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JANUARY 1966 ECONOMIC REPORT OF THE PRESIDENT

THURSDAY, FEBRUARY 3, 1966

CONGRESS OF THE UNITED STATES,
JOINT ECONOMIC COMMITTEE,

Washington, D.C.
The joint committee met at 10 a.m., pursuant to recess, in room

S-407, the Capitol, Representative Wright Patman (chairman of the
joint committee) presiding.

Present: Representatives Patman, Reuss, Griffiths, Curtis, Wid-
nall, and Ellsworth; Senators Douglas, Proxmire, Javits, and Miller.

Also present: James W. Knowles, executive director; John R.
Stark, deputy director; Donald A. Webster, minority counsel; and
Hamilton D. Gewehr, administrative clerk.

Chairman PATMAN. The committee will please come to order.
This morning we will hear Secretary of the Treasury Fowler on the

subject of the President's Annual Economic Report. It is obvious
that the activities of the Treasury Department play a crucial role in
the functioning of the economy-taxation, management of the public
debt, Government expenditures and monetary policy have an exten-
sive effect on the total performance of the economy. They also
affect each other in many ways and cannot be separated.

From time to time I will have something to say about the lack of
coordination of economic policy and I will have some questions on
the subject later. We hope, too, that you can enlighten us as to
current problems in the management of the public debt.

Looking over the Treasury Department's figures on the public debt,
I see that the outstanding amount under the statutory ceiling at the
end of the year was $316.5 billion. Of that amount, $61.7 billion was
held by U.S. Government investment accounts, like the social secu-
rity trust fund; and another $40.7 billion was in the hands of the
Federal Reserve banks.

This left a total of $213.9 billion in the hands of private investors.
Of that amount, about $53.5 billion was not marketable so that the
public marketable issues amount to $160.4 billion which is just
about half of the total debt. This important fact is often overlooked
in discussions of the public debt and particularly of public debt
ceilings.

Mr. Secretary, we are glad to have ou with us today. You may
proceed in your own way. I believe that you have a prepared state-
ment, have you not?

171



172 JANUARY 1966 ECONOMIC REPORT OF THE. PRESIDENT

STATEMENT OF HON. HENRYIH. FOWLER, SECRETARY OF THE
TREASURY; ACCOMPANIED BY FREDERICK L. DEMING, UNDER
SECRETARY OF THE TREASURY FOR MONETARY AFFAIRS, AND
ROBERT A. WALLACE, ASSISTANT SECRETARY OF THE TREAS-
URY

Secretary FOWLER. I do, Mr\� Chairman. Thank you.
Chairman PATMAN. And you may also extend your remarks if you

desire to do so in connection with any germane matter that you have.
Secretary FOWLER. Thank you, Mr. Chairman.
In addition to the statement before you, I have supplementary

comments that have been prepared overnight and are now in the
process of duplication. I would like the privilege of adding those to
the statement before you when they are available.

Chairman PATMAN. Certainly; you may do so.
Secretary FOWLER. Mr. Chairman, and members of the Joint

Economic Committee, we meet today in economic circumstances of
rather different complexion from those of a year ago or any of the
past several years. At home our work force, more productive than
ever, is also more fully employed than at any time in nearly a decade.

Adding to the increasing demands of our own people for more of
the fruits of our highly productive economy is our firm commitment
to the defense of freedom of Vietnam, which places a high-priority
claim on our human and material resources. Rather than stimulate
the economy further, it is now the broad task of Government economic
policy to take in some sail. We have become more concerned with
economic overheating than with the shortfalls of demand that marked
most recent years.

Our international economic position has taken a decided turn for
the better-and wae expect that it will do still better in this current
year. Yet here, too, our progress in meeting older problems has
tended to uncover new ones-in this case the need to move ahead
with improved machinery to cope with the international financial
problems we will face in the future.

With the President's Economic Report now before you, there is
no need to recount in detail the economic accomplishments of 1965.
A few highlights will serve to make the point.

In this fifth full year of business expansion, real output gained
5/1K percent. During the year, industrial production climbed 7.4
percent; about 2.5 million more workers found employment, and the
unemployment rate fell from 5.0 percent at the end of 1964 to just
4.1 percent of the civilian labor force at the end of 1965. In early
1961, NA-hen the current economic upswing was just getting underway,
the unemployment rate reached a high of about 7 percent.

No stronger Witness is needed to the success of earlier policies.
The stimulus of carefully planned reductions in tax rates, Working
in tandem with a moderately expansive monetary policy, and blended
with a range of Government programs addressed to more specific
economic problems, has helped produce a 5-year economic rise of
enormous scope. Our real growth rate during the expansion from
early 1961 through 1965, 5fi percent annually, can stand proudly
beside the record turned in by other industrial countries. And it far
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overshadows our own frustratingly slow growth during the recession-
pocked 1950's.

-Yet the very success of earlier policies has brought into range a
different set of problems and hence of near-term policy objective. On
the whole, our long economic expansion has been remarkably free of
price increases, but in the past year there has been greater upward
pressure-understandable in light of our own closer approach to capac-
ity operations and full employment-but nevertheless most un-
welcome.

Amidst all our progress toward greater economic well-being, however,
there remains a residue of older problems-ameliorated, but not solved,
by gains in the economy at large. Unemployment among nonwhites,
for example, has declined but remains about double the rate for whites,
and it is surely too high.

Too many pockets of poverty remain; perhaps their number and
extent are less than before, but their very existence is the more glaring
in view of the general economic advance. And even among the em-
ployed, and among the many who are above the poverty threshold,
there is much more they can contribute and gain in the framework of a
healthy expanding economy.

It is the overall economic picture to which general Government
financial policy must be addressed, however, and that picture is clearly
changed. The key factor calling for a different policy approach is our
commitment in Vietnam-but I would emphasize that we had a very
solid economic upswing in progress well before the buildup in our
Vietnam effort that started this fall. It was an. upswing that resound-
ingly demonstrated the logic of the reductions in tax rates of the last
few years.

In this current fiscal year, for example, our income tax-even
with its lower rates-will bring in substantially higher revenues
than ever before because of the higher income base. The investment
tax credit enacted in 1962 and improved in 1964, and the steps taken
in 1962 and 1965 to liberalize depreciation have also borne fruit,
stimulating a level of investment that not only contributed to overall
economic activity and productivity, but also added to our productive
capacity, so that our economy could expand without generating
excessive inflationary pressure.

Industrial capacity is being more fully utilized than at any time
in the past decade, but overall, we have the potential to meet both
our commitments in Vietnam and our economic demands at home.
I am convinced that the fiscal measures of the last few years to encour-
age investment deserve a good share of the credit for this.

Taken together, the stimulative effect of tax reductions on the
economy has been such that tax revenues in the current fiscal year,
apart from the effect of our new. recommendations, are estimated to
be $21 billion more than in fiscal year 1961, despite tax rate reductions
that have cut the burden of taxes by some $20 billion at this year's
income levels-more than twice the revenue increase in the preceding
5 years when there were no substantial tax reductions.

Now, however, with the economy already moving in high gear and
our Vietnam commitment superimposed on robust private demands,
there is a clear need for a shift away from the stimulative policies of
the past few years. An obvious first step is that additional "fiscal
dividends" in the form of tax cuts must be put off for the time being.
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This was already apparent several months ago, before our new budget
for fiscal 1967 began to take solid shape.

Moreover, in mapping out that new budget, and in modifying
our posture for the balance of fiscal 1966, it is clearly not sufficient
merely to come up with a 1967 deficit that is no greater than that of
1966. With private demands running stronger, the flexible exercise
of sound fiscal policy means that the Government's posture should
be more restraining.

This is precisely what underlies the President's request for an
acceleration of revenues in the balance of this fiscal year 1966 and
fiscal 1967. The principle behind this tax program is to take actions
that can be put in effect quickly and that do not make basic changes
in tax programs already enacted. For corporations and individuals
there is no change at all in final tax liabilities, but only a speedup
in the payment of taxes against the currently accruing liabilities.

The proposed 2-year postponement in certain excise tax reductions
which Congress had previously scheduled for graduated reduction
follows through on the standard adopted by the Congress to govern
these excise taxes-that their reduction be scheduled so as to be of
particular benefit to the economy as they take effect. Their reduc-
tion now would be stimulative when stimulus is not needed; their
reduction later will come at a time when it is more likely that stimulus
would be welcome or appropriate.

Altogether, these tax measures will be withdrawing an extra $2.9
billion in cash payments during calendar 1966. Coupled' with the
most rigorous pruning of expenditure plans consistent with meeting
our urgent commitments abroad and at home if enacted promptly
they will substantially lower a budget deficit in fiscal 1966 and lead
to a budget deficit of just $1.8 billion in fiscal 1967. On a cash basis,
the proposed budget would produce a surplus of $500 million, while
on a national income basis there would be a deficit of about $500
million.

The estimated deficit: for fiscal 1966 are: administrative, $6.4
billion; cash $6.9 billion; and national income, $2.2 billion-not far
from the averages during the current expansion. But now with the
need to shift in the direction of fiscal restraint, the administrative
deficit will be reduced by about $432 billion during fiscal 1967 and the
cash and national income budgets will be coming into approximate
balance over the same period.

Some critics have called our tax proposals one-shot remedies.
Indeed they are. None of us knows the duration and extent of our
commitment to the defense of freedom in Vietnam. We earnestly
hope that our objective can be achieved quickly. In that case our
one-shot measures are quite appropriate.

But if it turns out that our needs in Vietnam are of longer duration,
then the meeting of that commitment will take first claim on the
fiscal dividends deriving from an expanding tax base in fiscal year
1968. And if our Vietnam needs are greater in magnitude than is
currently contemplated, or should unforeseen inflationary pressures
develop, then further fiscal measures will be requested.

This is the course of maximum flexibility-requesting some moder-
ately restraining measures, appropriate to the tasks at hand, and that
can be put into effect quickly, while standing alert to ask for whatever
further actions might be needed as circumstances unfold.
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Developments in the credit markets during 1965 reflected stronger
demands from a variety of sources, centered in the private economy,
while the central bank followed a somewhat less accommodative
policy. Thus, while we had record flows of funds through the
markets, in support of the record level of economic activity, these
funds moved at higher rates of interest.

For short-term interest rates the rise during 1965 represented a
continuation of the upward trend that has proceeded over the last
several years from the low point in the 1960-61 recession. For
longer term rates, the rise after mid-1965 was the first significant up-
turn in the extended period of business expansion that began in 1961;

Through most of this period, long rates were little changed despite
rising demands for long-term money, because ample savings flows were
augmented by the enormous efficiency of our financial institutions in

placing relatively short-term deposits in long-term employment. The
higher long-term rates of the past year emerged as demands for long-
term credit accelerated further.

Against the background of less receptive credit markets, Treasury
debt management in the past year faced a difficult task even though
the Treasury's net cash borrowings were relatively modest; indeed,
with the Federal Reserve and Government investment accounts adding
significantly to their holdings of Treasury debt there was actually a

decline in the volume of Federal debt in the hands of the public during
calendar year 1965.

As the year progressed, the prodigious value of earlier advance re-

funding operations was increasingly apparent. Those operations,
including one completed very successfully in January 1965, lightened
the task that remained to be accomplished later in the year, and built

up a reserve that we could draw on in subsequent debt operations.
That cushion cannot be drawn on indefinitely, however, and in our

current refunding we are taking advantage of an opportunity to
lighten the refinancing tasks awaiting us next spring and summer.

We see our savings bond program as another area of prime impor-
tance to debt management. A higher rate on these savings, and a
planned invigoration of the savings bond sales program, is expected
to play a significant part in achieving our overall economic objectives
in 1966. Indeed, in addition to the higher rate which will be an-

nounced shortly, we are exploring intensively the feasibility of several
new types of special appeal to the 8 million participants in the in-

dustrial and Government payroll savings bond programs and to new
participants as well.

It has also become increasingly clear over the past year that
Treasury debt management, and other official financial policies,
require close coordination with the multitude of other Federal credit
activities. To a growing extent, Federal credit programs are expand-
ing their reliance on the private sector for financing, rather than use

Treasury financing as a permanent crutch.
In view of the great variety of different programs involved here,

and the increased level of activity, an effort is now being made to

centralize the bulk of these asset sales so as to achieve the best market-
ing terms and maximum coordination with overall financial policy.

