discretion exists in wage and price decisions
and where public pressure can most usefully augment the competitive restraints of open markets.
There are four basic facets of the Council's monitoring activities.

a
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First, all of the components of the consumer and producer
indexes published by the government will be monitored in order
the
to identify markets in which prices are rising in excess of
deceleration standards. The Council will identify the major
firms in those industries and seek information to determine
whether or not their actions are consistent with the standards.
Second, the Council will concurrently begin a program to monitor the price and wage actions of about 400 large firms -primarily those with annual sales in excess of $500 million.
This monitoring effort will provide significant coverage of
wage and price trends in the major industrial sectors of the
economy.
Third, although the standards apply to the average price increases of firms rather than price hikes for individual products
or product lines, the Council will conduct investigations to
ascertain the causes of sustained increases in major categories
of the price indexes that exceed an annual rate of 10 percent.
Public reports, identifying the factors responsible for the
increases, will be issued by the Council.
Finally, in addition to the monitoring of wage actions by large
corporations, the Council will follow developments in major
collective bargaining agreements and provide public analyses
of the consistency of these agreements with the wage standard.
5.

Incentives for Compliance

This is a voluntary program. Nevertheless, individuals and
firms cannot be expected to adhere to the suggested limitations
on prices and wages unless they are provided with a reasonable
expectation that others will do the same. Thus, government
must be prepared to support the standErds through its own
actions. In this respect, the AdminiEtration will interpret
wage or price increases above the stardards as an indication
of inflationary conditions in the markets concerned -- shortages,
excessive market power, shelter from competition, etc. -- and
the Administration is prepared to takE those steps within its
power to alleviate such conditions. The range of potential
actions would include the following:
(1)

A reexamination of various restrictions on import
competition in industries in which wage or price
increases are exceeding the standards, and, where
administratively possible, relaxing these barriers
to trade. Many of these restrictions have the

m3-067

- 79 - 16

230
objective of protecting the output and employment
of domestic industries. But they are not intended
to provide an umbrella under which excessive price
and cost increases could be imposed on the American
public.
(2)

A request to the appropriate regulatory agencies
that they, in their decisions on rates and entry,
evaluate the reasonableness of cost-passthrough
and other rate-increase requests in light of the
anti-inflation standards for wage and price behavior.

(3)

An examination of specific markets in which minimum
levels for prices or wages are set by administrative
regulations. Those regulations will be modified if
inflationary pressures and nonobservance of the
standards are evident.

(4)

The circumstances surrounding specific inflationary
situations will be brought to the public's attention
through public hearings and reports of the Council
on Wage and Price Stability. The public can help
by redirecting their purchases away from those markets where inflationary pressures are evident.

In effect, increases in excess of the standards will trigger
a consideration of government policies and programs that affect
the specific market in which the excessive increase takes place.
Most of the actions outlined above can be adopted administratively
(i.e., no legislation is required). In other cases, the
Administration will be prepared to provide the Congress with
specific legislative proposals if necessary to change government policies that exacerbate individual inflationary situations.
6.

Government as a Buyer

The Federal government itself is a major purchaser of goods and
services. By channeling its procurement to those firms whose
price and wage decisions meet the standards of noninflationary
behavior, the government, acting as a prudent buyer, can
realize important long-term savings in its procurement budget
and simultaneously take the lead in the fight against inflation.
The Federal Government will limit government procurement activities, insofar as feasible, to firms that observe the wage
and price standards. Beginning in January, for Federal contract
awards in excess of $5 million, supplying firms will be required

P
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to certify that they are in compliance with the wage and price
standards. Those firms who cannot certify that they are complying
with the standards will be ineligible for government contracts.
This program will be administered by the Office of Federal Procurement Policy in OMB. Specific procedures to carry out the policy
will be issued shortly. As the government gains experience in
administering the policy, the $5 million cutoff will be gradually
lowered.
Furthermore, the competitive position of the U.S. in world markets will be sharply improved by a moderation of inflation. Thus,
the Eximbank has been requested to limit, insofar as is feasible
and consistent with the President's export-promotion policy,
the availability of its financing programs to those supplying
companies that observe the wage and price standards.
Beginning in January, 1979, for export transactions in excess
of $5 million, U.S. exporters seeking Eximbank assistance will
be required tq certify that they are observing the wage-and
price standards. This certification will be needed in connection with (1) Foreign Credit Insurance Association short- and
medium-term export credit insurance policies and renewals, (2)
Eximbank commitments (under the medium-term bank guarantee
program) to guarantee export credit obligations purchased by
commercial banks, and (3) commitments issued to U.S. suppliers
in connection with Eximbank loans and financial guarantees.
Specific procedures to carry out this policy will be issued
shortly.
In order to avoid unwarranted interference in the purchasing
decisions of foreign buyers of U.S. products and services,
and to avoid an adverse effect on U.S. exports, the rules for
Eximbank implementation of this policy will have prospective
application only (i.e., no existing commitments will be interrupted) and will apply only to those cases in which Eximbank
support is sought by U.S. companies. Certifications will not
be required when the foreign purchaser applies directly to
Eximbank for financing.
7.

Overall Implications

The deceleration standard for prices can be related to the wage
standard by adding one half of a percentage point to the wage
standard to reflect scheduled increases in legislatively mandated payioll costs, and by deducting 1-3/4 percentage points
for productivity growth. The resulting economy-wide 5-3/4
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percent rate of increase in unit labor costs, with unchanged
markups over costs, would imply an equal rate of economy-wide
price increase. This rate of price increase is 1/2 percentage
point below the 6-1/4 percent average of 1976-77. Thus, the
wage and price standards are consistent with one another.
Yet, even with very widespread observance of the wage and price
standards, the overall rate of cost and price increase in 1979
will probably exceed 5-3/4 percent. Some exceptions to the
strict numerical standards have been adopted to ensure the degree
of flexibility required to avoid gross inequities and inefficiencies. Some competitive markets -- especially farm-product
markets -- could continue to be sources of inflationary pressures.
Widespread compliance with the wage/price standards is likely,
however, to reduce inflation to the range of 6 to 6-1/2 percent
over the next year. This would represent significant progress
over 1978.
In future years, as success is achieved, the wage/price
standards will be lowered. Thus, the nation will achieve
price stability over a period of several years while simultaneously avoiding recession and maintaining real incomes.
B.

Special Problem Sectors

The wage/price standards are designed to serve as guides for
the behavior of decisionmaking agents who have discretionary
power over the prices and wages that they receive. Thus,
standards are not directly relevant to pricing behavior in
those markets in which prices are determined by the impersonal
workings of supply and demand. In particular, the program, as
discussed thus far, does not address inflationary problems in
such highly competitive markets as those for farm products and
many other raw materials. Yet, several of these sectors have
been significant sources of inflation in recent years.
In these and some other markets it will be necessary to supplement the standards with special programs that are tailored to
the unique conditions of each situation. Some examples of
this approach are discussed briefly below.
Food Prices
Over the last decade, food-price increases, at both the retail
and farm levels, have exceeded the rise in other prices by only
a slight margin. However, year-to-year food-price changes have
followed a far more erratic course. In particular, food-price
increases have accounted for a fourth of the inflation in
consumer prices thus far this year.
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products,
The outlook for food-price inflation, except for meat
is generally more favorable for 1979. Prices are not depressed
currently relative to costs in most major food-product categories
and the supply outlook, in the absence of adverse weather conditions, is good. There will continue to be, however, limited
supplies of beef due to previous sharp contractions in herd
sizes.
The monitoring of food prices will concentrate on food prices
both at the raw commodity or farm level and at the retail level.
Farm level prices are a major source of the volatility in retail
food prices. These commodity prices are determined by
competitive-market supply and demand forces. In these markets,
erratic price movements are most often the result of major
supply-side shocks such as weather conditions, disease, and
biological forces. Since these factors, and the resulting
market-price movements, are outside the control of the
individual farming units, the monitoring of these prices will
focus on overall market trends.
Price stability in our agricultural economy is and will continue
to be a cornerstone of Federal policy. The monitoring will
identify sustained upward price movements in particular commodity
markets in excess of the overall inflation rate. Where such
changes are not justified by changes in costs, administrative
actions will be considered to expand supply and moderate price
increases.
At the retail level, individual firms in the processing and
distribution sectors will be expected to adhere to the price
standards with respect to increases in margins. The Department
of Agriculture and the Council on Wage and Price Stability will
cooperate in a joint effort to monitor national trends in
marketing margins. Efforts will be made to ensure that commodity price decreases at the farm level are accurately and
quickly reflected in retail prices and that when farm product
prices rise, there are no more than commensurate increases
in retail food prices.
Housing
The costs of homeownership have risen about as fast as the general
rate of inflation over the last decade. In recent years, however,
these costs have increased much more rapidly than other consumer
prices -- at an average annual rate of 9 percent. In some regions
of the country the increases have been even larger. These rapid
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cost increases reflect a combination of (1) strong demand pressures in those markets that supply materials for homebuilding,
(2) local land-use restrictions that have sharply increased
development costs for new housing, and (3) large increases in
financing charges.
These problems cannot be solved easily by a program of voluntary
price and wage restraint. The most effective way to moderate
the rise in homeownership costs is to bring the general inflation
under control. Success of the anti-inflation program would help
bring down interest rates and dampen speculation in real estate
as a hedge against inflation.
Local land-use planning, important as it is to the preservation
of a healthy and esthetic environment, can be very costly. The
Administration has recently launched a cooperative effort with
State and local governments, one aspect of which will work to
mitigate the inflationary impact of local land-use regulations
without jeopardizing the goals of these planning activities.
Health Care
The health-care sector is of particular importance. Yet a
price standard cannot be easily applied to an industry in
which output is not an easily measured concept. Inflation in
this industry has been a severe and persistent problem. Medicalcare prices have consistently outpaced overall inflation, and
expenditures for medical care constitute a steadily escalating
share of our national output. A decade ago, health-care costs
accounted for 6-1/2 percent of GNP. Now they account for 9
percent.
The health-care industry is not one in which market forces can
be expected to provide an adequate restraint 31 price increases.
The most significant action we can take to reduce inflation in
medical-care costs is to institute direct controls over hospital
costs. Hospital costs are the largest and fastest growing
component of medical-care costs. They have increased between
15 and 20 percent in each of the last three years and now
constitute 40 percent of total health-care costs.
A deceleration of only one half of a percentage point in medicalcare costs is not commensurate with the extreme magnitude of
these recent cost increases. A more appropriate standard for
this industry is a deceleration of at least two percentage points
next year and continued deceleration in future years until the
rate of growth of medical-care expenditures is brought into line
with the rate of growth of the overall Gross National Product.
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The Administration has already taken actions to contain healthcare costs. Measures have been taken to strengthen health
planning and encourage growth in Health Maintenance Organization
programs, which embody incentives to promote cost consciousness
and to keep enrolled members healthy. Within the Medicare and
Medicaid programs, steps have been taken to discourage unnecessary
surgery, to encourage use of generic drugs (which are typically
less costly than brand-name drugs), and to promote greater price
competition for medical equipment and supplies.
These activities and voluntary actions of the medical-care
industry have moderated the rate of medical-care inflation.
The Council on Wage and Price Stability will continue to monitor
inflation in this sector and will assist the industry's own
efforts to contain health-care costs. However, the best way
to make substantial inroads into the persistent medical-care
inflation problem is to enact cost-containment legislation.
Conclusion
upon
The actions th'at the President has announced rely heavily
of the
the balanced use of overall economic policies, exercise
n
administrative powers of government, and voluntary cooperatio
immediately.
of the private sector. They will be implemented
his
However, more must be done. The President has instructed
ary legislaadvisors to analyze and prepare a set of complement
it
when
tive proposals for submission to the 96th Congress
convenes in January.
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THE WAGE/PRICE STANDARDS
In his presentation of the anti-inflation program on
October 24, 1978, the President announced standards for
noninflationary wage and price behavior. He has directed
the Council on Wage and Price Stability to monitor changes
in prices and wages and to identify publicly those firms
and workers who do not abide by the standards.
Identification of an economic unit as noncomplying could
have a substantial economic impact on the members of that
economic entity. To ensure that these identifications are
not arbitrary, the Council is publishing specific, detailed
standards and proposing to adopt them as an appendix to a
new part 705 of the Code of Federal Regulations.
The President has stressed repeatedly the value of simplicity
of government documents and the importance of not placing undue
reporting burdens on the public. This is particularly important
in a voluntary program of this type. Therefore, these standards
are designed to be largely self administered, much like the
income tax system. Companies will determine for themselves
how their own actions can be made to conform with these standards. The Council will not, in general, approve such actions
in advance.
The Council, however, recognizes that there will be a need for
further clarification of the standards. Because of limited
staff, the Council prefers that clarification be coordinated
by trade associations and labor groups. In responding to
questions from these organizations and from individual businesses and persons, the Council will give priority to general
questions of interpretation that have broad applicability.
The Council will be responsible for auditing the actions of
individual companies to determine whether their decisions
conform with the intent of the standards and will take
appropriate action where they do not.
The specific form of the standards presented below is applicable to most industries. In some industries, however, their
application may be modified later to reflect different institutional arrangements. These modifications will, however, be
consistent with the original objectives of the program.
Public comments on these standards are invited.
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§705.1