Like debt management and fiscal policy, monetary policy also has

a new environment to work with during this period. In view of
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recent events, I believe it would be more appropriate for this com-
mittee to hear directly from the monetary authorities on this im-
portant topic.

As the President stated last December 5:
* * * I will continue to do my best to give the American people the kind of fully

coordinated, well-integrated economic policy to which they are entitled, which has
been so successful for the last 58 months, and which I hope will preserve the price
stability so necessary for America's continued prosperity.

In 1965, we developed some cracks in the excellent record of cost and
price stability that has characterized the current economic expansion.
Consumer prices rose 1.7 percent over the past year, a slightly greater
rise than the gradual increases of other recent years which averaged
about 1.3 percent. In wholesale prices, we saw virtual stability from
1958 to early 1965, but then a 3.4 percent rise by the end of 1965.

These increases are still quite mild, and of limited duration as of now,
compared either with U.S. experience in the mid-1950's, or the more
recent experience of practically every other country in the world-but
even a mild rise is not welcome and is a cause for concern.

We are well aware that any complacency toward mild increases in
costs and prices is an open invitation to more persistent or larger
increases, and this we cannot have without endangering an enviable
record of substantial economic growth at home with relative price
stability, declining unemployment, and progress toward balanced
international payments.

The attainment of nearly full employment means that our efforts to
maintain stable costs and prices must be even greater than before.
This calls for a combination of coordinated policies. The framework
of fiscal and monetary policy is already in the process of shifting away
from the stimulative leaning of recent years. But greater effort is
needed on the cost and price side, too. "Responsible restraint"
whether urged upon business, labor, or Government, is meant to be
more than a catch phrase. I believe it can work.

But as the president pointed out in his January 27 economic message
to Congress, the-
extent of the fiscal or monetary restraint that will be needed to avoid inflationary
pressures will depend directly on the restraint and moderation exercised by those
who have power over wages and prices.

Turning to another subject, our progress in the balance of payments.
The United States made a giant stride last year in its march toward

balance-of-payments equilibrium. Between 1960 and 1964, we re-
duced our overall deficit, in uneven steps, from $3.9 billion to $2.8
billion. In 1965, it was cut to $1.3 billion-the improvement exceed-
ing the total progress of the previous 4 yp.,rs.

While the data for 1965 are still incomplete, it appears that this gain
was achieved despite some setbacks on particular items. Our trade
surplus, for example, was down about $1.9 billion and our tourist
deficit widened by about $200 million. Direct investment by U.S.
corporations rose by roughly $900 million for the year and was only
partly offset by a $500 million increase in direct investment income.
Moreover, purchases of U.S. securities by foreigners were offset by
liquidations of securities and other U.S. assets totaling over $500
million by the United Kingdom Government.
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How, then, was such outstanding overall progress made in 1965?
The voluntary restraint program, announced by the President just a
year ago, deserves the lion's share of credit. Its impact was felt
first, and most dramatically, in the field of bank credit. Outflows
of short- and long-term bank credit were reduced from $2.5 billion in
1964 to virtually nothing in 1965. As for nonbank capital, excluding
the direct investment flows which did increase, we moved from an
outflow-of-allmost-$-1-billionf-irf19641 to an estimiate-d-iinflow of around -
$300 million last year.

More than half of this improvement came from repatriation of liquid
funds by corporations in response to the voluntary program guided by
the Commerce Department. Operating alongside the voluntary
program, the interest equalization tax-strengthened by the Congress
and extended to July 1967-continued as an integral and effective part
of our overall effort.

In early December, the administration announced its balance-of-
payments program for 1966, continuing the measures initiated in
February and intensifying the effort to moderate corporate direct in-
vestment abroad.

On the assumption that our trade surplus, in the absence of special
factors, will improve in 1966, and in the expectation of smaller
direct investment outflows, sustained success in other areas covered
by the voluntary restraint program, continued vigilance on Govern-
ment expenditures abroad, and the cessation of the large United
Kingdom asset liquidations-we believe we can achieve equilibrium
in our international payments-$ 2 50 million on either side of balance
in this year.

The importance of reaching equilibrium is vividly brought home
by the fact that last year, despite the smaller payments deficit, the
United States lost $1,664 million in gold-the largest loss since 1960.
Of this $259 million represented our payment of 25 percent of our
quota increase to the International Monetary Fund, which will be
offset by increased automatic drawing rights on the Fund.

Much of the remainder of the loss was attributable to the large
deficits we incurred in previous years, as foreign countries used their
dollar accumulations to acquire gold. The rate of gold loss fell
steadily throughout the year; $832 million in the first quarter, before
the President's voluntary program had taken effect; $589 million in
the second quarter, including the IMF payment of $259 million; and
then, because of the encouraging situation in our balance-of-payments
picture, only $124 million in the third quarter, and $119 million in
the fourth quarter.

The fact that so much of last year's gold drain went to a single
country-nearly $900 million to France-coupled with the fact that
the rate of drain dwindled as the-year progressed and our payments
position improved, make it clear that there is at present no general
lack ofxconfidence in the dollar. The reverse is certainly the'case.

We must make sure this confidence continues. If further action is
4'a necessary t~ojbring our payments into equilibrium in 1966-either be-

cause circumstances change or o ir present expectations of success are
unjustified-such action will be taken.

We look forward of course, to the day when the restrictions neces-
sary today can safely be removed. None of us wants to keep these
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trappings of constraint any longer than necessary. But we do have
to be reasonably confident that the underlying conditions for sustained
balance are met, and this will require continued effort on our part and
on the part of others as well.

Given price stability at home, the ingenuity of our marketing and
scientific community, and the energy of our businessmen, I am sure
that over the long run our trade surplus will widen-and this will
help.

Given the high level of overseas direct investment by our corpora-
tions in recent years and the sizable level still permitted under the
new Commerce Department guidelines, I am confident that invest-
ment income will grow-and this will help.

Given passage of the foreign investors tax bill we will have created
a domestic climate more conducive to foreign portfolio investment
here-and this will help, too.

But over and above these, there must be a greater understanding
by all industrial nations that the task of sustaining meaningful
equilibrium-over the long term-requires adjustment by both sur-
plus and deficit countries. Obviously, we simply cannot all be in
surplus at once. We are unlikely all to be in equilibrium at once.

Before turning to a discussion of international financial arrange-
ments, I wish to take note of your request that the advantages and
disadvantages of wider permissible limits of exchange rate variation
be examined. The Treasury has begun such a study and will carry
it forward in consultation with other agencies. We hope to be in a
position to make our conclusions available to the committee during
this congressional session.

Now, a word about international financial arrangements.
There is no need to remind this committee that our progress in

correcting our own balance-of-payments deficit gives added urgency
to the problem of strengthening the international payments system.
The committee and its members have made substantial and highly
useful and influential contributions to the now nearly universal
recognition of this need.

As international trade and payments continue to expand, we need
to provide for the appropriate growth of world reserves. The dollar
will no longer be supplying the rest of the world with increased
monetary reserves as it has in the past.

You will recall that I visited many of the capitals of Europe last
summer to impress upon my colleagues in the finance ministries the
importance which this Government places upon timely preparation
for the period when some additional form of international monetary
-asset will be required. The President's Economic Report reviews this
questiou again this year and points out that progress is being made.
We have moved from the discussion stage to the negotiating stage,
and are coming to grips with some specific proposals.

- Two major lines of approach have received serious attention in
discussion and negotiations over the past year. One involves the

-gradual expansion of automatic drawing rights in the International
Monetary Fund. A second approach involves creation of a new
reserve unit to supplement the dollar as a part of available liquidity.
Participating countries would put up their own currencies as backing
for the new units and would undertake to accept the units under
agreed procedures in international monetary settlements.
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At the moment, negotiations are proceeding actively among the

Group of Ten nations that are of major importance in international

financial arrangements. Within the past few days, the U.S. repre-

sentatives at the Group of Ten, headed by Under Secretary of the

Treasury for Monetary Affairs Frederick Deming, who is at my left,

have introduced certain proposals for consideration by the group

which reflect some of our basic thinking and which entail a combina-

tion of drawing rights and new reserve units.
I would not e so rash as to predict--vhen-some-measure-of-agreement -

may be reached, or precisely what form it will take, but it is encourag-

ing that these negotiations are going on, and are tackling the underly-

ing issues.
When the Group of Ten countries have reached agreement on

general lines of approach this will mark the first phase in realizing an

improved system. A second phase will be needed to insure that the

interests of countries not among the 10 are fully heard and weighed.

The third phase will be to achieve adoption of a satisfactory plan by

the governments concerned.
The potential for growth in production and trade, which has been

so dramatically demonstrated in the postwar period, must not be

constrained by inadequacy of world liquidity. Once we have agreed

on satisfactory means of providing for the appropriate'expansion of

reserve assets, providing flexible responses to changing needs, and

providing proper safeguards for our own best interests (including

appropriate provision for the role of the dollar), we shall have set the

'foundation for a significant improvement in the international monetary

system.
In conclusion, I feel compelled to observe that the path of progress

consists inevitably of substituting one set of problems for another.

In the economic sphere, some of the problems emergent today are a

bit more welcome than those that beset us for the last few years.

- Domestically, the more immediate danger is one of overexuberance

and upward pressures on costs and prices, rather than unemployment

and shortfalls in activity. On the international payments side, we

are well 'along the road to eliminating our own payments deficit, but

we have the rest of the way-to go;.and we have seen that as-our own

deficit is reduced we bring to the forefront the adjustment problems

'thus placed on" the rest of the world, and the potential strains on

international liquidity.
If'these problems are-less unwelcome than their predecessors, it

does not follow that they are any more easily solved. - Yet, I believe

these challenges, too, are within our capabilities.
Mr. Chairman, that concludes my original statement. I kn6wv it

is trespassing a little bit upon the time noted, but, with the permission

of the Chair,\Ixhave a.supplementary statement.
Chairman PA'TMAN. NY.Ou may proceed. That is the statement you

\mentioned'at-e beginnitng-of your testimony. Go ahead.
N'SecretaryFOWLER. In 'light of some >of the developments that

have occurred durisgetheQ ourse'of the last 2 days of hearings before

this committ~eJe.I have prepar'ed'asupplementary stateifent, copies of

which are now available and have ,heen distributed, and which I will

now read. If

SUPPLEMENTARY\STATEMENT OF SECRETARY FOWLER

During these hearings, members of the committee have expressed

their concern about the thre'at of inflation. The administration shares
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that concern. Its actions on the Government employee pay raise in
August, the steel settlement in September, and the aluminum, copper,
and steel price situations this past fall, as well as its current budget,
bear witness to this concern.

There are those who propose that the administration come forward
now with a program to enforce much harsher restraints on the economy
than those now in effect or proposed in the President's budget. The
administration disagrees with the premise that more needs to be done
now. However, it welcomes the putting forward of any specific pro-
posals since they may add to the range of contingency planning in
which it, itself, is engaged. Indeed, it suggests that the House Ways
and Means Committee-or this joint committee-study, review, and
recommend the type of tax increases which would be most suitable
if inflationary pressures require additional fiscal action.

First, let us be very clear as to the position of the administration
in the uncertainties that the situation in Vietnam makes inescapable.
The President has given to the Congress an unqualified commitment
that:

Should unforeseen inflationary pressures develop, I will propose such fiscal
actions as are appropriate to maintain economic stability.

He has pointed out that:
The extent of the fiscal or monetary restraint that will be needed to avoid

inflationary pressures will depend directly on the restraint and moderation
exercised by those who have power over wages and prices.

This is our answer to those who ask, "Will the Government go for
tax increases later this year?"

Second, the administration does not believe it is wise to impose
measures of restraint on the economy in addition to those in effect or
proposed in the President's budget and Economic Report unless or
until the "unforeseen inflationary pressures" develop.

We have seen too many expansions turned into recessions by slam-
ming down too hard on the brakes. We have seen too much unem-
ployment and underemployment too long to cut back drastically and
unnecessarily on private demand to provide purposefully an idle
reserve of manpower and capacity. We advocate a course of modera-
tion and balance in dealing with any danger of economic excess, as
we have advocated moderation and balance in curing economic
deficiency.

The national economic objectives as set forth in the Employment
Act of 1946, under which this committee functions, provide that:

It is the continuing policy and responsibility of the Federal Government to use
all practicable means * * * for the purpose of creating and maintaining, in a
manner capable to foster and promote free competitive enterprise and the general
welfare, conditions under which there will be afforded useful employment oppor-
tunities, including self-employment, for those able, willing, and seeking to work,
and to promote maximum employment, production, and purchasing power.

This administration includes price stability as a-goal to be sought
along with these more particularized objectives of full employment
and a healthy rate of growth. It believes that there is a fundamental
compatibility of these three objectives and that in sseking one of them
it is unwise to sacrifice the others. If one objective, such as price
stability or full employment, is sought with the utmost rigor without
concern for the others, this is not wise national policy.
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Of course, from time to time very special situations may force one
economic objective to move ahead of the others. It is quite con-

ceivable that the threat of an inflation of such size or duration might
cause stabilization of the price level to be given top priority. These
black and white situations seldom occur. The more usual task is to
seek price stability, growth, and high employment simultaneously
and in a reasonable degree.

The challenge today is to find the mix of monetary, credit, and fiscal
measures best designed to achieve all-these objectivesorecignizilng
that public policies will not' be adequate if some groups who enjoy
*and exercise substantial market power choose to push up or maintain
prices or wages at unwarranted levels.

Against this background let us look at the present situation ob-
jectively and carefully with a concern that we press toward all these
goals rather than become preoccupied with a single one. In this

calendar year 1966 restraints which did not characterize 1965 have
already been imposed upon the economy.. Beginning in January an
extra $6 billion a year in social security and medicare taxes is being
withdrawn from private purchasing power to flow into the trust funds.
This was not true of December'1965, or November, or October.

In December 1965, the Federal Reserve Board announced two
actions designed, in its words-

to dampen mounting demands on banks for still further credit extensions that

might add to inflationary pressures.

The full effect of these actions, which take a considerable period of
time to be felt, is yet to be ascertained.

The new tax proposals recommended by the President, if adopted
by March 15 as he urged, would withdraw from private purchasing
power an additional $2.9 billion during calender 1966.

The shift in the budgetary situation from substantial deficits in
fiscal 1966, brought on by the response to the challenge of Vietnam,
to surpluses or minor deficits in the administrative, cash, and national
income account budgets has been made possible by expenditure
reductions coupled with the new tax proposals.

Coming onstream in 1966 are vast quantities of new industrial
capacity which are the fruits of investment made in recent years.
Coming into the labor force are a million and one-half additional new
entrants from the younger age group and,'in addition, many hun-
dreds, of thousands are being given the benefit of manpower training
to better equip them to fill the needs of the labor market. And, of

course, the dwindling rate of unemployment is stimulating renewed
effort in the private sector to train and better utilize the available
labor force.

Given all these new factors, the wise course of balance and modera-
tion in pursuing continued growth, a higher rate of employment and
relative price stability would seem to call for determining how the

economy reacts to this new mix of relatively moderate- restraints
before adopting without apparent present reason the far harsher
measures-presumably increased tax rates, direct price and wage

controls, and much tighter monetary restraint.
Chairman PATMAN. Thank you, sir.
I certainly agree with you, Mr. Fowler, that we should not im-

pose any restraints until it is absolutely necessary, and until we know

59 -311-6i6--pt. 2-2
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that we have public sentiment in favor of them because during
World War II we had some sad experiences on price and wage controls.
While we had about 8 million prices and wages to control then, we
would probably have about 16 million now which, of course, would
make our problems even more difficult and the black market, of
course, enters into it in a very sad way.

In respect to the quote from the Employment Act of 1946, will you
get that before you again, please?

Secretary FOWLER. Yes, sir.
Chairman PATMAN. Would you read the part about coordination?
Secretary FOWLER. I do not have the full text, Mr. Chairman.

In order to save time, I excerpted part of it.
Chairman PATMAN. You will recall the Employment Act of 1946

requires that the Federal Government and all of its agencies and
officials work in coordination for maximum employment.

Secretary FOWLER. Indeed.
Chairman PATMAN. That word "coordination" is there. And, of

course, that contemplates that all agencies will coordinate their efforts
in that direction.

Were you consulted by Mr. Martin of the Federal Reserve before
he took the action on December 6, Mr. Fowler?

Secretary FOWLER. Yes, Mr. Chairman.
Chairman PATMAN. You were consulted about it?
Secretary FOWLER. Yes, sir.
Chairman PATMAN. The Federal Home Loan Bank Board was not

consulted about it; I believe Mr. Martin testified to that effect.
Did you understand that the pressure of the $16.5 billion in certifi-

cates of deposits in a few banks was a major reason for the urgency
of the particular increase at the time?

Secretary FOWLER. I received the impression from the public hear-
ings held by this committee that this so-called flow-of-funds considera-
tion was a major factor in the concern of the Board.

Chairman PATMAN. There has been a lot said here about inflation
and whether or not we have inflation now. If we have inflation now-
certainly we have expansion, but I make a big difference between ex-
pansion and inflation-if we have inflation it is due, in my opinion,
to that December 6 order, because in that order of the Federal Re-
serve the interest rates were increased not only from 4 to 4%4 percent
on the rediscount rate, but the CD's, certificates of deposit of 90 days
or more, from 4% to 5% percent, or a 22.2-percent increase, and from
4 to 53' percent on the shorter CD's, a 37%4-percent increase.

Do you not think that is way beyond the guidelines that you have
set out in the past, Mr. Fowler?

Secretary FOWLER. Well, I am not knowledgeable about any guide-
lines in the field of interest rates, Mr. Chairman.

Chairman PATMAN. Would you not think they applied to interest
rates as well as anything else? Interest rates certainly affect the
prices of goods and commodities, do they not, Mr. Fowler?

Secretary FOWLER. Mr. Chairman, there is no question but that
the cost of money is a cost, as well as the cost of materials and services.

Chairman PATMAN. Do you not think, then, that a guideline is
important in monetary matters just the same as it is on the price of
goods that are affected by interest rates?
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Secretary FOWLER. I think fixing a guideline on the extent to
which interest rates will go up is perhaps a more complicated problem,
Mr. Chairman. Monetary policy certainly should be taken into
account, particularly in what I would call the long-term structural
view. The fact is that in this country we have a capital generation
system capable of transferring large sums from savers to the money
market. You might say that a relatively low cost of money, compared
to other countries, is an important national asset which, over the long
term, should be considered.

Chairman PATMAN. May I invite your attention to the fact that in
World War II, before and after, from June 30, 1939, until June 30,
1951, 12 full years,-we has the worst time in our history-we had
inflation, at least we had the potentials of inflation, because we were
shooting away a quarter of a billion dollars a day on the battlefield.
However, during those 12 years we had monetary guidelines on
interest rates and the long-term rate never went above 2% percent.
No one was compelled to sell his bonds below par, and on the short-
term rate where we paid $1 for interest during World War II now we
are paying $30 for, the same interest. That is pretty inflationary
itself.

So, inasmuch as we saved tens of billions of dollars on interest in
World War II and subsequent to that time, I feel that we should con-
sider it now, going into this Vietnam war. We hope it does not
expand, we- hope it does not become a' Korea or-World War II, -but we
never know. I sincerely trust, Mr. Secretary, that you will give
great consideration to a program for paying the cost of this war, if'
it should expand, by selling bonds to everyone who has the money to
buy bonds-the corporations as well as individuals-and obtain
money wherever you can get it;. but when 'you have gotten all thbe
money you can that way from the sale of bonds and it is then necessary
to create the money, to manufacture it on the books of the banks in
order to buy the bonds. I hope you will not find it necessary to do
that because it is highly inflationary..

It was in World War II and it will be at any other time. I hope
'that you will consider instead doing a part' of this financing, especially
the part of the money creation, through the Federal Reserve at a
great 'reduction in cost to the American people.

I wish you would begin to study that because I think the Federal
Reserve Board in World War II did a wonderful job under Mr.
Eccles; just a magnificent job. Mr. Eccles was, one of the greatest
public servants I ever knew; he was going contrary to his convictions
at some times; he did not believe in some things he was doing; but
he was a good public servant and he was trying to represent the
public interest; I' think he did a wonderful job and I think we
better consider now some of the things that were considered at the
beginning of World War II for the purpose of saving the enormous
amount of interest that we would have to pay on these very, high,
and I consider extortionate, rates of interest.

What is the average rate of interest paid for social security trust
funds at the present time, Mr. Fowler, just approximately? I
would not ask you for the exact figure.

Secretary FOWLER. I think I would prefer to supply that for the
record, Mr. Chairman.
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Chairman PATMAN. Is it about 3 or 34' percent?
Mr. DEMING. It is a little higher than that, Mr. Chairman.
Chairman PATMAN. How does it compare with the rate that is

paid to the Federal Reserve? You know, the Federal Reserve gets
interest, too. They are getting 5 percent now on these 5-percent
bonds, are they not?

Mr. DEMING. Well, they get an average interest rate, of course,
depending on what their issues are.

Chairman PATMAN. That is right, but is it higher or lower than the
rate of the social security trust fund?

Mr. DEMING. I cannot answer that, Mr. Chairman. We will
have to supply that for the record. I think it is about the same.

Chairman PATMAN. You do think it is about the same; yes, sir.
(The material which follows was submitted by the Department.)

Average rates of earning on Treasury issues held by official accounts

[In percent]

Federal Social Government
Reserve 1 security 2 investment

accounts'3

December:
1050------------------------------------------------------ 1.41 2.19 2.59191----------------------------------------2.09 2.31 2.601960------------------------------------------------------ 3.61 2.67 2.841965 -4.0 3. 29 3. 4

I As of last Wednesday in each year, includes amortization of discount or premium on all issues.
2 Excludes minor amounts of savings bonds and savings notes; average is on basis of interest rates on couponissues at face value.
3 Excludes bills and minor amounts of savings bonds and savings notes; average is on basis of interestrates on coupon issues at face value; covers all accounts handled through the facilities of the Treasury,

including social security.

The table above shows that at various dates the Federal Reserve's rate of
earnings has been both above and below the rate of earnings for the social security
funds and the total of Government investment account funds (including social
security). The changes in these relationships reflect the fact that a large part
of the social security funds and other Government investment account funds
are invested in special nonmarketable issues, while the Federal Reserve's hold-
ings are entirely in marketable issues and therefore fully subject to market fluctu-
ations in interest rates. The sensitivity of the earnings rate on the Federal
Reserve's holdings to market fluctuations is increased by the fact that the Federal
Reserve's holdings are concentrated in relatively short-term issues, which turn
over faster and fluctuate more in yield.

Chairman PATMAN. Do you believe that increased interest rates,
Mr. Fowler, tend to raise prices and costs on all other goods in the
economy?

Secretary FOWLER. It is a cost.
Chairman PATMAN. Yes, sir; it is a cost. And do you not think,

therefore, Mr. Fowler, that the administration should do everything
in its power to hold down interest rates?

Secretarv FOWLER. Well, as in the case of most decisions, Mr. Chair-
man, there are a number of objectives to be achieved. I think that
you have to take various objectives into account and, I want to be
very frank about this, I would not be one who would deny to monetary
policy an appropriate role in a time of sharp cyclical change, where
inflation was underway or threatened; by the same token, I would not
be one who would deny that monetary policy has an important role
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to play to stimulate the economy at a time when recession might be
threatened.

I think it has an important role to play. In the process of playing
that role interest rates, as well as credit restraints, may be a contri-
buting factor. We have to take all these things into balance.

Therefore, at the time when it is actually needed to provide a
restraint on the economy, higher interest rates for that period of time

--may-be-a-necessary-consequence-something-not -welcome,-something
not desirable, but something to be tolerated.

By the same token, as I have stated on various occasions, it should
be an objective of our national economic and financial policy to pre-
serve over the long pull, a relatively low cost of money. Low cost of
money is an important economic factor and a real national asset.