Authority

The provisions of this part
on Wage and Price Stability
P.L. 94-78, and P.L. 95-121
particularly in furtherance
of that Act.

are promulgated under the Council
Act, P.L. 93-387, as amended by
(12 U.S.C. 1904 note), and
of §2(c), §3(a)(4), and §3(a)(5)

705A Price Standard
705A-1 Price Deceleration Standard. A company satisfies the
price deceleration standard if its program-year rate of price
change is at least 0.5 percentage points less than the base
rate of price change.
(i)

(ii)

The program-year rate of price change is the percentage change in the company average price from
the base quarter to the fourth following quarter
(see the definitions for more detail).
The base rate of price change is the average annual
rate-6T-change-in the company average price from
the last calendar or complete fiscal quarter of
1975 to the same quarter of 1977 (see the definitions
for more detail).

705A-2 Full Pass-through of Pay Deceleration. If the programyear rate of change of the company pay rate falls below the
base rate of change of the company pay rate by more than 0.5
percentage points, additional price deceleration is required
for compliance. In particular, the program-year rate of price
change should be less than the base rate of price change by the
following percentage: 0.5 + [(company pay share) x (rate of
deceleration of the company pay rate minus 0.5)].
705-3 Maximum Increase. If the base rate of price change is
greater than 10.0 percent, compliance requires a program-year
rate of price change of 9.5 percent or less.
705A-4 Profit Margin Standard. A company which does not achieve
the price deceleration standards in 705A-1, 2, and 3 will be
considered to be in compliance if its program-year profit margin
does not exceed its profit margin base. If product lines excluded
under parts 705A-6(i)(1) and 705A-6(i)(3) account for more than
75 percent of program-year dollar sales volume and there is no
reasonable accounting method capable of establishing a separate
profit margin for the nonexcluded product lines, the company is
excepted from the preceeding profit margin criterion for compliance.

705A-5 Six-month Standard for Price Increases. During the
first half of the program year, increases in the company average
price should be limited to no more than 50 percent of the
allowable program-year price increase. However, companies
need not comply with this six-month limit if they can demonstrate that their actions are consistent with adherence to the
profit margin standard and either reflect seasonal variations
in business operations or reflect their historical business
practice or reflect unusual business conditions.
705A-6

Exclusions from Company Average Price Calculations.
(i)

(ii)

(iii)

705A-7

Raw Material and Auction-type Markets. Prices
that are not typically set at the level of the
individual company are excluded from company
average price calculations. These prices will
be monitored on an overall market basis. This
exclusion applies to three categories of prices:
(1)

prices of agricultural and industrial
raw materials (including crude petroleum
and natural gas),

(2)

interest rates, and

(3)

prices of commodities whose historical
price changes can be shown to have been
closely tied to price movements in an
organized open exchange market.

Prices of imported goods at the time of first
sale in the United States, prices charged in
foreign sales or leases, and prices of product
lines exchanged in other than open arms length
transactions are excluded from company average
price calculations.
Prices of new or discontinued product lines and
custom product lines are excluded from the
company average price calculations.

Alternative Methods of Accounting.

(a) Companies may use alternative methods of accounting which
are consistent with the objectives of these standards.
For example, companies may:
(i)

sample prices within product lines (using
generally accepted statistical procedures);
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(ii)
(iii)

rely upon list prices where price discounting
practices are not volatile;
measure prices at the end of calendar (or fiscal)
quarters where prices are not frequently changed.

(b) The Council on Wage and Price Stability may request, for
the purpose of determining whether a company is in compliance
with these standards, that a company change one or more of its
procedures if the Council determines that the company's method
of measurement does not properly reflect the annual rates of
price increase or profit margins.
705A-8 Insufficient Product Coverage. Any company that cannot
compute a rate of price change representing more than 75 percent of its dollar sales volume during the base quarter should
comply with the conditions of the profit margin standard. For
purposes of calculating this percentage of sales volume, dollar
sales volume should exclude revenues from product lines covered
under §705A-6(i) and (ii).
705A-9 Undue Hardship or Gross Inequities. The Council on Wage
and Price Stability may except a company from the application
of the price standard, make adjustments to the base rate of price
change, or alter application of the profit-margin standard to
avoid extreme situations of hardship or gross inequity.
705B Pay Standard
705B-1 Employee Units. For the purpose of establishing compliance with the pay standard, a company must identify three
types of employee units:
(i)

each group of the company's employees subject to
a particular collective bargaining agreement to
which the company is a party will constitute a
separate employee unit;

(ii)

all management employees (not under a collective
bargaining agreement) will constitute a single
employee unit; and

(iii)

all other employees will constitute a single
employee unit.

A company need not identify separately collective-bargaining
units accounting for less than 5.0 percent of its employees.
However, if a collective-bargaining unit is not separately
identified, the workers must be included in the "all other
employees" category.
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705B-2

Pay Standard for Collective Bargaining Agreements.
(i)

A company complies with the pay standard if the
annual rate of pay-rate change over the life of
each collective-bargaining agreement negotiated
during the program year is no greater than 7.0
percent. This compliance criterion is computed
by the following formula:

-

100 - 7.0

where
WT = the pay rate at the end of the period covered
by the new contract,
Wo = the pay rate in effect at the expiration of
the period covered by the previous contract,
and
= the length of the period covered by the new
contract (in years or fraction thereof).
(ii)

In addition, the first-year increase of a contract
for which the duration extends beyond twelve months
must be no greater than 8.0 percent.

(iii)

For purposes of determining whether the annual rate
of pay-rate change is consistent with the pay
standard, formulae for cost-of-living adjustments
should be computed on the assumption of a 6-percent
annual rate of inflation in the Consumer Price
Index over the life of the contract.

(iv)

(v)

(vi)

The cost of private fringe benefit programs should
be evaluated in terms of employer contribution
rates.
Pay-rate increases dictated by agreements signed
prior to October 24, 1978, are exempted from
the pay standard.
A contract that includes a provision for a future
reopening will be assumed to be terminating on
that date.
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of Types (ii) and (iii).
705B-3 Pay Standard for Employee Units
d if the pay rate for
A company complies with the pay standar
and (iii) in each
each of the employee units of types (ii)
the base-quarter
quarter of the program year does not exceed
7.0 percent.
pay rate of the employee unit by more than
$4.00 or less per
705B-4 Low-Wage Exemption. Employees earning
1978, must be
1,
October
on
wages
hourly
hour in straight-time
ate computations.
excluded from each employee unit in making pay-r
changes in one em705B-5 Tandem Pay Rate Changes. Pay-rate
to pay-rate changes
linked
ly
regular
been
have
that
unit
ployee
pay-rate increase
the
if
d
exempte
are
unit
e
employe
in another
24, 1978.
October
to
prior
unit
latter
the
to
granted
was
. In order to
Employee units need not be in the same company
demonstrate that
establish such a linkage, the parties must
e units have been
the past pay-rate increases of the two employe
Companies with
equal in value and directly related in timing.
notify the Council
annual sales in excess of $500 million should
ning compliance.
when they employ this exemption in determi
ivity-Improving
705B-6 Pay-Rate Increases Traded for Product
that part of a
Work-Rule Changes. In determining compliance,
in contractual
pay-rate change that is in return for changes
ivity will be
work-rules and practices that alter product
to comply in
deducted from the pay-rate change. In order
cost reductions
this manner, it must be demonstrated that the
to or greater than
generated by the work-rule change are equal
standard.
the excess of the pay-rate change over the pay
The Council on
705B-7 Undue Hardship or Gross Inequities.
on from the
Wage and Price Stability may grant an excepti
appropriate
application of the pay standard or may make
situations of
adjustments in the standard to avoid extreme
hardship or gross inequity.
705C

Definitions (Alphabetical Order)

pay computations
Base quarter. The base quarter for price and
e fiscal quarter
means either (1) the company's last complet
quarter July 1,
prior to October 1, 1978, or (2) the calendar
1978 to September 30, 1978.
arter pay
Base quarter pay rate. An employee unit's base-qu
in this appendix)
rate is deterried by dividing pay (as defined
number of
to the employee unit during the base quarter by the
.
straight-time employee hours worked during that quarter
Base rate of change of the company pay rate (for determining
price-ae-C'elertiIiOn-under 705A-2). The base rate of change
of the company pay rate is the annual rate of change in the
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company pay rate over the two-year period, 1976-77, and is
computed by the following formula:
G =[

W77
W75

-1 ]

x 100

where
G = the base rate of change of the company pay rate,
W77 = the company pay rate in the last complete fiscal
or calendar quarter of calendar-year 1977,
W75 = the company pay rate in the last complete fiscal
or calendar quarter of calendar-year 1975.
The choice of fiscal or calendar quarters must be consistent
throughout the company's computations.
Base rate of price change. The base rate of price change is
the annual rate of price change over the two-year period,
1976-77, and is computed using the following formula:

where
g=
P 77 =
P75 =

g =[

P77
P75

-1

]

x 100

the base rate of price change,
the company average price in the last complete
fiscal or calendar quarter of calendar-year
1977, and
the company average price in the last complete
fiscal or calendar quarter of calendar-year 1975.

The choice of fiscal or calendar quarters must be consistent
throughout the company's calculations.
Company. The term "company" means any person, sole proprietorship, partnership, corporation, association, joint venture,
estate, trust, or any other entity however organized (but does
not include Federal, State, or local governmental entities).
The term "company" shall include such other entities, including
operating divisions, that are effectively controlled, either
directly or indirectly, through ownership by the company. The
term "company" only applies to an entity's domestic business
operations. One or more controlled entities may be treated
as a separate, single company. In that case the standards
apply separately to each of those groups of controlled entities as
separate companies. Companies with sales in excess of $500
million should notify the Council of such treatment. However,
this option is available if those controlled separated entities
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•

to be
maintain accounting records which permit the Council
sure that the prices and profits of the separate entities
accurately reflect the economic realities of their operations.
In particular, allocation of overhead must be made in a
consistent and reasonable manner as if the separated entities
were not commonly owned. Similary, transfers between entities
must be made at market prices.
Company average price. In any quarter, company average price
is given by an aFrairietic weighted average of product-line
average prices. For quarters during the program year, the
revenue shares during the base quarter are used as weights.
For quarters during the 1975-1977 period, the revenue shares
in the last complete fiscal or calendar quarter of 1975 are
used as weights. All revenues and prices for product lines
covered in §705A-6 are to be excluded from these calculations.
The company average price in any quarter should be computed
as:
P(t) = E[P(t)

]
3 7

where

t
P(t)
Pi(t)
Ri

the quarter of computation,
company average price in quarter t,
the ith product-line average price in quarter t,
the base quarter (or last complete quarter of
1975) gross revenue from the ith product line,
= the summation operator where the subscript i and
runs over all product lines not excluded in
§705A-6.

=
=
=
=

However, other generally accepted methods of computing price
indices can be used. Companies with revenues in excess of
$500 million 3hculd notify the Council of alternative
methods employed.
Company pay rate. In any quarter, the company pay rate is
obtained by dividing pay in that quarter (for all employee
units) by the number of straight-time employee hours worked
during that quarter .(by all employee units).
Company pay share. The company pay share is the pay for all
employee uni-E -Tri the base quarter divided by company total
gross revenue in the base quarter.

•
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Custom product line. A custom product line means
a unit of
property or service specially manufactured, produce
d, or provided
by the company to a particular buyer's specifications
. Product
lines do not become custom product lines simply
because of the
addition or exclusion of optional parts or
accessories or because
of alterations at the request of the buyer.
Employee. An employee is any individual residin
g in the United
States who is either an employee within the
meaning of Section
3121(d) of the Internal Revenue Code 26 U.S.C.
or the National
Labor Relations Act, as amended, 29 U.S.C.
Sec. 151 et seq.
New product line. New product lines are defined
separately for
the program year and the 1976-77 period. In
the program year
(alternatively, the 1976-77 period), a product
line introduced
by a company since the beginning of the base
quarter (alternatively, the last complete fiscal or calenda
r quarter of 1975)
is a new product line if there is no reasona
ble accounting method
capable of establishing a price correspondence
with a similar
product line which existed in the base quarter
(alternatively,
the last complete fiscal or calendar quarter
of 1975).
Pay.

Pay is defined as follows:
(1)

Pay includes the straight-time wage or salary
paid during the company's customary pay period.
This includes, where applicable, payments
for
shift differentials, skill adjustments, costof-living adjustments, value received from
stock
options and other deferred compensation when
received as reportable income, and incenti
ve
compensation. This does not include overtim
e
pay as long as the conditions of that pay
are
not changed.

(2)

Pay also includes employer contributions or
costs
for the following fringe benefits and payment
s:
(i)
(ii)
(iii)
(iv)
(v)
(vi)
(vii)
(ix)
(x)

paid leave,
vacations,
holidays,
civic and personal leave,
private retirement (pension) programs,
life insurance, accident insurance, and
health benefit programs,
sick leave,
savings and thrift plans, and
forms of compensation, such as job
perquisites, required to be reported
as income or compensation under the
Internal Revenue Code.
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(3)

Employer contributions for items listed in
(2) above should be amortized evenly over each
year.

(4)

Pay does not include employer contributions
for legally mandated programs such as Social
Security, Workmen's Compensation, or unemployment insurance.

Pay rate. An employee unit's pay rate in any quarter is
determined by dividing the pay during that quarter by the
number of straight-time hours worked during that quarter.
Product line. A product line includes all comparable units of
property or services that are sold or leased for comparable
prices.
Product-line average price. The average price of a product
line during a quarter is computed by dividing the gross revenues
from sale or lease of the product line by the number of units
sold or leased.
Profit margin. In any time period, a company's profit margin
is operating income (net sales less total costs and expenses
including wages but not including nonoperating items, extraordinary items and income taxes) divided by net sales. Terms
used in this definition have the same meaning as those used in
annual reporting to the SEC under Section 13 or 15(d) of the
Securities Exchange Act of 1934.
Profit margin base. The profit margin base is the arithmetic
average of the highest two annual profit margins during the
three company fiscal years completed prior to October 1, 1978.
Program year. For a company, the program year is the twelvemonth period immediately following the company's base quarter.
Program-year rate of change of the company pay rate. The
program-year rate of change 5r the company pay rate is the
percentage change in the company pay rate from the base quarter
to the last quarter in the program year.
Program-year rate of price change. The program-year rate of
price change is the percentage change in the company average
price from the base quarter to the last quarter in the program
year.
Rate of deceleration of the company pay rate. The rate of
deceleration of the company pay rate is computed as the difference between the base rate of change of the company pay
rate and the program-year rate of change of the company pay
rate.

36-067 0 - 79 - 17
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ILLUSTRATIONS
1.

Measuring Rates of Price Change:

An Example

To establish compliance with the anti-inflation program price
deceleration standard, two rates of price increase should be
computed. The first summarizes the rate of price increase
over the 1976-77 period. The second summarizes the rate of
price increase over the program year. These two rates of change
are compared to determine compliance with the price deceleration
standard.
Constructing Company Average Price
To determine compliance with the price deceleration standard
on an annual basis, it is necessary to compute company-wide
average prices in each of four quarters. These quarters are
1.
2.
3.

Last complete fiscal or calendar
quarter of 1975.
Last complete fiscal or calendar
quarter of 1977.
Last complete fiscal or calendar
quarter ending by September 30,
1978 (referred to as the base
quarter).
Last complete fiscal or calendar
quarter ending by September 30,
1979 (last quarter of the program
year).

(

4.

Required to compute
rate of price change
over 1976-77 period

Required to compute
program-year rate
of price change

An example illustrating how the average price calculations can
be made is presented in Table 1. In this example, it is assumed
that the company produces three products, A, B, and C. In each
quarter, the individual product line prices are determined by
dividing gross receipts during that quarter by the number of
units sold (alternative methods of determining product-line
prices are discussed below).
The company-wide average price is calculated as a weighted
average of the individual product-line prices. In the last
quarters of 1975 and 1977, the shares of company receipts in
the last quarter of 1975 are used as weights in constructing
the company-wide average prices. Thus, in the example
= $26.31
P75 =1-3_.00 x ( 60)+ 2.00 x( 50) + 34.00 x (340)
450)j
450
450
P77 =[
4.00 x( 60) + 1.60 x (50)+ 39.75 .(340)]= $30.74
450
450
450
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TABLE 1

Last Complete
Fiscal or Calendar
Quarter Ending on
or Before
December 31, 1975
December 31, 1977
September 30, 1978
September 30, 1979

Product Lines
B
C
.
Gross
Units Gross
Units Total
Receipts Sold Receipts Sold
Receipts

A
Gross
Receipts

Unit
Sold

60
48

20
12

50
40

25
25

340
318

10
8

450

100
130

20
25

50
52

25
25

400
510

10
12

550

A

Individual Product-Line Prices
B
C

December 31, 1975
December 31, 1977

3.00
4.00

2.00
1.60

34.00
39.75

September 30, 1978
September 30, 1979

5.00
5.20

2.00
2.08

40.00
42.50

Company Average Price

•

December 31, 1975
December 31, 1977

$26.31
30.74

September 30, 1978
September 30, 1979

$30.1R
32.04
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In the base quarter and final program-year quarter, the companywide average prices are computed using the base-quarter shares
of company receipts as weights. Thus, in the example
100
550

P78 =[.00

P

79

= 5.2Q

+ 2.00

(100 )+ 2.08
STCT

50
550

+ 40.00

( 50 )+ 42.50
550

400
550

= $30.18

(400 )=. $32.04
550

Given the company average prices in the above example, the
1976-77 base rate of price change and the program-year rate
of price change are computed as follows:
Base rate of
price change

P75
(

Program-year
rate of price

Eh- Fige

30.74
26.31
79

P78
(P

32.04
30.18

1)
-1)1)

100

. 100

8.09%

. 100

- 1

x 100 =

6.16%

Price increase deceleration = 8.09 -6.16 = 1.93%
As is evident, the program year rate of price change (6.16%) is
1.93% below the 1976-77 base rate of price change (8.09%). This
company therefore complies with the price deceleration standard,
which requires at least a 0.50% reduction in the average rate
of price increase for all products.
Alternative Price Measurement Method
In the above example, average prices are obtained for individual
product lines by dividing quarterly revenues by units sold.
Actual list prices may be used instead if the timing of
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if dislist-price changes is constant from year-to-year and
cases,
counting practices do not vary substantially. In these
quarter
list prices should be measured at the same point in each
(e.g., at the end of each quarter).

•

Further, companies with a very large number of products and
prices may determine product line average prices from a
representative sample of products within each product line.
The products should be selected according to accepted statistical procedures so that a company's calculated rates of price
increase are not unduly sensitive to the sampling procedure.
These, and other methods, are acceptable ways to evaluate
product-line prices, so long as the methods are consistent
with the objectives of the price standards.
Six-month Price Check
In order to satisfy the six-month price increase limitation,
the average price increase over the first six months of the
program year should be less than 50% of the annual increase
suggested by the price deceleration standard.
In the example in Table 1, the 1976-77 rate of price increase
was 8.09%; the program-year rate of price increase allowed by
the price deceleration standard is 7.59% (8.09% -0.50%). The
six month limitation is therefore 3.60% (7.59%/2). Applying
this value to the base-quarter average price ($30.18) gives
$31.33 = $30.18 x 1.0380.
To satisfy the six-month limitation, the company average price
in the first and second quarters of the program year should be
,
less than $31.33. To check for compliance with this limitation
an average price should be calculated for the first and
second quarters using the base-quarter gross receipt shares
as weights.
Calculating Pass-through of Pay Deceleration
Compliance requires that companies pass through the cost
savings from substantial pay deceleration by effecting
additional price deceleration. The standard calls for
additional price deceleration whenever the percentage
change of the company-wide pay rate in the program year
falls below the average 1976-77 rate of change by more than
0.5 percentage points.
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The method of calculating the required price deceleration
is illustrated in the following example. If the company
pay rate is S5.00 in the last quarter of 1975 and $6.00 in the
last quarter of 1977, the base rate of change in the company
pay rate is:
5.00

- 1) x 100

= 9.54%
C

If the company pay rate rises to $6.50 in the base quarter
and, further, to $7.00 in the final quarter of the program
year, the program-year rate of change of the company pay
rate is 7.69%. Thus, the rate of deceleration of the
company pay rate is 1.85% (9.54% - 7.69%).
If the pay share is 0.6 (i.e., pay is 3/5 of gross revenue),
then the price deceleration required is
0.5 + [(1.85 - 0.50) x 0.61 = 1.31
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2.