Chairman PATMA N. Of course, if that was the only alternative, I
would agree with you. But I cannot agree with you because I believe
it is not the only alternative. We do not have to raise interest rates
every time in order to impede the economy. There are other ways of
doing it-numerous ways. One way is to raise the reserve require-
ments of banks. That is the most effective way on earth.

Secretary FOWLER. Sometimes, Mr. Chairman, I think the conse-
quences of other credit restraints operating in a market of rising
demands may entail some increase in interest rates. I am drawinig a
distinction between the cyclical performance of monetary policy and
the structural one.

Chairman PATMAN. My time has expired, Mr. Secretary.
Senator Javits?
Senator JAVITS. Mr. Secretary, since the President's Economic

Report has been filed, upon which you are testifying, the President
has announced the end of the bombing pause in North Vietnam.

Now, as you are speaking for the administration here, can you give
the American business and private community any word as to whether
or not it needs in the ensuing fiscal year to look for a tax increase in
addition to what the President has already asked for from the Congress,
in view of its estimate of the Vietnam war, its fiscal situation, and the
fiscal dividends, as you call them, which are coming in from the in-
creasing tax base and so on?

Taking all these factors into consideration, do you see any additional
increase in taxes being requested in the ensuing fiscal year?

Secretary FOWLER. Senator Javits, I cannot foresee the unforesee-
able. I think the President has been very clear in his budget state-
ment and in the Economic Report on the circumstances under which'
the Congress could expect to receive additional requests for fiscal
action. Just so that we can be fairly precise about it, let me read the
statement on page 10 of the budget message:

If on the other hand events in southeast Asia so develop that additional funds
are required, I will not hesitate to-request the necessary sums. And should
that contingency arise, or should unforseen inflationary pressures develop, I will
propose such fiscal actions as are appropriate to maintain economic stability.

Hiji I cannot go beyond that statement. Obviously, the budget in its
preparation, and the Economic Report in its presentation, contem-
plated the continuance of the 'activities in South Vietnam on the
scale and of the nature currently underway.

There has been no change in the situation since the budget message
was presented, or the Economic Report was presented, that would
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cause me to say anything more than the President has said in the
budget message.

I tried to answer this question as best I could in my supplementary
statement by quoting the President, that:

Should unforeseen inflationary pressures develop, I will propose such fiscal
actions as are appropriate to maintain economic stability.

And that:
The extent of the fiscal or monetary restraint that will be needed to avoid

inflationary pressures will depend directly on the restraint and moderation
exercised by those who have power over wages and prices.

And I said in my statement, this is our answer to those who ask
"Will the Government go for tax increases later this year?"

I cannot predict, you cannot predict, no one can predict the course
of developments in Vietnam that may require funds beyond those
that are currently contemplated. Neither you, nor I, can precisely
predict the course of action in the wage and price field. We have
our own judgments about the extent to which understanding and ap-
preciation of our situation is developing among the leaders of labor
and the leaders of business. Your judgments and mine might be the
same, or they might vary; but you cannot expect any of us at this
table, or any other table, to come back to my opening note, to foresee
the unforeseeable.

Senator JAVITS. Mr. Secretary, I was not asking you about any of
that; with all due respect, I was only asking whether in the budget
and in the forecasts of the Economic Report you have included ex-
penditures for Vietnam at the present level of operations, including
the end of the bombing pause?

Secretary FOWLER. Yes; to my knowledge, that is the case. The
Director of the Budget was here yesterday. He would be much
better informed on that, but from all my information I would cer-
tainly say that that is contemplated in the budget.

Senator JAVITS. Good.
Now, the second point: You say that we are getting abreast of

our balance of payments pretty well, but you point out also that we
leave a number of things to be desired and you specify them, which
I think is very laudable and typical of your great competence.

Now, does the administration have any plans to promote greater
exports, for example, is there any idea of perhaps giving a tax incentive
or another incentive to spur exports, and what are the administra-
tion's plans about cutting down the tourist deficit?

Secretary FOWLER. First, on the general plans for export promo-
tion. The Department of Commerce has been and continues to be
heavily engaged in what I would call a continuing exploration of
various measures that may be suggested from any quarter on export
promotion.

There are at the present time, under the National Export Council,
a series of definitive studies being made in cooperation with people
from the private sector on various proposals. One subcommittee is
considering possible tax incentives that might be developed. We
have been working with that subcommittee.

I cannot tell this committee that we have come up with anything
that seems to be satisfactory or to justify its presentation to the
Congress-although the search continues.
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Insofar as the tourist area is concerned, I think you are generally
familiar with the fact that the Vice President heads an interdepart-
mental committee which has developed working cooperation with
most of the areas of the private sector that are concerned with tourist
promotion. The essence of the program is to encourage Americans
to see America first and to increase travel of foreigners within the
United States.
--- The -degree-to-which-this-effort is receiving cooperation from the
airlines, resort owners, and those thiathave a-d-efi-nit-stake-and
operating stance in the tourist area, would better come from the
Vice President's committee than from me.

Senator JAVITS. Well, may I say, Mr. Secretary, that the whole
effort is completely unsatisfactory and, in my judgment, completely
bankrupt. The private enterprise people are putting up $500,000 to
finance the "Discover America" project, which is peanuts; the Federal
Government has not included adequate funds for the U.S. Travel
Service in its budget for years, and it is still not doing it, and it is
doing nothing appreciable to expand the service, seek legislation, ask
for money, which will result in directing attention to internal travel
in the United States. In short, there is a lot of talk about this and
a lot of motion and a lot of meetings but mighty little action and here
you come up with a figure shown in your statement that our tourist
deficit has widened by $200 million.

May I ask, Mr. Secretary, what is the total of the tourist deficit?
It is widened by $200 million. What is its total?

Secretary FOWLER. It has widened from about $1.6 to about $1.8
billion. May I comment on several of your comments?

A good deal of the problem of the availablity of funds for the U.S.
Travel Service has not been the failure of the administration to
request the funds, but of the Congress to appropriate them. I think
in every year, or certainly in recent years, there has been a substantial
reduction in what Congress has been willing to allow. I am delighted
to hear from you, Senator Javits, an expression of opinion on this
and I hope it will be functional with your colleagues in the appropria-
tions field.

Senator JAVITS. May I point out, Mr. Secretary, that it is you
people who have the majority, the overwhelming majority, in the
Congress, and one of the President's strong points is that he has been
able to carry so much through the Congress and I would hope very
much that the same kind of muscle would be put behind this matter
as is put behind many others in which he has been successful.

Secretary FOWLER. We would certainly also welcome support from
the minority. I am sure the President would. Sometimes that is
very useful in getting some desirable measures across.

Senator JAVITS. This particular person in the minority is your most
ardent evangel around here in support of an effective national travel
program, and I have tried time and again to increase the appropriations
of the USTS on the Senate floor without success and I would welcome
and could very much use strong administration support.

Secretary-FowLER. Senator Javits, I would also like to add that I,
too, share some of your expressed concern about the scale and
magnitude of the effort of our private sector in the travel field to
step up and meet this challenge. I believe a great deal more can
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and should be done along that line. I have from time to time pub-
licly expressed the same concern that you have.

Senator JAVITS. Mr. Fowler, do you not think, in all honesty that
this is one item in our balance-of-payments deficit that ought to
really be melted away, considering the magnificence of this Nation
and its travel attraction?

Secretary FOWLER. I think you and I are very much on the same
wavelength on this particular topic, Senator Javits.

Senator JAVITS. I have one other subject.
I have introduced Senate Concurrent Resolution 73 to deal with

this problem of coordination between the Federal Reserve Board and
all the agencies of Government and to give it a sense of regularity
and authority. Have you had a chance to go over that?

Secretary FOWLER. I have not seen that resolution. I have seen
one by Congressman Ellsworth; I do not know whether they are
comparable

Senator JAVITS. It is the same one.
Secretary FOWLER. My principal comment, although I have not

had an opportunity to carefully study the resolution, is that it would
more or less tend to put on the statute books a practice which has, in
fact, been followed. During the past year, we have had about seven
meetings of the so-called Quadriad, at which the Chairman of the
Federal Reserve Board, the Chairman of the Council of Economic
Advisers, the Director of the Budget, and the Secretary of the Treas-
ury met with the President for a general review of the economic
situation.

I do not have the resolution in front of me, but I believe the second
paragraph would require the Secretary of the Treasury, or the Chair-
man of the Council of Economic Advisers, to acquaint the members
of the Federal Reserve Board with information. Would you mind
reading the second paragraph?

Senator JAVITS. It reads as follows:
That the Secretary of the Treasury, the Chairman of the Council of Economic

Advisers, and the Director of the Bureau of the Budget should keep the Chairman
and the members of the Board of Governors of the Federal Reserve System and
other members of the Federal Open Market Committee fully apprised of any
developments or information of which they are respectively aware and which
should be brought to the attention of the Board for the effective discharge of its
responsibilities.

Secretary FOWLER. I would say that up to now the principal liaison
has been with the Chairman of the Federal Reserve Board and we
have looked to him to pass information on to his colleagues. We meet
regularly; I usually meet with the Chairman of the Federal Reserve
Board every Monday and sometimes more often. In addition,
Treasury people usually go over to the Federal Reserve Board and
meet with their staff every Wednesday. So there is a good deal of
informal communication at that level. As for passing on information,
we have felt it appropriate to provide information to the Chairman
and then leave it to him to pass it on to his colleagues.

Senator JAVITS. Thank you very much, Mr. Secretary.
Chairman PATMAN. Senator Douglas?
Senator DOUGLAS. Mr. Secretary, I wonder if you have been able

to make tentative estimates as to the total magnitude of the unfavor-
able balance of payments for the last calendar year.
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Secretary FOWLER. We have preliminary estimates, Senator Doug-
las: They will be complete in another few weeks. But these pre-
liminary estimates indicate that on the so-called overall basis we will
have a $1.3 billion deficit.

Senator DOUGLAS. As compared with
Secretary FOWLER. The same basis of calculation last year, a $2.8

billion deficit.
Senator DOUGLAS. So you have cut it in half?
Secretary FO5VLEn7.BJetththia-nhalf-- --
Senator DOUGLAS. Is that on the Bernstein basis, or is it on the

previous-
Secretary FOWLER. That is on the so-called overall basis.
Senator DOUGLAS. Not the Bernstein basis?
Secretary Fowler. Not the Bernstein basis.
Senator DOUGLAS. I think that is a very notable achievement.
MXay I ask what has happened in the field of investment in foreign

countries by American corporations, the investments which they
make in their own subsidiaries or affiliates; has that program developed
as you would like it to?

Secretary FOWLER. It would appear, subject to revision, that direct
investment in the calendar year 1965 increased about $900 milllion,
from about $2.4 billion to $3.3 billion. After adjusting for the portion
financed by security sales abroad, the amount in 1965 was about $3.1
billion, an increase of less than $800 million over 1964.

Senator DOUGLAS. Now, this raises a very interesting question.
These companies took the voluntary pledge to the President, the
Secretary of Commerce, that they would hold down their investments
in their subsidiaries and affiliates. How do you account for this
increase of $900 million?

Secretary FOWLER. Well, several things, Senator Douglas.
In the first place, the voluntary program was not announced until

February 10 and the more or less definitive guidelines were not made
available to members of the business community concerned until the
weeks that followed. As a result, there was very little opportunity
in the first quarter for the voluntary program to take effect so there
was a very high volume of investment outflow during the first quarter-
approximately $1.2 billion.

There was a reduction in the second quarter in response to the
program-bringing the investment outflow down to approximately
$850 million. Due to the fact a bad time was involved in those cases
where plans had been in various stages of development when the
program was announced, the third-quarter figures were even lower-
in the neighborhood of $500 million.

Our preliminary estimates on the fourth quarter would indicate
that it was only slightly above the third quarter, after adjusting for
the portion financed by security sales abroad. Because of the first-
quarter factor, and the slowness at which the program took hold, the
outflow for the year was more than what wve had hoped for. However,
I think it would be fair to say that the multinational companies,
those operating abroad, did put in motion a very credible program.