Calculating Pay-Rate Increases:

An Example

The pay standard is applied separately to each collective
bargaining unit. For nonunion employees, the standards are
applied separately to two groups: (1) management employees
and (2) nonmanagement employees. The first example below
illustrates the application of the 7-percent wage standard
to the latter two groups. The second example illustrates
the application of the pay standard to collectively negotiated
contracts.
Nonunion employee units
Although the following example uses hourly pay rates, pay
increases may be measured in terms of monthly salaries if
this conforms to the method of compensating these workers.
If some workers are paid by the hour and others are paid
by the month, a reasonable assumption about the hours worked
per month by the latter group must be made.
Table 2 contains hypothetical data on payroll costs. The
firm has a total payroll cost of $3 million for one of the
two employee groups in the first quarter of the company's
program year. To check for compliance, the firm would
first deduct the cost over the quarter of employer contributions to such items as Social Security, Unemployment
Insurance, and Worker's Compensation. In the example, these
items total $200,000; the difference ($2.8 million) represents
the total private payroll cost for this employee unit in the
base quarter. This cost includes both wages and payments for
private fringe benefits such as health insurance and pension
plans. Since the standard applies to straight-time pay rates,
overtime payments should also be deducted. In the example,
this entails subtracting $100,000 from the $2.8 million in
total wages and private fringe benefits. The sum of straighttime wages and private fringes, then, is $2.7 million.
Division of total pay by the total number of straight-time
employee hours worked in this unit yields the hourly pay
rate.

Total private straighttime payroll costs

(3)

Total payroll cost

(6)

1 $5.05 per hr.1

= $2,400,000
475,000

485,000

475,000
10,000

2,700,000

200,000

100,000

2,400,000

(b)

(10)

(9)

(7)
(8)

(6)

(4)
(5)

(3)

(1)
(2)

- 1.00

- 1.00

Hourly pay rate

500,000

490,000
10,000

3,000,000

200,000

100,000

2,700,000

$2,000,000
700,000
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9.1% 1

1$5.51 per hrd

(3)/(7) = $2,700,000
490,000

Total hours worked

Straight-time hours worked
Overtime hours worked

Payroll Hours

Total payroll cost

Overtime payments
Legally-mandated employer
paid payroll taxes

Labor Cost Items Excluded
in Program Calculations

Total private straighttime payroll costs

Straight-time hourly wage
Private fringe benefits

First Quarter Payroll Costs
(e.g. October to December 1978)

10b
First quarter percent change in average pay rate = 10a
=,
5.51
= 5.05

(a)

(3)/(7)

Total hours worked

Hourly pay rate

(9)

(10)

Straight-time hours worked
Overtime hours worked

(7)
(8)

Payroll Hours

Overtime payments
Legally-mandated employer
paid payroll taxes

(4)
(5)

Labor Cost Items Excluded
in Program Calculations

Straight-time hourly wage
Private fringe benefits

(1)
(2)
$1,800,000
600,000

BREAKDOWN OF TOTAL PAYROLL COSTS

Base Quarter Payroll Costs
(e.g., July to September 1978)

TABLE 2:

t•.")
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In the example, of the 500,000 hours worked in the quarter,
straight-time hours comprise 490,000. Dividing $2.7 million
by 490,000 hours yields $5.51 per hour. This is the relevant
average hourly pay rate for this employee unit in the first
quarter of the company's program year.
A comparable hourly pay rate figure for the company's base
quarter must be calculated. The base quarter is either the
company's last fiscal quarter completed by September 30, 1978,
or the calendar quarter ending September 30, 1978. In this
example, the average hourly pay rate in the base quarter is
$5.05 ($2,400,000 divided by 475,000 hours).
The pay increase for the employee unit in the first quarter of
the program year is 9.1 percent. This is greater than the
7-percent limit; the company is not in compliance with the pay
standard. By contrast, if the base quarter hourly compensation
had been $5.30, the percentage increase for this employee unit
during the first quarter of the program year would be 4.0 percent, and the firm would be in compliance with the 7-percent
standard.
Similar checks for compliance should be performed for the
second, third, and fourth quarters of the program year. In
each quarter, compliance requires that the pay rate be no
greater than 7 percent above the base-quarter pay rate.
Collective bargaining agreements
In determining the cost of a collective bargaining agreement,
several general principles should be followed:
(a)

The average straight-time hourly wage rate for the
bargaining unit at the expiration date of the prior
contract will be the base rate for calculating percentage wage increases.

(b)

This base rate includes any cost-of-living adjustments
(COLA) made under the expiring agreement that have not
yet been incorporated into the base rate.

(c)

Wage increases over the period of the new agreement
should be compounded. For example, the wage increase
in the second year of an agreement is calculated by
multiplying the stipulated percentage increase for the
second year times the wage rate that will prevail at the
beginning of the second year, including any first-year
wage increase (including COLA).
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(d)

COLA increases should be calculated assuming a 6-percent
average annual rate of inflation from the effective date
of the contract.

(e)

The increased cost of maintaining existing private
benefit programs (e.g., expected increases in health
premiums), as well as the cost of new benefit
provisions, is to be included in pay.

(f)

"Roll-up," the added cost of wage-related benefits
resulting from a scheduled wage increase, should also
be included.

The following example, summarized in table 3, illustrates the
specific procedures to be followed in calculating the cost of
an agreement. In this example, the new collective bargaining
settlement calls for a fixed wage increase of 50 cents per
hour in the first year and 3-percent increases in both the
second and third years; continuation of a cost-of-living clause
providing payments of one cent per hour for each 0.3 point
rise in the CPI, payable in the second and third years;
maintenance of all health insurance benefits; an additional
holiday; and higher pension benefits. The average straighttime wage rate at the start of the contract is $8.00 an hour
and the average wage-and-benefit rate is $11.00 an hour.
1.

The first-year fixed increase in the wage rate
is 50 cents per hour. There is no COLA payment
in the first year.

2.

The second-year fixed increase is 3 percent
of the new base of $8.50, or 25 cents.
To this must be added the COLA. In the
example, the COLA is payable at the start of
the second year, based on the change in the
CPI from September 1978 to September 1979.
The cap' in September 1978 stood at 198.0;
the assumed September 1979 CPI is 209.9
(198.0 x 1.06). Under this 6-percent
inflation assumption, the CPI rises 11.9
points (209.9-198.0). Dividing 11.9 by
0.3 produces a 39-cent COLA payment (rounding is always down). The 39-cent COLA added
to a 25 cent fixed increase r2sults in
a total wage increase of 64cents.

•
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3.

The third-year fixed increase is 3 percent of
the new base of $9.14, resulting in an increase
of 27 cents per hour. The assumed 6-percent
inflation rate would raise the September 1980
CPI to 222.4, a gain of 12.5 points, which, when
divided by 0.3, generates a third year COLA
increase of 41 cents per hour. The resulting
total wage-rate increase is therefore 68 cents
per hour.

4.

Nonwage items are considered separately. The cost
of maintaining existing health insurance plans or
the cost of increasing monthly pension benefits
will depend on existing health insurance coverage and
the age and seniority composition of the work force.
In this example, each holiday costs an average of
$64 ($8 per hour times 8 hours) which, spread over
the standard work year (2080 hours), results in a
3 cent per hour ($64/2080 hours) pay rate increase.
The estimated dollar cost of all nonwage items can
be converted to an hourly figure in a similar fashion.
Assume that these items total 53 cents per hour (50
cents to maintain health insurance and improve
pension benefits and 3 cents for the additional
holiday). To these must be added the "roll-up"
effect of the wage increases, i.e., the additional
cost of existing wage-related benefits such as holidays
and vacations resulting from the wage increase. This
will depend on each individual company's benefit
structure. Assuming, in the example, that roll-up
amounts to 20 percent of the wage rate increase ($1.82
per hour), another 36 cents per hour is added to the
pay rate over the contract term.

5.

The total pay-rate increase is $1.82 in wages plus
89 cents in nonwage items and roll-up for a total
of $2.71 per hour. Assuming that the pay rate at the
expiration of the prior contract was $11 per hour, the
$2.71 increase over the new contract life represents
a 24.64 percent pay-rate increase. The annual rate
of increase is obtained by using the formula in
705B-2 of the above description of the standards:
the cube root of 1.2464 is 1.076; subtracting
1.0 from this figure and multiplying by 100, we
obtain the average annual rate of increase: 7.6
percent. This collective bargaining agreement,
therefore, would not be in compliance with the
pay-rate standard.
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6.

Similar calculations for private fringe benefit
increases and roll-up over the first year of
the contract should be made. The resulting
increase should be added to the 50-cent firstyear wage-rate increase. For compliance, this
sum must be no more than 8 percent of the $11.00
per hour base pay rate at the time of expiration
of the old agreement.

4

t

t
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TABLE 3:

WAGE AND BENEFIT INCREASES

•
COLA Calculation
CPI Assumption
None

September 1978

198.0

First Year COLA

September 1979

209.9

Second Year COLA = 209.9 -198.0 = 39 Cents
.3

September 1980

222.4

Third Year COLA

= 222.4 -209.9 = 41 Cents
.3

Fixed Increases
= 50 Cents

First Year
Second Year =

Third Year

=

.03 x ;2nd year base)
.03 x (8.00 + .50)

= 25 Cents

.03 x (3rd year base)
.03 x (8.50 + .25 +.39)

= 27 Cents

Wage Summary
Base

H.122.
$8.00
First Year
8.50
Second Year
9.14
Third Year
Life -of-Contract

Fixed
Increase
$ .50
.25
.27
1.02

COLA

Total
Increase

Percent
by Year

$ .00
.39
.41
.80

$ .50
.64
.68
1.82

6.25
7.53
7.44

Wage Plus Private Fringe Benefits
Total Wage Increase
Fringe Benefit Increase
Roll-up

1.82
.53
.36

Total Pay-rate Increase

2.71

Base Pay Rate

= $ 11.00

Percent Change over =
Life-of-Contract

t
Total increase over life of the contrac
Annual rate of increase over the life of the contract

2.71
11.00
I 24.64% I
7.6%
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QUESTIONS AND ANSWERS
1.

2.

3.

Q:

Are companies subject to a reporting require
ment under
this program?

A:

There is no reporting requirement. This
policy is
consistent with the President's desire to
minimize
paperwork and reporting burdens on firms.
However,
firms are expected to collect, organize,
and retain
information needed to determine whether they
are in
compliance with both the wage and price standar
ds.
Firms should tailor their data system to
the structure
of the anti-inflation program. Firms should
measure
their price and pay actions against the standar
ds and
be able to demonstrate that they are doing
so.

Q:

Why is 1978 not included in the base period?

A:

The first half of the year is excluded in
order to
avoid penalizing those who made a good-fa
ith effort
to comply with the deceleration effort begun
earlier
in the year. If the early 1978 experience
were incorporated into the base, then those firms
that
accelerated their price increases earlier this
year
would be better off than those who decelerated
because
they would have a relatively higher base going
into
the program year.

Q:

Can't a firm with prices that have been depressed
due
to weak demand and that has faced higher costs raise
prices?

A:

In general, monitoring efforts will not focus on
firms with a program-year rate of price change less
than 1.5 percent. With respect to the approximately
400 large firms that will be monitored most closely
,
this procedure does not provide an escape for those
that could be expected to achieve price deceleration.
A firm with negative base-period profits would
qualify as an exception to the profit test standar
d
on the basis that applying such a test would cause
undue hardship. Firms with negative profit margins
are still expected to meet the price standards, but
in
cases where they fail, the Council will consider each
situation individually to determine if an exception
should be granted.
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4.

Q:
A:

•

Are all raw materials excluded?
However, since
Raw materials are part of the program.
farm comthe prices of raw materials (such as raw
are not
modities, crude oil, natural gas, and coal)
firm, raw
determined at the level of the individual
company
material prices should be excluded from the
material
average price calculations. Instead, raw
identify susmarkets will be monitored by CWPS to
overall
tained price increases in excess of the
are not
inflation rate. Where such increases
actions
justified by changes in costs, government
moderate
will be considered to expand supply and
price movements.

margin
A company would be exempt from the profit
revenues
standard if more than 75 percent of its
and
are accounted for by sales of raw materials
for comthere is no reasonable accounting basis
sales.
puting a profit margin on its remaining
5.

Q:
A:

?
Are interest rates covered by the program
banks covered?

Are

and influenced
Interest rates are set in open markets
Therefore,
to a large extent by government agencies.
monitoring of
they will not be part of the Council's
from the
individual firms and should be excluded
average price.
calculation of an individual company's
as the
The Council expects interest rates to decline
d.
reduce
is
rate
ion
inflat
l
overal
r, since
Banks are covered by the program. Howeve
not be expected
interest rates are excluded, banks will
standard,
necessarily to meet the price deceleration
margin standard.
but will be expected to meet the profit
d by banks
Thus, changes in the interest rates charge
funds. In
should reflect changes in the cost of
with the pay
addition, banks are expected to comply
consider
standard. The Council may in future months
utional
a program tailored to the special instit
that maintains
characteristics of banks -- a program
But certainly
the original objectives of the program.
standards will
a bank that complies with the current
m.
be in compliance with any new progra
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7.

8.

9.

Q:

Does the pay standard apply to collective bargaining
settlements which were being negotiated prior to the
announcement on October 24 but in which no formal
agreement was signed?

A:

The pay standard does not apply under any of the
following circumstances:
(1)

there was a written memorandum of
agreement covering wages and benefits
between the parties prior to October 24;

(2)

there was a written management offer
outstanding on October 24, and the contract is later signed with wage and
benefit terms that are no higher; or

(3)

there was evidence of an oral agreement
covering wages and benefits between the
parties prior to October 24.

Q:

Does the pay standard apply to increases for nonunion
employees that were announced prior to October 24 but
not effective until after that date?

A:

As in the case of union contracts agreed to before
October 24, such increases are exempted from the
standard if it can be shown that it is the company's
historically established practice to announce its
pay increases to its employees at such time to be
effective at a later date.

Q:

Does the tandem unit exception to the pay standard
apply to nonunion units claiming to follow union
units?

A:

It does, if it can be shown clearly that the nonunion
unit claiming tandem has historically followed the
union unit exactly in both timing and size of pay
increases. These criteria are to be applied strictly.

Q:

How do you define the nonunion management group of
employees as opposed to the nonunion nonmanagement
group?

A:

Companies will be asked to determine this according
to past practices. In general, management employees
should be those whose duties are primarily of a
supervisory nature. For example, the Fair Labor
Standards Act distinction between exempt and nonexempt
employees might be used. Firms should not, however,

4

4,
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alter or stretch previously used categories in order
to permit above-guideline pay increases for large
numbers of workers. Firms should not "gerrymander"
the lines of demarcation among different types of
employee units. Each firm should determine for
itself exactly where to draw the line between
management and nonmanagement personnel, based on
past practice.

J.

10.

11.

Q:

Does the work-rule change provision for pay-rate
increases above the pay standard open a loophole by
allowing management and labor to overstate productivity gains and thereby justify larger pay increases?

A:

The Council will review claims of productivity gains
resulting from work-rule changes to ensure that the
cost reductions are genuine and are large enough to
offset the excess of the pay increase over the pay
standard. Claims that larger pay increases are
justified by an historically higher rate of productivity gain in a particular industry are not
relevant; there must be a demonstrated gain in
productivity from changes in specific work rules
in the new agreement.

Q:

Are such forms of executive compensation as bonuses
and stock options included within the pay increase
to be measured against the standard?

A:

All such forms of compensation are included within
the standard. Deferred forms of compensation are
included in the year in which they are received.
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ADDENDUM TO FACT BOOK:

WAGE AND PRICE STANDARDS

The definition of company average price on page 27 of the
Fact Book is satisfactory for companies with similarly
priced product lines (for example, the automobile industry).
However, for companies with widely divergent product lines
(for example, a company which produces both nuclear reactors
and light bulbs), the definition presented below is more
appropriate. Due to its wider range of applicability, the
following definition is preferable and will be the one
published in the Federal Register. Copies of the Fact Book
containing this revision and revised examples will be available through the Government Printing Office.

Company average price. The company average price is an index
of normalized product-line average prices. In the base quarter
and quarters during the program year, base-quarter product-line
average prices are used for normalization and base-quarter
revenue shares are used as weights. For quarters in the 197577 period, product-line average prices and revenue shares in
the last complete fiscal or calendar quarter of 1975 are used
for normalization and weighting. All revenues and prices for
product lines covered in §705A-6 are to be excluded from these
calculations. The company average price in any quarter should
be calculated as
P(t) =Y; Pi(t) . Si
ii P.
Ii
where
= the quarter of computation,
P(t) = company average price in quarter t,
Pi(t) = ith product-line average price in quarter t,
Pi
ith product-line average price in the base
quarter (or last complete quarter of 1975),
Si = ith product-line revenue share in the base
= quarter (or last complete quarter of 1975),
the summation operator where the subscript i
runs over all product lines not excluded in
§705A-6.

2]

November 2, 1978
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NATIONAL ASSOCIATION OF MANUFACTURERS,
Washington, D.C., November 14, 1978.

Hon. WILLIAM PROXMIRE,
Chairman, Committee on Banking, Housing, and Urban Affairs, U.S. Senate,
Washington, D.C.
DEAR Mn. CHAIRMAN: This is in answer to your letter of November 7, forwarding seven questions submitted by Senator Garn and asking for my response to
them. These questions all raise queries as to the expectations or intentions of the
Administration, and I am hardly qualified to speak on those subjects. Presumably.
Senator Garn intended these questions for the Administration witnesses who appeared before the Committee earlier on November 3.
Thank you for the opportunity to provide additional material for your record,
but there doesn't seem any point in my trying to do so.
Sincerely,
GEORGE G. HAGEDORN.
THE BROOKINGS INSTITUTION,
Washington, D.C., November 10, 1978.

Senator WILLIAM PROXMIRE,
Chairman, Committee on Banking, Housing, and Urban Affairs, U.S. Senate,
Washington, D.C.
DEAR SENATOR PROXMIRE: I am in receipt of your letter of November 7 requesting my response to certain questions posed by Senator Garn. Most of these questions appear to be addressed to the administration witnesses, since they request
inform tion about intended administration policy. Question 5, however, does
touch on the impact of the Nixon administration's program of mandatory wage/
price controls. Because I had some experience with that program, I would like
to offer a few comments.
First, the initial phases of the Nixon controls program took place in a climate
of economic recovery from recession. The intent of that program was to permit a
recovery to take place, while preventing inflation from re-kindling before full
economic capacity was reached. In 1971, when controls were imposed, no one
knew whether or not a recovery—even in the face of considerable economic
slack—would lead to an acceleration in inflation. Controls were put into place
as an "insurance policy" against this contingency. It is worth nothing that the
Kennedy/Johnson program of wage/price guideposts had a very similar motivation behind it; that program was also imposed during a recovery.
Second, although it appears with hindsight that economic policy was overly
stimulatory during Phase II, much of the inflation that occurred in 1973-75 was
attributable to exogenous shocks. These included worldwide crop shortages, the
OPEC oil price increase, and a dollar devaluation in early 1973. Even the most
pessimistic inflation forecasts in late 1972—based on monetary and fiscal policy
during that year—substantially under-estimated the jump in prices. It is difficult
to believe that the exogenous shocks were somehow the product of controls. Thus,
one should not conclude that controls or guidelines or other forms of wage/price
intervention will automatically lead to future inflation.
The relaxation of controls in early 1973 (Phase III) actually seemed to trigger the dollar devaluation. Currency traders apparently interpreted the relaxation as a lack of resolve by the administration to fight inflation. Also, the study
that Arnold Weber and I did of the Pay Board (cited in my written testimony)
suggests that Phase II controls exerted a calming effect in the labor market and
helped quiet inflationary expectations. For these reasons, the view that controls
themselves cause inflation is oversimplistic at best.
Third, unlike the Nixon controls or the Kennedy/Johnson guideposts, the new
Carter "voluntary" program is likely to be associated with a period of economic
slowdown rather than recovery. Thus, the Carter guidelines program is less likely
to run afoul of supply bottlenecks and capacity or labor shortages. Put another
way, because of the difference in the economic climate, the lessons learned from
previous direct interventions in wage and price setting are not easily applicable
to the new Carter guidelines program.
I noted in my testimony that the inflation tax rebate scheme ("real wage insurance") which the administration has proposed could undermine the new program. This outcome would be unfortunate, precisely because the economic climate
will probably be more favorable to the guidelines approach than in the early
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1960s or early 1970s. That is why I urged that the administration's complex tax
scheme be dropped and replaced by a general tax rebate contingent on inflation
rather than on employer certifications.
I hope these additional comments will be of use to Senator Garn and the
Committee. Thank you for requesting my views.
Sincerely,
DANIEL J. B. MITCHELL,
Senior Fellow.
EATON CORP.,
Cleveland, Ohio, November 16, 1978.

Hon. WILLIAM PROXMIRE,
U.S. Senate, Dirksen Senate Office Building,
Washington, D.C.
DEAR SENATOR PROXMIRE: I have your letter of November 7 enclosing the questions submitted by Senator Garn.
All of them appear to have been addressed to the government witnesses, having
to do with the motivations or intentions of the Administration in connection with
the antiinflation program. They do not, therefore, seem appropriate for a response
from me. Thanks, however, for giving me the opportunity to make that judgment
for myself.
Best regards,
E. MANDELL DE WINDT,
Chairman of the Board.