As you may know, in our arrangements for this year we refined the
so-called voluntary program so as to make the guidelines in the direct
investment area more specific.
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Senator DOUGLAS. In what ways?
Secretary FOWLER. The Commerce guidelines asked corporations

to restrict the total of their direct investments, plus reinvested
earnings, for 1965 and 1966 combined, to 90 percent of the total for
the preceding 3 years-1962 through 1964.

It is difficult to know exactly what figure this guideline calls for
in 1966 until the final figures in 1965 become available. But we
think our target for 1966 under this guideline will be in the vicinity
of $2.4 billion-a decrease of nearly $1 billion from the present
estimate of 1965. Given reasonable performance in the voluntary
program, I hope that we would achieve that goal.

Senator DOUGLAS. Mr. Secretary, earlier in the year I urged the
Government departments to discontinue aid to the former French
colonies of Africa which are now associated nations of the French
complex on the ground that the aid given them found its way into
the Paris banks and constituted claims of the French Government
against the United States and that this meant that there was an
added drain of gold because of this French policy.

I addressed this letter to nearly every Government agency involved;
I recall a reply from only one, the Department of State, which I take
it was-

Secretary FOWLER. I replied.
Senator DOUGLAS. Well; perhaps you did, but the response which

I received was very equivocal. [Laughter.]
I did get a reply from Mr. MacArthur. His defense was that

French colonies needed that aid.
Now, in view of the fact that the French policy internationally has

been one of getting their claims presented to the United States and
demanding gold, do you not think that it would be to the general
advantage if we quietly discontinued aid to French Africa?

Secretary FOWLER. Well, Senator Douglas, I think the
Senator DOUGLAS. Quietly, not ostentatiously, but just as you

sometimes cut people socially without telling them; just gently drop
them. [Laughter.]

Secretary FOWLER. I believe that Mr. Bell, the very excellent AID
Director, would be in a better position to give you the economic con-
sequences of this discontinuance. I do not know the precise condi-
tions in those countries that are receiving aid, and I do not know what
damage or dislocation would result in those countries as a result of a
sudden discontinuance of aid.

Senator Douglas, I was also encouraged-though this was com-
pletely unrelated-to note in the President's foreign aid message a
reference to a transition in the African aid program to one dealing
with regional units, such as the African Development Bank, as dis-
tinct from having detailed programs for individual countries.

Senator DOUGLAS. If this is a way of bypassing the former French
colonies, I would heartily approve of it; if this is a disguise or front
so that the aid can continue to flow, I would not approve of it. Now,
which is it, a detour or a front?

Secretary FOWLER. I have no knowledge, sir.
Senator DOUGLAS. Have you published the details of the American

plan on international financing?
Secretary FOWLER. We do not have what would be properly called

a plan, although there have been some references in the press to it.
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We have made some tentative proposals. Mr. Deming returned late
last night from a negotiating session in Paris. We have not made the
written descriptions of those proposals available to the public, but
we would welcome an opportunity to review them with you.

As Mr. Deming will explain to you, there are a lot of papers being
passed back and fourth in meetings of the Group of Ten. We believe
the negotiating process would be facilitated if there is not too much

-- -publicity.-Ws
Senator DOUGLAS. I believe it was Wo-dro-v-ilg-on-ivho-said-he

believed in an open covenant openly arrived at.
Secretary FOWLER. I believe we have a greater likelihood of achiev-

ing success in the negotiations if parties, and individual countries, are
not drawn into rigid public positions-such as the French position,
the German position, the United Kingdom position, the United
States position. This is a matter of give and take.

Senator DOUGLAS. There are some very important general princi-
ples, whether the new international currency will be tied strictly
to gold, dollar for dollar, or whether there will be an expansionist
element, and, if so, in what ratio? Whether the International Mone-
tary Fund or other agent should have the power of independent
lending irrespective of gold reserves? All these issues that Mr.
Reuss and Mr. Ellsworth explored so well in their report last fall.

Secretary FOWLER. Senator Douglas, with your observations in
mind, in the Economic Report of the President and in the Annual
Report of the Council of Economic Advisers, at pages 155 through
160, there is a discussion of the U.S. policy on the various matters
you have referred to. We have used this vehicle to let the basic
American position be known.

For example, on page 159 the relationship between new reserve
units and existing types of assets is set forth as well as the particulars
required to achieve an appropriate relationship. And you will see in
that paragraph, for example, the U.S. position on the matter of gold.

Senator DOUGLAS. My time is up, but do I take it these comments
represent the official position of the administration and the Treasury?

Secretary FOWLER. They do, indeed, sir.
Chairman PATMAN. Mr. Curtis?
Representative CURTIS. Mr. Secretary, I have to preface my re-

marks by saying that regrettably the minority-the loyal opposi-
tion-and in this instance I think I can speak also in behalf of the
Congress itself, have not had the benefit of the information on some
very crucial issues that you could have given us back in December.
I am speaking in reference to the Federal Reserve action. We
thought you were going to testify before this committee, likewise on
our request to hold hearings on wage price guidelines.

This puts us in a spot here at the beginning of February. There
is so much different ground to cover that it is going to be difficult to
zero in.

The chairman has been very cooperative and I hope that you will
be available this afternoon so that I will be able to complete my
interrogation of the many subjects that I think we need to explore.

Chairman PATMAN. Just a moment.
Will this afternoon be satisfactory, Mr. Fowler?
Secretary FOWLER. Yes, indeed, Mr. Chairman.
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Chairman PATMAN. Shall we agree now that we will meet at 2
o'clock following our noon recess?

Representative CURTIS. Thank you, Mr. Chairman.
Now, Mr. Secretary, you are a member of what has been called

the Quadriad; are you not?
Secretary FOWLER. Yes.
Representative CURTIS. I understand that a great deal of the

criticism of the Fed's action is geared to the fact there was not co-
ordination; am I correct in that observation?

Secretary FOWLER. Well, to clarify the coordination point, I want
to make very clear that comments I have made regarding coordination
have been addressed to another aspect; namely, the publicly expressed-
feeling I had that it would have been better to make any decision in
the monetary field at the time the budget, the state of the Union
message, and the Economic Report were at least in hand-particularly
the budget. I have not complained of any failure of coordination
in the process of communication back and forth.

Representative CURTIS. That is what I was going to ask.
Secretary FOWLER. Oh, we have had very excellent communica-

tion-frequent, frank, and full. Insofar as I am personally con-
cerned, I have no complaint on that score.

Just so the record may be complete on that, on November 28, in a
public statement a week in advance of the Fed action, I said that
there may be room for honest differences of opinion among well-
informed and unprejudiced persons on this issue; however, it is my
strong belief that any orderly adjustment of a procedural coordinated
mix of fiscal and monetary policies to deal with the period ahead calls
for that policy mix to be determined only with the full knowledge of
the President's new budget.

That has been my only comment on coordination.
Representative CURTIS. In other words, what it really is, is a

difference of opinion.
Secretary FOWLER. As to timing and nature.
Representative CURTIS. But not as far as communications are

concerned?
Secretary FOWLER. None whatsoever.
Representative CURTIS. I am glad to clarify that because I was

going to go on with the next point. The Director of the Budget is a
member of the Quadriad, is he not?

Secretary FOWLER. He is.
Representative CURTIS. To my amazement, I found that the Quad-

riad has not met since the Federal Reserve action.
Secretary FOWLER. It met on the Monday following the Federal

Reserve action. The Federal Reserve action occurred on Friday and
the Quadriad met at the ranch on the following Monday.

Representative CURTIS. I mean, it has not met since then.
Secretary FOWLER. That is right.
Representative CURTIS. And this is in light of the fact that the

December Wholesale Price index went up the way it did, from Decem-
ber 1964 to 1965, an increase in the Wholesale Price Index of 3.4 and
in the consumer price of 2.2. Yet the Quadriad has not met?

I will say this: Without communication, it is certainly true you are
not going to have much coordination. I frankly am very worried in
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this period when the administration says that our greatest problem is
inflation, and the President does say it in his message, how can you
treat that problem with the kind of gravity that it deserves if you do
not even meet?

Secretary FOWLER. We have very frequent communication, Con-
gressman Curtis.

Representative CURTIS. I am talking about the actual meetings.
-Is-it-true-that-the-Quadriad-has-not me~tsince that action?

Secretary FOWLER. Since what action.?
Representative CURTIS. Since the action of the Federal Reserve

which you just described
Secretary FOWLER. No. I just told you we met 3 days later.
Representative CURTIS. I say, referring to what you testified to

and what Mr. Schultze said yesterday, that since that date, when was
it, early December or late November?

Secretary FOWLER. We met on the Sth or 9th of December; I have
forgotten the exact date.

Representative CURTIS. Your meetings, according to Mr. Martin
in his testimony, before this committee in December, had been on more
than a monithly basis, leading up to this action.

Secretary FOWLER. I do not know what meetings he referred to.
Since last April, when I became familiar with the meetings of the
Quadriad, we have had approximately six or seven meetings.

They do not meet on any regular fixed schedule
Representative CURTIS. I understood they did.
Secretarv FOWLER. More characteristically than not they meet

each month-certainly every other month-depending upon the
season and the clime. I think it has been obvious to you and to
everyone else that it is pretty hard to have a series of meetings,
particularly during this stretch-

Representative CURTIS. No. Wait, Mr. Secretary. Let me inter-
rupt just a minute.

Secretary FOWLER. Just let me finish my statement, please, sir,
and I will.

Representative CURTIS. I only have 10 minutes and I am trying to
do something that should have been done in December if you had
appeared; we could have had plenty of time. Let me go back-

Secretary FOWLER. I would like to complete my statement.
Representative CURTIS. I will let you as soon as I make this

remark..
Secretary FOWLER. Mr. Chairman, may I complete my statement?
Chairman PATMAN. Let the witness complete his statement and

then you can make any statement you want to, of course.
Representative CURTIS. Mr. Chairman, I only have 10 minutes-
Senator DOUGLAS. Mr: Chairman, I will move that this gentleman

from Missouri be given 2 additional minutes.
- Chairman PATMAN. It is so ordered.

Representative CURTIS. Thank you. I appreciate this.
But may I say this, Mr. Secretary, you and I are good friends and

We have had many colloquies. But please do not take all the time in
rambling answers that are not responsive to my questions. I am
trying to get to a specific point,.so go ahead.

Secretary FOWLER. I am trying to give you a specific answer.
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Chairman PATMAN. Go ahead, Mr. Witness.
Secretary FOWLER. If you please, Mr. Chairman.
Representative REUSS. Mr. Chairman, will the gentleman yield-
Representative CURTIS. Please, I would like to go ahead
Senator DOUGLAS. Mr. Chairman, I ask unanimous consent that

the gentleman from Missouri be given 2 more minutes.
Chairman PATMAN. He has already been given 2 minutes.
Representative CURTIS. Mr. Secretary, the reason I was examining

this was that you were using the point that it takes time to get people
together and so forth and the season of the year.

Now, what I would like to direct your attention to is page 20 of the
Economic Report. This is the President's statement: "Perhaps our
most serious economic challenge in 1966 will be to preserve the essential
stability of costs and prices which has contributed so significantly to
our balanced progress."

That is why I sought to interrupt, because I must say those are not,
I do not believe, real reasons for your not meeting. It would go along
with what I alleged, and if you have contradictions, I want to hear
them. You have said these things, you agree that this is our most
serious economic challenge, but the actions of the administration do
not bear this out.

And what you are saying here is that because of the season of the
year, and this and that, the Quadriad has not met. In my judgment,
this is not responsive, or really is a revelation that you are not treating
this problem with the seriousness that it seems to me that it needs.

Secretary FOWLER. Well, Mr. Curtis, I was only going to say I
was testifying before the House Appropriations Comm.ittee all day
Monday. A good part of Tuesday I was testifying before the House
Ways and Means Committee, and all day today, presumably, I will be
before the Joint Economic Committee. In addition, a considerable
amount of labor has been involved in getting to the Congress the
budget, and the Economic Report of the President, as well as all the
necessary information you gentlemen are entitled to here in dealing
with the legislative calendar ahead.

That was the only observation I wanted to make. I have seen and
met with Bill Martin every week. In fact, I met with him the day
before yesterday. We are constantly in touch. We are aware of
developments. It is not quite fair to imply that I was attributing
this to the holiday season. My calendar has been quite full.