,c‘
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EXECUTIVE OFFICE OF THE PRESIDENT,
COUNCIL ON WAGE AND PRICE STABILITY,
Washington, D.C.
Hon. WILLIAM PROXMIRE,
Chairman, Committee on Banking, Housing and Urban Affairs,
U.S. Senate, Washington,D.C.
DEAR MR. CHAIRMAN: Attached are the responses to the questions you raised
following the Senate Banking Committee hearings on the anti-inflation program.
Please let me know if I may be of further assistance.
Sincerely,
BARRY P. BOSWORTH, Director.
QUESTIONS SUBMITTED BY SENATOR WILLIAM PROXMIRE
Question. Dr. Daniel Mitchell of Brookings raised some very serious problems
at Friday's hearing with the "real wage insurance." In particular, he was skeptical of the chances for quick passage because of administrative difficulties,
choices to be made with regard to details of cut-offs, coverage, timing, etc. He
also indicated that if the "real wage insurance" had very broad coverage of
small units, the problems which occurred with Category III units under Nixon's
Phase II rules (1,000 employees or less) could bog down the program (see prepared statement). Please examine Mitchell's claims and indicate how they
will be dealt with.
Answer. Dr. Mitchell raised many interesting questions concerning administrative difficulties of the real wage insurance program. We were aware that administrative problems existed prior to our commitment but did not (and still
do not) feel that they are insurmountable. The details of the program have not
yet been finalized so comments on specific issues would be premature. Certainly
all of Dr. Mitchell's questions will be addressed when the program is sent to
Congress.
Question. The testimony of the Chamber of Commerce of the United States
contains two interesting tables which I would like you to comment on. The first,
Table 19, shows annual increases in wholesale prices with different base periods. It suggests that the base period chosen for the price standards has relatively low price increases compared to other alternatives. The Chamber suggests that this will make the price standard difficult to meet. This is demonstrated in their Table 21 which shows the average price standard for next year,
the Chamber's consensus forecast increases for 1979, and their qualitative assessment of the chances of matching the standard. Please comment on these two
tables.
Answer. The base period of 1976-77 was chosen because: (1) it is a good representation of the underlying inflation rate in recent years (not subject to the
depths of the 1974-75 recession) and (2) does not include 1978 when a voluntary deceleration program was in effect. If 1978 was included, then companies
which voluntarily met the President's deceleration standards would be penalized at the expense of firms which chose to ignore the program this year.
The Chamber's suggestion that the price standard in general is nearly impossible to meet seems to ignore the easing of cost pressures expected under the
wage guideline and input-price deceleration. Admittedly some entire industries
and companies will find the price standard very difficult if not impossible. While
the standard is stringent (the current inflationary pressures require sacrifice
from everyone), it does not require inequitable sacrifices. For those companies
which absolutely cannot meet the price deceleration goal, there is the alternative profit margins test. This dual standard should provide enough flexibility
for the vast majority of firms. In the very rare cases where neither standard
seems feasible (for example, a company with rapid, uncontrollable cost increases and a negative profit margin in recent years) exemptions will be
granted.
Question. In Dr. Schultze's remarks to the Committee he indicated that compared to any other major country we have the smallest public sector deficit for
1979—that is, the combined federal, state, and local government deficits. Would
you please supply the Committee with a detailed table supporting this assertion
including for each country the federal, state, and local components (or their
equivalent), and the level of gross national product expected for each country.
Answer. Dr. Schultze referred to projected deficits only for Germany and Ja-
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pan in his testimony. Attached is a table prepared by the Council of Economic
Advisors which I trust will answer your questions.
JAPAN
Government budget deficit as a percent of GNP'
Calendar year:
1975
—5.0
1976
—5.1
19772
—5.5
1978 2
—6.0
1979 2
—8.0
1 Based on National Income Accounts definitions.
2 Government income in 1977 is estimated: Expenditure is actual
for 1978
Government income and expenditure are estimated based on a 5-percentnumber
increase in real
GNP, about a 3-percent rise in the GNP price deflator and the revised fiscal year
1978
budget. For 1979, estimate assumes 5 percent increase in real GNP, about a 5-percent
increase in the GNP price deflator, and an increase in nominal Government
investment
about equal to the 1978 rise of 23 percent.
WEST GERMANY
Government budget deficit as a percent of GNP'
Calendar year:
1975
1976
1977 2
1978 2
1979 2
1 Based on National Income Accounts definitions. Revised data.
2 In 1977, Government income is estimated; expenditure is actual
number.
3 Government income and expenditure are estimates.

—5.8
—3.6
—2.0
—2.5
—2.0

EXECUTIVE OFFICE OF THE PRESIDENT,
COUNCIL OF ECONOMIC ADVISERS,
Washington, D.C., October 31, 1978.

Memorandum to: Peter Gould.
From: Wanda Tseng.
Subject: Federal Government expenditure and Federal deficit as percentage of
GNP for major OECD countries.

Canada
France
Germany
Italy
Japan
United Kingdom
United States

Expenditure
1977

Surplus or
deficit
1977

22.2
21.8
15.0
31.8
12.4
37.5
22.1

—4.3
—.8
—1.9
—13.1
—6.2
—3.2
—2.7

Source: International Financial Statistics.

EXECUTIVE OFFICE OF THE PRESIDENT,
COUNCIL ON WAGE AND PRICE STABILITY,
Washington, D.C.

Hon.E. J. GARN,
U.S. Senate, Washington, D.C.
DEAR SENATOR GARN : Attached are the questions you raised after the Senate
Banking Committee hearings on the anti-inflation program.
Please let me know if I may be of further assistance.
Sincerely,
BARRY P. BosWORTH,Director.

't
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RESPONSES TO SENATOR GARN'S QUESTIONS
Question. President Carter's public announcement of his anti-inflation program a week ago appears to be radically at odds with the action he took on
Wednesday. Does that indicate a split among his advisers? If there is a split
among the advisers, what assurances do we have that the monetary tightening
and defense of the dollar announced on Wednesday will be continued in order to
establish the economy on a new,non-inflationary plane?
Answer. The anti-inflation program and the dollar-defense measures are intended to be mutually supporting. A continuation of sharp declines in the value
of the dollar relative to other currencies—declines that are not warranted by the
underlying factors bearing on competitive positions in world trade—would have
exacerbated domestic inflation by raising the cost of imports. On the other hand,
measures to curtail domestic inflation by raising the cost of imports. On the
other hand, measures to curtail domestic inflation will play an important role in
strengthening the dollar. An unwinding of inflation will make domestic products
more competitive in world markets and assure foreign holders of dollars of more
stable purchasing power. Thus, the anti-inflation program and dollar defense
measures are not at all conflicting.
It should be emphasized that the measures contained in the anti-inflation package represents a long-term commitment; curing inflation will not happen quickly.
The dollar defense measures will also be continued as long as necessary. Convincing progress toward lowering inflation in the United States, combined with a
better balance among the growth rates of major trading partners, can be expected,
however, gradually to reduce the need for overt dollar defense actions.
These actions have the full support of all of the President's economic advisers.
Their reinforcing nature will help us to achieve both the goals of a strong dollar and a low inflation rate.
Question. How long does the Administration expect the new policies will have
to be continued in order to establish the economy on a new, non-inflationary
plane?
Answer. Unwinding the momentum of inflation will be a slow process. We cannot expect dramatic results in the short-run. The objective of the Administration
is to achieve gradual deceleration, making the underlying rate of inflation lower
in each year than in the preceding year. This implies a period of several years—
it is impossible to say exactly how many—during which it will be desirable to
keep the rate of growth of real output approximately in line with the rate of
growth of potential output, thus avoiding tightening labor markets and capacity
constraints which would heighten inflationary pressures. This demand management policy will provide the context within which price and wage restraint in the
private sector and reforms of regulatory and other policies can be expected gradually to take effect.
Question. What can I do to encourage persistent following of these policies for
the several years that may be required?
What can the Administration do to support the Federal Reserve Board Open
Market Committee in achieving the goal of growth in the money supply at reasonable levels? Is there any action the Congress could or should take to help achieve
this goal?
Answer. The job of the Federal Reserve will be made a great deal easier if the
Congress and the Administration work together to pursue anti-inflation objectives
in budget and regulatory policy. The Administration is committed to a policy of
budget restraint which, in coordination with monetary policy, will be consistent
with the target for real growth mentioned in the answer to the preceding question.
Such a program of serious fiscal restraint must be consistent with achieving a declining budget deficit in the context of moderate economic growth and with achieving and maintaining the objective of limiting Federal expenditures to 21 percent
of GNP. This budget policy must be pursued by increased efficiency in the Government—pruning those programs that are ineffective while maintaining the strength
of programs essential to our national interest and social goals. Implementing this
budget strategy will require close cooperation with the Congress in setting priorities, shaping programs to be more cost-effective and resisting pressures for
budget-busting measures. The Congress can also help the anti-inflation effort.by
giving careful attention to the possible direct cost-raising effect of programs which
support prices, limit imports or restrain competition.
Question. As you know, President Nixon tried similar restrictive policies, but
did not carry them through long enough to reach the goals. He abandgned them
for the wage and price controls President Carter has also rejected. Do you
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anticipate that President Carter will be more persistent than President Nixon
was?
Answer. President Carter is keenly aware that his program for curbing inflation—through (1) fiscal and monetary restraint adequate to prevent excess
demand without causing a real downturn,(2) voluntary price and wage restraint
and (3) improvements in the efficiency of both the Federal Government and of
those regulations affecting private sector productivity and costs—will take time
to work. He is prepared for the long-term effort. He is convinced that mandatory
controls are costly in terms of bureaucracy necessary for enforcement and the
inefficiencies they breed. He does not intnd to resort to mandatory controls.
Question. During the last Congress, the Senate passed the Nunn Amendment,
a broad-based tax cut, tied to specific spending cuts by the Federal Government.
The House indicated its acceptance of the amendment, but the provision was
dropped by House and Senate conferees because of the opposition of the President.
Would not such a tax cut have lessened the danger of recession under restrictive
monetary policies? Will the Administration now seek such a tax cut, to restore
economic incentives to investment and saving, at the margin?
Answer. The tax cut that wag enacted by the last Congress, to go into effect
in 1979, will make an important contribution to stable growth, offsetting the drag
that would otherwise set in due to rising social security contributions and the
tendency for rising nominal incomes to lift taxpayers into higher tax brackets.
This tax cut also included important investment incentives: strengthening of
the investment tax credit and the first corporate tax rate reduction since 1964.
The essential question regarding the Nunn amendment was the advisability of
tying future tax cuts, in a particular way, to the achievement of particular
budget objectives. It is the position of the Administration that commitments to
future tax cuts should not be made at this time. As expenditure restraint is
achieved and inflation unwinds, further general reductions in taxes will be
desirable to maintain steady growth. As such tax cuts become possible, it will
also be desirable to structure them to provide further saving and investment
incentives. It is unlikely, however, that any formula can be devised in advance
that would incorporate all the factors that should be taken into consideration in
determining the size, structure and timing of future tax cuts.
Question. If unemployment and recession is a danger under the new policies,
what steps will the Administration take specifically to offset some of the present
bars to full employment, such as minimum wage laws (or at least youth differentials), the Davis-Bacon Act, union anti-trust exemptions, etc.?
Answer. Quite apart from any threat of recession, the Administration is committed to a broad scale examination of laws, programs and regulations which encourage inflation by making prices and wages less responsive to competitivelaressures. It is not possible at this time to identify particular changes that the Administration will initiate or propose to Congress.
EXECUTIVE OFFICE OF THE PRESIDENT,
COUNCIL ON WAGE AND PRICE STABILITY,
Washington, D.C.

Hon. H. JOHN HEINZ,
U.S. Senate,
Washington, D.C.
DEAR SENATOR HEINZ: Attached are the responses to the questions you raised
after the Senate Banking Committee hearings on the anti-inflation program.
Please let me know if I may be of further assistance.
Sincerely,
BARRY P. BOSWORTH, Director.
QUESTIONS SUBMITTED BY SENATOR HEINZ TO ALFRED KAHN
WAGE AND PRICE
Question. If wages, including retirement/benefits increase by only 7 percent
and inflation is 7 percent, how can the worker even stay even? Will the Administration propose tax revisions to enable the worker not to pay higher taxes than
he would be forced to pay because of his higher bracket?
Answer. This is an excellent question, and the standard has been modified so
that only 7 percent of increases in the maintenance of existing health benefits
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are counted in the 7-percent wage standard; any additional increases for existing benefits are excluded from computations for purposes of measuring compliance with the standard. However, any changes in costs resulting from an increase
in benefits would be counted in full. Similarly, there will be no cost increase in
pension benefits counted against the pay standard as long as the increase is required by law and there is no increase in benefits to the employees. As in health
care, any pension cost increase attributed to increased benefits will be counted
in full against the pay standard.
Question. If the Teamsters were to negotiate a new contract whereby all of its
members received merit promotions instead of pay increases, how would the Administration react? What if 25 percent of its members received promotions and
the others received 7 percent increases? What if a pro football player is awarded
a wage increase of 200 percent? What if workers are awarded bonuses as an incentive for greater productivity?
Answer. If a new contract changes general increases into merit increases or promotions, they will be counted against the standard.
A professional football player is an employee of his team and is covered by the
standard. However, the standard applies to groups of employees, not individuals.
Productivity bonuses per se are not excepted; there must be changes in specific
work rules.
Question. Will the President comply with his own guidelines when he introduces
his fiscal year 1980 budget? Will the budget be within 51
/
2 pereent of last year's?
If the budget does not meet the voluntary guidelines, do you think this will be a
signal to the nation that he is not serious?
Answer. The President has pledged to hold the fiscal year 1980 budget deficit to
$30 billion or less; this compares with the $40 billion deficit for fiscal year 1979.
In other words, the budget will be extremely tight, allowing only for necessary
increases due to inflation.
Question. Other than those devices listed in these questions, what types of governmental sanctions could be imposed on private firms which do not comply with
federal guidelines?
Answer. Changes in import restrictions and changes in regulations affecting
competition in regulated industries have already been mentioned. Changes can
also be made in federal regulations that specify minimum wages or prices for
work done for the government. The government can direct its procurement toward
firms which are in compliance with the wage and price guidelines. In addition, the
focusing of public attention on egregious situations can frequently be an effective
means of encouraging adherence to the standards.
UNIONS

Question. If a firm negotiated a wage increase with a union in excess of the
guidelines, against which party to the contract would governmental sanctions be
directed, at the union or management or both?
Answer. The sanctions would be directed at management and indirectly to the
unions through their companies. There is no direct way to apply sanctions against
unions, except for those affected by the Davis-Bacon or Service Contract Act.
IMPORTS

Question. How would the government reduce or remove import quotas for goods
in those industries where domestic firms did not comply with the wage and price
guidelines?
Answer. The Administration will interpret noncompliance with the wage and
price guidelines as evidence that inflationary pressures exist in such industries.
One possible means of alleviating this pressure is through the reduction or removal of tariffs on imported goods. Tariffs are intended to prevent reductions in
domestic employment and production, not to provide an umbrella for excessive
price or wage increases.
Question. Would the government reduce or remove tariffs imposed on goods in
those industries where domestic firms did not comply with the wage and price
guidelines?
Answer. The discretion of the Administration to expand supplies and strengthen competition through trade actions is greatest with respect to special trade
arrangements such as the Export-Import Bank, Orderly Market Agreements
(OMAs), and "Buy America" provisions. In some cases the President might ask
Congress to reduce or remove import quotas.
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REGULATORY
Question. Would you ever use actions provided in a statute which gave an
agency certain regulatory powers to regulate industry to compel adherence to
wage and price controls?
Answer. It is important to remember that the President's program is designed to work on the basis of the voluntary compliance of business and labor.
While the Administration will certainly encourage government agencies to use
their regulatory powers to alleviate inflationary pressures to whatever extent
is possible, it will not attempt to mandate adherence to the wage and price
guidelines through the use of regulatory powers.
GRANTS
Question. Would the government deny grant funds to firms which do not comply with the guidelines (e.g., National Science Foundation grants to a research
group which increases salaries at the rate of 7 percent per year)?
Would the government deny applications for loan guarantees and loan insurance under various federal programs (e.g., SBA and Farmers Home
Administration)?
Answer. No direct action in these areas is now contemplated. It should be
pointed out that many such actions would require legislative authority.

QUESTIONS SUBMITTED BY SENATOR HEINZ TO BARRY BOSWORTH
FEDERAL SPENDING
Question. Is the President proposing a freeze on federal employment, a 50
percent freeze, or a reduction of 20,000 employees?
Answer. The President has implemented a reduction of the federal work force
by directing agencies to fill only one out of every two vacancies that occur.
WAGE AND PRICE REVIEW
Question. If the Council on Wage and Price Stability monitors only the nation's
400 major businesses, what review will exist for other businesses? If the major
firms are dependent on subcontracts, what consideration will be given if these
subcontractors' prices do not fall within the guidelines?
Answer. This is covered in the procurement questions which were answeted
by the Office of Federal Procurement Policy.
Question. Would you consider imposing mandatory wage and price controls on
just a few industries, instead of the entire economy? If so, how would you select
those industries?
Answer. No. The President has repeatedly stated his apposition to mandatory
wage and price controls. They are not appropriate to the type of built-in, long-run
inflation we are now experiencing.
Further, mandatory controls create such serious distortions and inequities
that they serve to exacerbate, rather than ameliorate, the rate of inflation.
Question. On which firms will the Council on Wage and Price Stability focus?
(e.g., those with over $500 million in revenue; the nation's 400 largest.)
Answer. The Council will focus primarily on those firms with annual sales or
revenues of over $500 million, with particular emphasis on those firms who have
had a past history of large price increases. These firms correspond roughly to the
nation's 400 largest, but this is not an inclusive list.
Question. On which industries will the Council on Wage and Price Stability
focus, other than food, housing, and health care? (e.g., energy?)
Answer. Food, housing, energy, and health care costs are those that impact
most heavily on the consumer's budget and a great deal of effort will be directed
at reducing price increases in these sectors.
In addition, other industrial sectors that will be looked at as a group—as well
as individual firms—include aluminum, steel, and automobiles. This is not an
all-inclusive list. If inflationary pressures develop in other sectors, we will investigate and recommend action.
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PROCUREMENT QUESTIONS

Question. I understand that one of the major tools to be used by the administration to enforce its guidelines is the power to withhold federal contracts from
non-complying firms. Could you tell us how many, out of the more than 250,000
firms doing business with the government will be covered by this tool?
Answer. Since there is a $5 million threshold for the requirement to certify
compliance only about 2,500 prime contractors will be initially covered by this
requirement. But the certification requirement also applies to all subcontracts
over $5 million, which will affect many more, perhaps 2 or 3 times this number.
Furthermore, in many cases, the compliance requirement may cover an entire
company and not just the division with the contract, so the impact will be potentially much greater than the combined number of prime and subcontractors.
Finally, if a firm is determined noncompliant, it is ineligible for Government
contracts of any amount, which has the potential for reaching a larger number
of firms.
Question. Out of these firms affected how many can the government live without or who can live without the government?
(NoTE.—The government can't afford to withhold contracts from some contractors because they are the only suppliers or for other reasons. Further, it may
be likely that some contractors can tell the government just to kiss off because
government business is only marginal to them.)
Answer. We have no quantitative estimate but our regulations are clearly designed to take account of both types of case, either where the Government is unavoidably dependent on a particular contract execution or where the denial of
Federal contract work would impose undue hardship, especially on small and
minority firms.
Question. If a government contractor who is not being monitored by the Council, falsely certifies that he is in compliance what procedures will be established
to detect that false statement?
(NoTE.—If a government contractor is being monitored by the COWPS. a false
certification will be detected so it is important to stress that you are talking only
about contractors who are not being monitored. The number of these firms may be
small because there is expected to be a high correlation between large government contractors and those firms monitored. But the point of the question is to
point out that there really is no mechanism for detecting non-compliance and
therefore the procurement weapon is limited in effectiveness.)
Answer. Monitoring and determinations of noncompliance are COWPS responsibility. We do not plan any procedures for this purpose as part of the procurement regulations. The program is to be built on voluntary compliance. Just as with
traffic signs, policemen are not assigned to follow each vehicle. We do not intend
to burden the acquisition process with the compliance reviews on each contractor.
Question. What proportion of the overall economy will be affected by these
procurement regulations?
Answer. Federal acquisition of goods and services represents about 4 percent
of GNP, in total. Of this, perhaps 40 percent of the purchases will be covered by
our initial $5 million contract threshold. The multiplier effect of Federal expenditures impacts more widely than just direct Federal dollars, however.
Question. What real role do you see these procurement regulations serving?
Answer. The role of these acquisition efforts is, first, to demonstrate that the
Administration is doing everything within its power--including purchasing
behavior—to stem inflationary patterns. The need for this symbolic action is clear:
to show the private sector that their voluntary cooperation is warranted. Second,
the regulations can have a notable effect in certain limited cases by the adherence
to the standards for particular firms, product lines and industries where Federal contracts are concentrated.
FOR MR. KAHN: PROCUREMENT

Question. If a firm, under a procurement contract for goods or services from
the federal government, were to increase prices beyond the guidelines, would the
procurement be terminated and new bidding begin?
Answer. No. If the firm has a fixed price contract, a later increase in its prices
would not affect the prices under that contract. If the firm were determined to be
non-compliant as a result of raising its prices, it would not be eligible for further
contracts until it became compliant.
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TO THE ADMINISTRATION: PROCUREMENT
Question. In the case of a sole source contract, what options does the government have if the contractor is not able to meet the guidelines?
Answer. If the Government cannot forego or postpone the requirement, it may
not have any choice except to do business with that contractor even though he
is noncompliant. The regulations require, however, that the firm not profit from
his refusal to comply.
FOR ADMINISTRATION: PROCUREMENT
Question. Would the government purchase only from those firms who certified
their compliance with these standards even though another firm which did not
certify its compliance with the standards was offering the same good or service
for sale at a lower price? Suppose there was a 20 percent price differential?
Answer. If the low offeror refused to certify its compliance, the Government
would purchase from the lowest offeror who did certify compliance. The amount
of differential would not affect this, just as in the case of other responsiveness
requirements such as for equal employment opportunity.
FOR ADMINISTRATION: PROCUREMENT
Question. It is my understanding that as of January 1, companies signing contracts of $5 million or more with the Federal government will be required to
certify compliance with the Administration's guidelines. I understand that the
Office of Federal Procurement Policy within the Office of Management and Budget
will administer this program. What behavior and what standards would such a
certification involve? Do they cover just price behavior, or do they also cover
wage behavior?
Answer. The certification covers compliance with the wage and price standards. A copy of the proposed regulations is attached.
FOR DR. BOSWORTH : PROCUREMENT
Question. How many contractors would actually be directly impacted by the
newly announced procurement policy? Of those who would be affected, how many
federal contracts could, realistically and pragmatically be terminated?
Answer. About 2,500 firms could be affected at the $5 million contract and subcontract level. We do not know how many contracts can realistically be terminated. The termination penalty will only apply when the contractor is found to
have been out of compliance at the time he certified that he was in compliance.
Hopefully, there will not be many instances of false certification.