Representative CURTIS. You know me well enough to know that
I do not use that kind of reference.

Secretary FOWLER. I was afraid it might be misinterpreted.
Representative CURTIS. I will say this, if this is serious and facing

our country, there are no holiday seasons.
Secretary FOWLER. There certainly have not been as far as I have

been concerned.
Representative CURTIS. As far as I am concerned, when the Joint

Economic Committee held its hearings, in December, was when we
could have developed this issue and also developed material on the
wage-price guildelines. We could then have gone from there in our
interrogation and I think in a more fruitful fashion.

Now, I have directed attention to these increases in the Wholesale
and the Consumer Price Indexes, which are considerable.
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The answer given by other Government witnesses; namely, Mr.
Schultze and the Council of Economic Advisers, was that these increases
are largely in the agricultural sector and they point to the fact that
industrial prices have not been going up.

But then in the interrogation on this, we find-and it is in your
statement, too-that the Administration has moved heavily into the
industrial price field in copper, aluminum, and steel to, in effect,
impose controls-through-the-guideline-techniques._

Now, then, the Chairman of the Council of Economic Advisers, or
was it Mr. Schultze, either one, said, "Well, you pay too much
attention to the three that were so highly publicized." For every
one of those, he said, we have been moving in on holding these indus-
trial prices in innumerable other areas.

First, are you aware that this has been going on?
Secretary FOWLER. I am aware that there has been substantial

communication between the Secretary of Commerce and people in
the business community. There has been considerable communica-
tion, I believe, between members of the business community and the
Chairman of the Council of Economic Advisers; between the leaders
of labor and the

Representative CURTIS. That is not what I am asking you, Mr.
Secretary.

Secretary FOWLER (continuing). And the Secretary of Labor, and
that in this process these matters have been most seriously discussed.

Representative CURTIS. I did not ask that. I asked whether the
statement that the imposition of the wage-price guidelines that
existed in the steel, aluminum, and copper industries, had been
accomplished in innumerable other areas in the industrial price areas.

Secretary FOWLER. I think you better address that question to
those who have had those contacts. I cannot give you any infor-
mation on that.

Representative CURTIS. I asked if you were aware of that.
Secretary FOWLER. I am not aware of the detail of it. I am aware

there have been conversations in areas other than those mentioned.
Representative CURTIS. I was not talking about conversations;

that is where we had disagreement on the language used. I was
talking about actual results, because it bears on this point: If this is
the way the industrial price list has been kept down, obviously what
the administration has been doing is fighting inflationary forces that
were existent there. They did not fight them apparently in other
areas, or not as successfully; but the key to the thing is this clearly
reveals that we have heavy inflationary forces in our society right
now and the administration does not ask for, in your supplementary
statement here, even legalizing what it has been doing in the area of
steel, copper, and these other commodities that apparently were
restricted in their price increases.

Secretary FOWLER. What is the question, Mr. Curtis?
Representative CURTIS. The question is whether or not you rec-

ognize that these reveal that you have an overall inflationary force
in the society that. is producing this.

Secretary FOWLER. No. My contacts, and those that I am aware
of with others in the administration, have indicated much to the
contrary.
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Representative CURTIS. And in light of this economic data that
I just gave you?

Secretary FOWLER. Yes, I have had a good many conversations
with a number of leading members of the business community asking
them their impressions of this matter. I am not aware from these
conversations of any strongly held feeling that would answer your
description of the current situation.

Representative CURTIS. Well, my 12 minutes are up.
Chairman PATMAN. M\'r. Reuss?
Representative REUSS. Thank you, Mr. Chairman.
Mr. Secretary, I think you are doing a great job in your day-to-day

activities and in your major and supplementary statements today.
And I commend you also for your good humor in not letting badgering
get you down.

I was particularly interested in your supplementary statement,
which seems to me a historic and wholesome departure, if I read
correctly what you are saying. You are suggesting that though the
present economic program and budget do sufficiently contain what
inflationary pressures are now apparent in the economy, no man can
foretell the future; and if, let us say, next August-heaven forbid-
the war situation requires further expenditures, then it might well be
necessary to have a tax increase. You are saying also that the regular,
normal congressional procedures are inevitably slow-particularly
in the tax field-and that basic decisions as to the kind of tax increase,
whether it is excise taxes or income tax or whether if in the income tax
it operates on the capital investment side or on the consumer side,
and if on the consumption side whether it does it by doing something
with the exemptions or something with the brackets, or whether the
problem of loophole plugging should be considered-all of these are,
I believe you are saying, problems which cannot be decided in a
couple of weeks by a Congress which addresses itself to those problems
for the first time after the trouble appears.

Therefore, I believe what you are saying is that the appropriate
tax-writing committee-as you mentioned, the Ways and Means
Committee-might constructively now, in the months to come, address
itself to the problem and be in a position to recommend measures.

I think it is in your mind, too, that Congress ought to consider
means of putting itself into the position where it can act more promptly
than in the past. It could thus negate the claim, for instance, of the
Federal Reserve System that it is the only body in the country capable
of acting fast and, hence, is permitted to use its rather heavyhanded
methods of affecting the economic system because it alone can act fast.

Would that be a fair statement of what is in your mind in coming
up here today?

Secretary FOWLER. Yes; I think it would, Congressman Reuss,
although I would like to make one or two comments. I think our
experience last year with the excise tax bill, as well as our experience
during the Korean situation, would indicate that in a situation where
it is necessary and desirable for the Congress to move rapidly toward
a single objective, Congress can and does move very promptly.
Therefore, I do not lack confidence in the ability of the Congress to
respond to new contingencies that might require actions in addition
to those that have been recommended.
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* I also think, however, that it would bel uiseful for the tax-writing
committees, or for this committee or subcommittee thereof, to study,
review, and elicit poihts of view on some of the very questions you
raise.

What type of taxvwould have the best and most desiriable o6coiunter
cyclical impact, assuming a.substantial escalation over and.above
current plans?' Or, putting it another way: What type of tax action.
mightbe desirable if and when, hopefully, there is an end to hostilities
in southeast Asia? .- __ -

'These are questions that we are studying and' have views on; but
it would be very useful and desirable, not necessarily to air our views,
but to have the views of others-particularly those in the private
community and the organizations concerned with these matters.

Representative REuSs. Good. If the Ways and Means Com-
mittee should adopt this constructive course and should seek to elicit
advice in a preliminary way, would you be prepared to have them
elicit advice from you?

Secretary FOWLER. Yes. However, that is pretty simple. We are
in communication frequently, as the members of that committee
know. But I think it would be more valuable to have the views of
others. The Treasury could also benefit from public discussion.

We have private discussions with our consultants and with those
who come in and are interested in these problems. Sometimes,
however, you get a more organized review of the various options and
a better appraisal of what the judgment of the Congress would be
as to the right course of action from a public hearing. This is helpful
where speed is of the essence.

For example, in dealing with the current tax proposal, we quite
consciously tried to select those proposals that we thought would be
most acceptable for quick action-because we wanted action by
March 15, to diminish the deficit in 1966 and to begin to pull the
revenues in the direction of a balanced budget.

Representative REuss. Let me elicit your advice right now. on a
couple of proposals which I think the Congress ought to be turning
over, in its mind. I think I will ask that you furnish this answer for
the record, because I don't think you will want to comment offhand
about them.

Secretary FOWLER. Fine.
Representative REUSS. First, the Swedes for a number of years

have had a tax system which works very successfully, which is some-
thing like this. During times of an overheated economy, corporations
are required to put funds, part of their income, into escrow. . These.
receipts are frozen for a period; and then in times of less activity, those
funds are then released to them.

I would like the Treasury's thoughts on that Swedish proposal;
Secretary FOWLER. I am generally familiar' with it, having been

informed about it when a. visiting delegation from Sweden was here
some years ago. My impression: was that this is a voluntary, rather
than a compulsory provision. Am I wrong about that?

In other words, taxpayers get-a tax break if they follow this particu-
lar plan. Is that correct?

Representative REUJSS. I do not. know. ' I Would appreciate a
modest study of this and some sort of a reaction from your Department.

59 311---66--pt. 2-3
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* (The Treasury Department supplied the following for- the record:)
SWEDISH INVESTMENT RESERVES FOR ECONOMIC STABILIZATION

For a number of years the Swedish tax law has contained provisions designed .to encourage holding back business capital investment expenditures at certaintimes and releasing investment funds at other times when the economy neededstimulation. These tax incentive provisions are designed to encourage contra-cyclical timing of business investment and thus stabilize the economy by reducing
variations in the level of business capital spending.The Swedish plan permits Swedish companies to set aside and deduct fromtaxable income investment reserves intended for use in times of economic depres-sion and unemployment. If withdrawn. at approved times and for approvedpurposes, the funds are not taxed on withdrawal. However, the depreciation basisof assets acquired with tax-free reserve funds is correspondingly reduced. Non-
approved withdrawals are subject to penalty taxation.

The'main rules relating to the investment stabilization reserves are as follows:(1) The amount set aside in any one year must not exceed 40 percent of net
profit before taxes.(2) An amount equalling 46 percent of the amount set aside must be deposited.to a special blocked, non-interest-bearing account with the Swedish CentralBank (Sveriges Riksbank) not later than the last day for filing the income taxreturn for the year. The remaining 54 percent is retained by the firm and must be
available for investment when the deposited 46 percent is released.(3) After 5 years, 30 percent of the reserve may be used for investment pur-poses without special permission. Otherwise, the reserve may only be used withapproval or on instructions from the labor market board (Arbetsmarknadsstyrel- ,sen). As and when the reserve is used with the permission of the labor marketboard, an amount, equal to 10 percent of the amount used, is allowed as a special
deduction from taxable income.(4) In general, an investment reserve may be used for any type of approved
investment in building, machinery, and equipment. Recently the labor marketboard has limited the types of investment that may be made or the area within
Sweden where it may be used.(5) If the reserve is used without the necessary permission having been ob-tained or if-the instructions of the labor market board are not followed, then theinvestment reserve (or the related part thereof) plus a penalty of 10 percent willbe treated as taxable income, and no amount set aside to investment reserveswill be allowed as a deduction from taxable income of that income year.(6) The labor market board may require the withdrawal and investment ofall or a portion of deposited reserves if it determines additional investment is
desirable.The Swedish investment reserve plan -is essentially voluntary. It operatesprimarily' through tax inducements and penalties to achieve a more stable patternof investment. Generally, plans of this type are considered more effective incombating deflationary tendencies than in restraining excess spending in boomperiods. Up to 1958 Swedish business firms did not use the investment reservesystem to any great extent, and it is still not being used to the maximum extent.At the end of 1963 the total investment reserves on deposit were less than SKr900,million (about $175 million) or about 1 percent of the Swedish GNP. The extentof use of the investment reserve provisions has probably been reduced by the avail-ability of other tax deferment features of the Swedish tax law, including liberalinventory tax writedowns and accelerated depreciation. Thus, the investment
reserve plan cannot be fully evaluated out of the context of the overall tax systemor without consideration of the economic conditions prevailing in Sweden. In-.addition it is dependent upon the existence of a national economic agency which,among its other functions, has power to control the release of investment reserve
funds.

. Representative REUSs. Another proposal is that the 7-percent
investment tax credit Congress enacted in 1960 be made flexible, ,
depending upon either the recommendation of the President or some
kind of a joint resolution of Congress, so that in times of superheated
economic activity the percentage could be lessened, and perhaps if
the economy w ent the other way it could be increased.
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Would you give us your thoughts on that?'
Secretary FOWLER. I can. give you some thoughts on it right now.
Our initial -reaction is that repeal or modification of the investment

credit is not suitable or 'desirable' as a short-term restraining factor.
There is a considerable leadtime in carrying out investment projects.

The credit becomes available when the assets are. put in service and,
hence, contracts are undertaken in reliance on the availability of the)
credit--when-the-project-is-comipleted.-Any repeal-or mnodification of.___
the credit would have to provide anj exemption for projects under.
commitment, but which. wil be completed in the future.

Thus, repeal or modification of the credit would generally not
alter investment expenditures or tax revenues except for a long time
in the future.: This would tend to restrain those projects that might
be in process of construction and operation a year and a half or two
years from now when we might not want that restraint.

It seems to me that the encouragement of additional capacity, and
the encouragement of the modernization of that capacity, is the perma-
nent type of encouragement that the credit was designed to achieve.
Moving the credit up and down, or eliminating it for a period, would,
therefore, change its basic structural intent.

Representative REUSS. My time is almost up, so I would. like to
ask two questions which perhaps you can enlarge on in the record.

First, you'propose to reduce the present $1.3 billion balance-of-pay-
ments deficit to a target of zero in the current 1966 calendar year.

Secretary FOWLER. To a band of equilibrium.
Representative REUSS. Equal to $250 million on either side of zero?
Secretary FOWLER. Yes.
Representative REUSS. Will you .give your target figures on how

you are going to do that? y t
Secretary FOWLER. You mean a breakdown?
Representative REUSS. Yes. How much do you expect our trade

surplus to gain; how much do you expect to recoup by way of clamping
down on private investment abroad; how much do you expect to.
obtain, if any, by expanded tourism in this country? What is your
target for reduction of governmental expenditures abroad with a
balance-of-payments impact?

You must, in having arrived at your target zero-give or take $250
million figure-have had a pad of yellow paper and a sharp pencil,' and'
we would like to see what your targets are.

If there is 'anything embarrassing about it, or if it has any inter-
national impact of which I am not aware, we would be pleased to see
it on a private, executive basis.

Secretary FOWLER. Let me just say that I have already indicatedi
in response to one, area of questioning, that we would hope that the
figure on direct investment, taking into account retained earnings,"
would be substantially reduced as compared to 1965 figures-by $900
million.

There are many imponderables in this business, as past experience
has shown. I am not too sure how useful it is to give a complete
breakdown of the individual targets for every segment of. the balance.
of payments, but we will supply you with more information than you!
currently have on what our expectations and our hopes are.
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(Material subsequently supplied follows:)
In aiming at a target of a narrow range around zero for our balance-of-payments

position this year, we count on marked improvements in several major balance-
of-payments items. In the field of direct investment, we plan on an improvement
of around $900 million, part of which we expect to be achieved by a marked
increase in U.S. corporate borrowing abroad to finance overseas investment.
We also expect part of the improvement this year to be achieved by an increase
of U.S. exports. Our trade balance last year was unfavorably affected by a
number of special factors that we do not expect to see repeated. This gives us
hope for a strong increase in our trade surplus position, although not to the
record level of 1964. On direct investment income, we also look for a substantial
increase reflecting, in part, the accelerated flow of direct investment abroad in
recent years.

These are among the major factors which we think will be working in our
favor. We would hope they will far exceed the changes that will be working
against us, but there can be no firm assurance that this will happen with all the
uncertainties that now face us. I am referring particularly to the higher level
of spending in Vietnam for both military and economic assistance-and the clear
possiblity that these may rise even further in quite substantial amount. What
happens on this front will be the key factor shaping the final balance-of-payments
outcome, but increased tourist spending abroad and some resumption of bank
lending to foreigners may also be unfavorable factors.

Representative REUSS. Thank you, and the last question-
Secretary FOWLER. Please, keep in mind that as things develop

during the course of the year, we have to constantly restudy and
adjust these targets. Indeed, we take a quarterly look at our ex-
pectations and, where they are falling short, try to determine what if
any compensatory measures can be taken in that and other sectors.

Representative REUSS. Thank you. My final question has to do
with your response to my bill, which I have sent you, to require
congressional cooperative action on price-wage behavior-that is,
review of the guidelines and hearings on breaches of those guidelines
which threaten the national economy and national security.

Secretary FOWLER. Unfortunately, I have had all too limited op-
portunity to review the current hearings of this committee. How-
ever, I read the responses that Chairman Ackley gave to your ques-
tions on that subject and I would like generally to associate myself
with his position. But I will, of course, respond to your letter in a
more particular way.

'Representative REUSS. Thank you, Secretary Fowler. Mr. Chair-
man, I see my time is up.

Chairman PATMAN. Mr. Widnall?
Representative WIDNALL. Thank you, Mr. Chairman.
Mr. Secretary, I have written the President suggesting that the

Quadriad be enlarged to a pentad, which would include the Chairman
of the Federal Home Loan Bank Board.

Now, the reason for this is that the current figures show that of the
total liquid assets held by the public of $568.6 billion, $109 billion are
in the savings and loan business, and I think it is a very important
segment of the economy today and I think there would be real value
in having them on a consulting basis with the present Quadriad.

Can you give your own views as to the value of such an inclusion?
Secretary FOWLER. Yes, Mr. Widnall. I think you have a real

point that the Federal Home Loan Bank Board, the members and its
Chairman, ought to have the benefit of a cross-exchange with others
in the financial field. Indeed, that was one of the primary objectives
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that motivated me when I asked that the Chairman of the Federal
Home Loan Bank Board, the Chairman of the Federal Reserve Board,
the Comptroller of the Currency, and the Chairman of the FDIC to set
up a coordinating committee to meet frequently so that there could be
an exchange of information and points of view between them.

I thinik a very good case could be made out that the Chairman of
the Federal Home Loan Bank Board should be added to the Quadriad.

-- -.- -ut-it immediately raises the question, Where does one stop? There
is a good case for the Secretariyof-Commerce, for-the-Secretary-of
Labor, for the Secretary of Agriculture, and for a number of other
officials who are interested and concerned with general developments
of economic and financial policy. But enlarging the group does, I
think, tend to diminish its effectiveness as an-informal consultative
body.

I think you could also find there is a case for holding it down to
the four people whose concern is most general in the economic and
financial picture, rather than also having representation of particular-
ized segments.
- Representative WIDNALL. It does seem to me that it is now such
an important part of the economy and dealing with-

Secretary FOWLER. I couldn't agree with you more about the
importance of the Federal Home Loan Bank Board. Because of its
importance, it is very desirable that Chairman Horne of -the Federal
Home Loan Bank Board, have the advantage of information that
comes to the other financial bodies.

Representative WIDNALL. I noted in the President's Economic
Report that there was concern with the fact that the output per
man-hour had only been 2:8 percent during the past year, and not up
to what had been hoped for.

Now, what was not emphasized was how the 2.8 percent was
arrived at. There was an increase in the agricultural sector of 7.3
percent and in the nonagricultural sector of only 2.4 percent.

Now, the nonagricultural sector probably is'the area where the
greatest amount of employment by far takes place in the United States.

Now, does not the fact that that section of the economy has only
a 2.4-percent increase give great concern to the economic advisers and
to you as Secretary of the Treasury?

Secretary FOWLER. Those computations and their application in
terms of the guidelines is in the area of expertise of the Council of
Economic Advisers. I would prefer to have any comment on your
query come from the members of the Council.

Representative WIDNALL. I was pleased that the President in his
Economic Report really for the first time, I believe, evidenced con-
cern with inflation, as many of us have been talking about this for
some time and have been sort of laughed at, as if this was something
that really was not anything to worry about.

I know in some recent trips to Europe on the part of members of
our own committee and of other committees, that the greatest concern
expressed there by people with the central banks in Europe, was as to
whether the United States was going to be able to keep inflation in
check. And this seemed to be the first thing that they questioned the
members about.

Secretary FOWLER. This is characteristic of central banks, both
at home and abroad. [Laughter.]
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It would have been unprecedented if this had not been their concern.
Representative WIDNALL. I have also been at meetings here in

Washington of American businessmen who have indicated that the
greatest concern that they have, they thought the greatest issue before
us during this coming year, outside of Vietnam, of course, was going
to be whether or not we can hold inflation in check. I am worried,
like Congressman Curtis is, as to whether or not we are going ahead as
fast as we should toward checking many of the areas that seem to be
almost at the bursting point right now.

Secretary FOWLER. Well, Congressman Widnall, it was with the
awareness of your concern and Congressman Curtis', as well as some of
the other members of the committee, that I developed a comment on
this in my supplementary statement. The administration shares your
concern, but we are not in agreement, as I have indicated, that we
ought to move beyond the dimensions of what has already been done
and the proposals that have already been made.

We should see how the economy digests this new mix of measures
before moving further, unless, as the President's message indicated,
unforeseen inflationary pressures which are not now observable emerge.

Representative WIDNALL. Well, Mr. Secretary, the Federal Re-
serve Board was criticized quite severely in many sectors as acting
prematurely in raising the rate, the discount rate, last year.

Now, aside from the possible serious consequences of waiting,
is it not true that raising the discount rate in January, rather than
when they did, would have adversely affected the Treasury's tradi-
tional January and February borrowings?

Secretary FOWLER. No; that is not true. We had careful discus-
sions of the timing of those measures and it was clear to me, and I
believe to Secretary Deming, that there would have been an appro-
priate period between the President's State of the Union Message and
the time when the final budget figures were known in which a decision
could have been taken that would not have interfered with the debt
management operation in the Treasury.

Representative WIDNALL. I read an article during the past week
that attributed to the administration the view that it was time to
raise the FHA interest rate on mortgages by a quarter of 1 percent.

Do you know anything about that?
Secretary FOWLER. I know a good deal about it, but I prefer,

since it is a matter under active and current consideration, not to
comment further on it here.

Representative WIDNALL. If that action were taken, would that be
taken as an inflationary restraint?

Secretary FOWLER. Well, I think it would probably be much more
likely interpreted as a response to given market conditions.

Representative WIDNALL. The Department of Commerce recently
reported that exports from the United States to foreign affiliates of
U.S. firms comprised one-third of the total U.S. exports in 1964.

What effect is the voluntary program of controls on direct in-
vestment having on this vital segment of U.S. exports?

Secretary FOWLER. I have no opinion on that. I think the best
informed opinion would probably come from the Department of
Commerce, since it is handling this program. It is my impression,
however, as the figures I have given the committee indicate, that
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direct investment has continued at a very healthy rate. The figures
speak for themselves; therefore, I doubt in my own mind that any-
thing that has as yet been done under the voluntary program has
had any substantial impact on exports from the United States:

Representative WIDNA1,L. -Thank you, Mr. Secretary; my time is
up.

Chairman PATMAN. Yes, sir; Mrs. Griffiths.
. Ift- is-all-right- when-we-finish-with-Mlrs.-Gr-iffiths and-Senator_
Proxmire. we will then take a recess until 2 o'clock. Go right ahead.

Representative GRIFFITHS. Mr. Secretary, in-place of increasing the
interest rates on FEHA mortgages, why do you not shorten the terms?

Secretary FOWLER. I have not discussed this in any --detail with
those concerned, but I would certainly assume that the option that
you mention is one that is being given careful consideration.

Representative GRIFFITHS. Is it not really a much more desirable
option? So long as you can extend the length of time during which
people can pay, what difference does it make what the interest rate is?
What -you need to do is -to take a bigger hunk out of that monthly
income at one time in place of extending the terms or increasing the
interest rates. Why not shorten the years to pay?

Secretary FOWLER. I will ask Secretary Deming to comment.
Secretary DEMING. This is, of course, an alternative. The FHA

increase under consideration at the present time, however, as the
Secretary has indicated, is not really d6signed to be a restraining
measure. It is designed to meet the market situation as it'is. Viewed
in that context- with the present FHA mortgages having to be written
at discounts which require higher down payments in cash, you see, or
lowering of the price of the house, some give and take between buyer
and seller on this, you tend to dry up the FHA market unless you come
closer to the rates charged on conventional mortgages. ' -
^ If it were viewed as a restrictive measure, I think one would perhaps

consider your option here as a- ' - '
Representative GRIFFITHS. If-inflation moves along and you have

to do soinething, is restricting credit-not just as successful a measure,
if not more so, than any other measure you can use?

Se'cretary DEMING. Yes; I think this is correct, but I think this has
to be balanced against the general picture herie: I do not believe one
wants-the housing market in the first place is not a market that is
terribly exuberant, as you know.

- Representative GRIFFITHS. It is in Detroit; you can sell anything
With a roof on it.