OFPP POLICY LETTER 78—
Subject: Wage and price standards for Federal contractors.
A program of voluntary wage and price standards was announced by President
Carter on October 24, 1978. The President directed that Federal procurement of
property and services be conducted so as to recognize anti-inflationary efforts and
to benefit Federal contracting by doing business with those firms which limit
wage and price increases. Accordingly, the following regulations are furnished
for compliance by all executive agencies.
The following provisions will be added to General Policies in Section I, Part 3,
of the Defense Acquisition Regulation (DAR) and the Federal Procurement
Regulations (FPR):
Wage and price standards for Federal contractors
(a) The Government will, to the maximum practicable extent, purchase goods
and services only from those firms in compliance with the wage and price standards. Firms in noncompliance with the standards will be ineligible for Federal
contracts or subcontracts except in accordance with paragraph h below.
(b) Solicitation Provision: All solicitations issued on or after January 1, 1979
expected to result in new contracts, orders under existing contracts, or supplemental agreements to existing contracts, in excess of $5 million will contain the
following provision: "The offeror hereby certifies that he is in compliance with
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the wage and price standards announced by the President on October 24, 1978."
(c) Contract Provision: All new contracts, orders under existing contracts, and
supplemental agreements to existing contracts, in excess of $5 million, resulting
from solicitations issued on or after January 1, 1979, will contain the following
provision: "The contractor hereby certifies that he is in compliance with the wage
and price standards announced by the President on October 24, 1978. If it is later
determined that the contractor was in fact not in compliance as of the date of
this action, and knew or should have known that he was not in compliance, then
this contract may be terminated in accordance with the provisions of the Termination for Default Clause."
(d) Compliance Determinations: For purposes of certification, companies will
determine for themselves whether or not they are in compliance, unless they are
listed as noncompliant. The Council on Wage and Price Stability (CWPS) has
established procedures to monitor overall compliance with the Federal Wage and
Price Standards. CWPS will from time to time publish a list of companies which
it determines to be in noncompliance. The Office of Federal Procurement Policy
(OFPP) will disseminate to all procuring agencies a current list of noncompliant
companies.
(e) Effect on Prior Awards: Contractors who are determined to be noncompliant, but are already performing under Federal contracts will be treated as
follows:
1. If their contracts do not contain the certification provision, they will
continue to perform those contracts, but will be ineligible for any further
awards until they are removed from the noncompliance list.
2. If they were awarded contracts with a compliance certification, but
are later found by CWPS not be in compliance, such contracts may be terminated for default in accordance with the contract provision in paragraph
(c) above.
3. If they were awarded contracts with a compliance certification, but it is
determined that they become noncompliant after the award of such contracts,
they will continue to perform those contracts, but will be ineligible for any
further awards until they are removed from the noncompliance list.
(f) Application to Subcontractors: Certification requirements shall be included
in all subcontracts over $5 million. The same penalties provided with respect to
prime contractors shall also apply to subcontractors who are determined by
CWPS not to be in compliance. Any waiver or relaxation of these penalties with
respect to subcontractors can only be made by the head of the procuring agency
Involved.
(g) Reduced Penalties:
(1) Termination for default of contractors or subcontractors who were not
in compliance at the time of certification may be waived by the agency head if
he determines in writing that:
1. The agency's need for the product or service is essential to National
security or public safety, and
2. There are no alternative sources of supply, or that seeking alternative
sources is not feasible because of (a) urgency of requirements, or (b) disruption of essential program functions.
(2) Termination for default may also be waived by the agency head if he determines that such action would result in severe financial hardship, particularly
for small and minority business firms. Such waivers should be limited to those
contractors or subcontractors whose ability to survive, if terminated for default,
is in question.
(3) In any case in which termination for default is determined to be feasible
the agency shall consider negotiating a reduction in the contract price to ensure
that the contractor does not profit from his failure to comply with the wage and
price standards.
(h) Waiver of Certification:
(1) Waiver of the contract certification should be considered only in situa.
tions where the Government cannot forgo or postpone a procurement because
of an urgent National security or public safety and where there are no alternative sources.
(2) Such waivers will be granted only by the head of the procuring agency
involved, and only after thoroughly exhausting all reasonable alternatives.
(3) Waivers shall be in writing, and a copy of such waiver shall be forwarded
within 10 days to the Administrator for Federal Procurement Policy.

274
(4) A contractor's refusal to accept the certification provision shall be considered in future determinations of responsibility until such time as the contractor accepts the certification provision or is otherwise determined to be in
compliance.
(i) Contract Pricing Actions: While determinations of noncompliance are the
concern of CWPS, all procuring agencies must be cognizant of the wage and
price standards and make every effort to stay within these standards in pricing
actions under negotiated contracts. Such pricing actions include cost and price
analyses, forward pricing rate agreements, price negotiation objectives, and
contract pricing structures.
LESTER A. FETTIG, Administrator.
THE WHITE HOUSE,
OFFICE OF THE WHITE HOUSE PRESS SECRETARY,
Washington, D.C.
EXECUTIVE ORDER
PROHIBITION AGAINST INFLATIONARY PROCUREMENT PRACTICES
By the authority vested in me as President and as Commander in Chief of the
Armed Forces by the Constitution and statutes of the United States of America,
including Sections 2(c) and 3(a) of the Council on Wage and Price Stability
Act, as amended (12 U.S.C. 1904 note) and Section 205(a) of the Federal Property and Administrative Services Act of 1949, as amended (40 U.S.C. 486(a)), and
in order to encourage noninflationary pay and price behavior by private industry
and labor, and to provide for the procurement by Executive agencies and Military
Departments of personal property and services at prices and wage rates which
are noninflationary, it is hereby ordered as follows:
1-101. The Chairman of the Council on Wage and Price Stability shall:
(a) Monitor company pay and price practices in order to determine compliance with the standards set forth in Section 1-102 of this Order;
(b) Promulgate regulations and guidance to further define these standards, and provide for appropriate exemptions and exceptions;
(c) Publish, or cause to be published, in accordance with procedures designed to ensure fairness and due process, the names of individuals or
companies which are not in compliance with the standards;
(d) Promulgate procedures to be used in proceedings before the Council
on matters pertaining to the standards, and take such other action as may
he necessary and consistent with the purposes of this Section.
1-102. Noninflationary wage and price behavior shall be measured by the
following standards:
(a) For prices, noninflationary price behavior is the deceleration by companies of their current rate of average price increase by at least 0.5 percentage points from their historical rate of annual price increase during
1976-1977 except where profits have not increased;
(b) For pay, noninflationary pay behavior is the holding of pay increases
to not more than 7 percent annually above their recent historical levels;
(c) These standards, which shall be further defined by the Chairman of
the Council on Wage and Price Stability, shall be subject to certain limitations and exemptions as determined by the Chairman.
1-103. In order to ensure economy and efficiency in government procurement,
the head of each Executive agency and Military Department shall ensure that
their contracts incorporate, on and after January 1,1979, a clause which requires
compliance by the contractor, and by his subcontractors and suppliers, with the
standards set forth in Section 1-102 of this Order.
1-104. Each Executive agency and each Military Department shall comply
with the directions of the Administrator for Federal Procurement Policy, who,
in accord with Section 6 of the Office of Federal Procurement Policy Act (41
U.S.C. 405), shall be responsible for the overall direction of the implementation
of Section 1-103 including the issuance of regulations and procedures for determining exceptions and granting exemptions.
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EXECUTIVE OFFICE OF THE PRESIDENT,
COUNCIL ON WAGE AND PRICE STABILITY,
Washington,D.C.

Hon. EDWARD W. BROOKE,
U.S. Senate,
Washington,D.C.
DEAR SENATOR BROOKE: Attached are responses to the questions you asked
Chairman Kahn and me following our Banking Committee testimony.
Best regards.
Sincerely,
BARRY P. BOSWORTH, Director.
QUESTIONS TO BARRY BOSWORTH
Question. It would appear that increasing mortgage rates and a shortage of
mortgage money could lead many young families of moderate and middle income
to delay the purchase of their first homes or be denied the opportunity of owning
their own homes. What advice do you have for those young families who are
seeking to buy their first home?
Answer. High mortgage rates are definitely a serious problem. An even more
serious problem arises when mortgages (at any interest rate) become unavailable. This is usually the result of state usury laws.
The current high level of interest rates is the result of our existing high rate
of inflation, as well as a monetary policy that is attempting to moderate the
inflationary pressures. Interest rates will come down only when we succeed in
lowering the rate of inflation.
The decision to purchase a home is a highly personal one, and I would not
presume to advise others on such a decision. I, myself, would probably not postpone the purchase of a house, given the availability for mortgage money.
Question. The President has referred to the use of regulatory power to provide
incentives and penalties for compliance with the inflation standards. Could you
give a few exampls of how this might work?
Answer. Our basic objective is to use regulatory powers to moderate inflationary
pressures, not to provide rewards or penalties. Wage and price increases above
the standards will indicate inflationary conditions in the markets concerned.
The Administration will take the steps within its power to alleviate these conditions. Some examples are: (1) a reexamination of import restrictions and
(2) a reexamination of regulations which set minimum prices or wages in
specific markets.
Question. The Humphrey-Hawkins bill, which was just signed by the President, established the goal of "Full Employment" as the number one priority of
this nation. The goal of reducing inflation to 3 percent by 1983 is established as
a goal which is subordinate to the primary goal of reducing unemployment. As
one of the original co-sponsors of Humphrey-Hawkins, I would be interested in
hearing how you feel that the new inflation program fits into the national goals
established by that legislation.
Answer. Over the past three years, the unemployment rate has been reduced
from almost 9 percent to 6 percent. Continued progress in this area is only possible if we make progress in reducing the inflation rate. Thus, I believe, the two
goals of increased employment and reduced inflation are not only compatible,
but that progress in achieving our employment goals depends on the progress
we make in achieving our inflation reduction goal.
Question. The President's program promises that limits would be set on
federal hiring, but there seems to be some confusion about the actual numbers
that would be affected by this hiring reduction. Could you tell me what number
is closest to the Administration's targets? Would the reduction in the Federal
work force be 20,000, as mentioned in the initial White Paper, or could the
reduction go even higher? As I understand it, the turnover of federal workers
is much higher than 40,000 people each year. Does the Administration intend to
make much more substantial cuts than initially predicted, if the opportunity
presents itself?
Answer. The President's program calls for a reduction of 20,000 full-time
permanent jobs. The President has not stated how long the freeze will last.
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QUESTIONS TO ALFRED KAHN
Question. What steps would the Administration take if the housing industry
is plunged into a serious recession as a result of the new policy?
Answer. Although we expect housing activity to slow somewhat next year,
we do not expect a serious recession in that industry. The creation of some new
financial instruments has made mortgage availability, and, hence, construction
activity less sensitive to high interest rates than in the past.
Question. You are quoted in the Washington Post as predicting that it may take
as long as a year before the impact of the President's anti-inflation policy is
felt. Do you think public confidence can survive such a long pay-off period?
I am thinking particularly of labor confidence, which is so important in view of
the big contracts which are up for renewal early this year.
Answer. We are hopeful that the President's program will show some results
in less than a year. But we share your concerns. If public confidence is low, then
.the chances for the program's success will be diminished. Public confidence will
depend, to a large extent, on the outcome of the contract negotiations to which
your question refers.
cptiestion. How would you respond to Labor's assertion that the new inflation program is inequitable because the wage standard is quite specific but the
price standard is so vague as to be unenforceable? I would think it would be
particularly difficult to enforce the standard on firms which have had either
very good years or very bad years during 1976 and 1977.
Answer. We do not believe that assertion is correct. The price standard is
every bit as specific as the wage standard. The only difference is that there is
not a single numerical price standard that applies to all firms. The standards
make allowances for firms that have had very bad years during 1976'and 1977.
No firm is expected to reduce its rate of price change below 1.5 percent. It is
unclear to me why the standard would impose problems on firms that had
particularly good years during 1976 and 1977.
Question. In your testimony and in the material you have submitted for the
record, you make a strong case for mandatory, comprehensive wage and price
controls. I can tell you right now that I could not support such a policy, and I am
fairly certain that there is little support in Congress at the present time for
mandatory controls. The memories of the shortages and economic dislocations
of the last experiment with wage and price controls are too vividly etched into
our memories.
Answer. I believe your question misrepresents my testimony. I am strongly
opposed to mandatory controls for the very reasons you suggest.