Secretary DEMING.: I have been' trying to sell a house in Minne-
apolis for the last year and a half. But housing in general, the
housing market -is not an -exuberant part of the, economy at the
present time and the need here,, I think, is to maintain the FHA

*program rather than to use it as a restrictive measure.
- Representative GRIFFITHS. Now I would like to ask you, Mr.
Fowler,, on this tax situation, if you assume that things do get. too
,booming and the economy gets 6verheated,'in place of. considering a
-tax increase; may'I ask you- to 'consider the -effect if the' President
said: about the'first of June that as of the' fst day of Januiary '1967
the remaining 7 percent was going off autos, what would the effect b6?
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Secretary FOWLER. I imagine a lot of people would wait to hear
what the reactions in Congress would be. Perhaps some people
would defer purchase of a car until January. It would depend entirely
on how the man with the money in his pocket, or the credit avail-
able, would respond. The prospective car buyer might direct his
money into other channels.

Representative GRIFFITHS. May I ask you what, in your opinion,
would be the effect of an excess profits tax on prices? Perhaps the
businessman might reason: if you cannot keep it, why charge it?

Secretary FOWLER. I would prefer to give you a more studied
answer to that question based on experiences with previous excess
profits taxes. My reaction is that it might conceivably diminish
the incentive to increase prices somewhat, but I doubt that it would
change habit patterns and processes that have always attached to
corporate pricing practices.

Representative GRIFFITHS. What would a 1-percent excess profits
tax yield at the present time?

Secretary FOWLER. I would like to give you that for the record, if I
can.

Representative GRIFFITHS. I think that would be quite interesting.
(The following information was subsequently supplied for the

record:)

REVENUE EFFECT OF A 1-PERCENT ExcEss PROFITS TAX

The following estimate of the effect of a 1-percent excess profits tax assumes that
the tax is similar to that imposed by the Revenue Act of 1950:

At estimated 1966 levels of corporate profits, a 1-percent excess profits tax would
yield $100 to $125 million on a full year basis.

Representative GRIFFITHS. In your judgment, would the most
restrictive tax be an increase in the income tax?

Secretary FOWLER. Yes, that would be the one that would dampen
the entire range of the economy, assuming your question applies to
both individual and corporate income taxes.

Representative GRIFFITHS. In my opinion, as long as you have
absolute assurance that people are going to have an income, unless
you couple it with a restriction on credit it will not have that effect.
The net effect will be to raise interest rates again and the wrong people
are going to be making the money.

Secretary FOWLER. I think the next question is what actions should
*be combined with a tax proposal in order to achieve the overall result.
Will the tax action in and of itself suffice? These are the kinds of
questions I hope could be explored on a contingency planning basis
by the Congress at this time.

Representative GRIFFITHS. Now may I ask you, also, have you ever
considered this negative tax?

Secretary FOWLER. I have heard of it and have heard it discussed.
But I have not seriously come to a point of deciding whether to recom-
mend it or not.

Representative GRIFFITHS. I have wondered: if such a thing were
to be enacted, would it contemplate that social security taxes and un-
employment compensation taxes and such other taxes be done away
with?

Secretary FOWLER. No, I do not think so.
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Representative GRIFFITHS. Why not, if you are going to pay
everybody anyhow?

Secretary FOWLER. I have always felt that the concept that when
new tax benefits are added other tax advantages will be taken away
is not one that often works out in practice.

Senator DOUGLAS. Senator Proxmire?
Senator PROXMIRE. Mr. Secretary, I concur in what Congressman

--- ~- -~Reuss said about the high quality of your fine statement this morning
and the supplementary staitement and-th-e-uperlative-job-you-and-
other economic policymakers have dobe in the administration.

I think too little attention at these hearings particularly has been
paid to the positive results. TIhis has been a marvelous showing of
our economy with some recent rise in prices, but it is relatively modest
and altogether I think we should be mighty happy about it.

I am very disturbed about the fact that you talk about the balance
of payments and you are obviously referring to the liquidity measure
which you call the overall measure.

No reference whatsoever to the official settlements measure.
Now, this disturbs me. The Bureau of the Budget in 1963 ap-

pointed what they consider to-be the outstanding financial economists
available anywhere to make a study of this, and they were, indeed,
outstanding people.

The chairman was Edward M. Bernstein. Also on the committee
was Prof. Richard E. Caves, of Harvard; George Garvy, Economic
Adviser of the Federal Reserve Bank; Harry Johnson, of the University
of Chicago; Walter E. Hoadley, vice president and treasurer, Arm-
strong Cork Co.; Peter B. Kenen, Columbia University; Roy L.
Reierson, senior vice president; Bankers Trust Co.; and Charles
Schwartz, Assistant Director of the Western Hemisphere Department,
International Monetary Fund.

These gentlemen unanimously, and I emphasize that, indicted, the
present system we have of measuring the so-called balance of payments
on the so-called liquidity basis..

They pointed out it includes all forms of foreigi private holdings of
dollar claims, and excludes all U.S. private holdings of foreign liquid
assets. Consequently, it is completely unsymmetrical and to use it
is like talking about our trade situation by considering only our
imports, not our exports.

A subcommittee of this committee held extensive hearings and
brought in every critic we could find to discuss it. We had Mr.
Lederer before us, and we made a unanimous recommendation that
both measures be used.

I was chairman of that subcommittee; we had the impression that
the administration felt this would be a wise position and would wel-
come a recommendation of this kind.

Now I find to my great distress that when President Johnson ad-
dressed the country in the state of the Union message, he only referred
to the old liquidity basis. You come before us this morning as the
outstanding financial spokesman of the administration; you only
refer to the old discredited liquidity basis.

When Senator Douglas asked you a question about this, you only
referred to this liquidity basis which the experts I have just cited
regard as wholly inadequate. If you will look at the January 1966
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Economic Indicators, which we have here, on page 25, "U.S. Balance
of Payments," observe the column headed "Balance," subheadings,
"Liquidity Basis," and "Official Reserves Transactions Basis." You
notice the perfectly enormous difference.

The conclusion is that 1965 projected the balance of payments as
in deficit, $1.269 billion, or $1.3 billion roughly, while the official
reserve transactions basis is only $236 million.

U.S. BALANCE OF INTERNATIONAL PAYMENTS
The United States ecocrded a deficit on liquidity balance of $1.9 billion (seasonally adjusted annual rlate) in thethird quarter but hod a surplus oF S1.0 billion on tIhe official reserve settlements basis. The shift to deficit on theliquidity balonce is primorily attributable to the fact that certain favorable capital inflows of the second quarter
could not be repeated. The official settlements balance showed another surplus in the third quarter as foreign central
banks again supplied dollars to meet the demands of the private sector.

BILLIONSS OF DOUARS

t - rx couii^x Cl

IWillion. o. dollar..

U.S. private cap
U.S.

Gover-

Period grants Direct Other
and invest- long-

eapital, met term
net r

1858. -2, 587 - 1,81 -1,444
1969. -1, 986 -1 ,372 -926
1960- -2, 769 -1, 674 -863
1961____ -2, 780 -1, 599 -1,025
1962- -3 013 -1,654 -1, 27
1963- -53581 -8 I76 -1685
1964 -3 563 -2, 376 -1, 975
1965' -3 327 -3 420 -1 247

Season
1964: _

-- 3, 012 -1 856 -1.096
11... -3,580 -2 160 -1.024
1t11.. -3,580 -3,204 -3,448
9IV.... -4, 100 -3, 284 -3, 332

1965:
1 -3, tR -4, 636 -2,71G
11...... -3,836 -3, 564 400
I t.. -2 956 -2. 060 -1, 424

i,tat, net _ . ..

Errors
Foreign and as- Officbia

Short- capital, recorded Liquid- reserve
term net I trans. ity trans-

actions basin I actions
basins

-311 22 468 -3,529 -3 027
-77 863 412 -3 743 -2 283

-1, 348 366 -088 -3 881 -3, 592
-1, 556 707 -1, 045 -2, 370 -1, 287

-544 1, 021 -1, 197 -2, 203 -2, 241
-785 688 -401 -2, 670 -1, 77

-2, It1 667 -1 161 -2 798 -1 224
1,037 44 -485 -1,265 3 236

Illy adiusted .nnual rates

-2, 356 456 - 1,152 -1, 028 -544
-2, 192 308 -608 -2328 -1,404
- 1 634 60 -_1 164 -2 372 184
-2 272 1,224 -1 720 -5, 404 -3, 132

I1lSS I1,32 -12 -2 S36 - 56S
1 696 -240 -30S 966 820

196 - 1. 020 - 1. 136 -1. 940 1040

Cltangea in selerted Changes
labiltIes (decrea.se ( n gold,

blecur. o
To foreign offieial rims ansi

holders To other IMFgold
foreign tranehe
sholders position

Liqoid Non- (increase
q quid * li(-))

735 - - 502 2, 292
1 248 - 1,460 1, 035
1,440 289 2, 143

681 - 1,083 600
457 251 213 1 533

1, 673 -74 619 378
1 073 -20 1,554 171

Quarterly, totals unadjusted

-400 -50 227 5-1
215 . 114 303
389 1 562 70
869 30 651 -151

-861 199 S42-107 - -161 68
252 10 01 63

II Id II~_ . _. M~ ~dfi .d,, j-.. _d ., . ..,d
IO lds. cerlalo sI tols: O-r-rI c11 _ .___d_, , , W. _ _luoo. I FOnoa- ed oocra Is liqog ld ll iliIes I Is l ors: 1n 1 51 boF dcer.o ther luolgo Pr-vale ol Iders: loeludes boos cod l orso3alb n r loso raasl l sIIde .a e l s c. d a m e d I , : 5 s l 'stl o l o d , c c e l l l .lu c S ?c IInnoels c d lb. _. olId I c I ls I250 S cea c a , oS.te Its seasonlly -dlasted 0 .1 ea - k. $13lab rest IIquse rs.

a r d e I o o c c a I s cI d l a a . c c a o o Ilc a g a l a ' e m v r btl b s a s r r ' O s S r. I , U .S s f r s c a c a a a l a d t i t o a l l dso,! d 1h U.S .go d l a e e ab, I_55 t t F 15 l l m O,nd I a n e W l: 155 F r a l la = Ic ..e .aId u c atl 01 lo c raa dV oclades ss asator m cfl - nIod taoaloa I ab l fltu m sa ldor .t o .a cr U S. m orl rm. t T IlIla ,: i- m rsl bls. ec , 1559 Hl lIa r-.S. G a v cn e o .a b -md o d o u te.
050 ,51 b o o s, a o ~ rfl els 00 U .S . l -b0t r to ~ Ib SM F .sals Io l a,o- N o e-. -D ats -sl d . ,nloas- r gesol-a d I od L'S . m -s o A I -l~ Ia I bI F .I..~br c ld a e 10 2 d .old de a lt lth, tsr U .S. S --- 0 t e a n t 0 C eaner, 2 5



JANUARY 1966 ECONOMIC REPORT OF THE PRESIDENT 207-

I understand there may have been a change in the last quarter that
would change that situation considerably. What I am mainly con-
cerned about is the fact the administration now seems to -be ignoring
the recommendation of the people that their own Budget Bureau
recommended, ignoring a recommendation' of Congress to at least
consider equally these two measures.

Secretary FOWLER. Senator Proxmire, I certainly stand corrected
-for-not-having-supplied-the-official settlements basis information

in my statement.. I will be glad to submit it for the record.
(The following table was subsequently supplied:)

U.S. balance-of-payments deficit on liquidity basis and on basis of official reserve
transactions

[In billions of dollars]

. 1963 1964 1965

Deficit on liquidity basis -2. 7 2.8 , 1.3
Deficit on basis of official reserve transactions -2.0 1.2 1.4

Source: Survey of Current Business, December 1965, U.S. Department of Commerce for 1063 and 1964
and U.S. Treasury Department for 1965.-

Secretary FOWLER. The failure to mention it is in no way intended
to diminish the importance of the official settlements basis as a
measure. We fully ''accept the recommendation _made by the.
Bernstein Committee and. the desirability of having that computation.
When the third-quarter figures were announced, we announced them
on both the overall basis and the official settlements basis.

We will continue that procedure in February when the final figures.
are available. In- dealing with the preliminary -figures, and in order,
to save time; we. did not develop it here.., However, your emphasis
is very well taken.

Senator PROXMIRE. I appreciate that. I think it is very important,-
I think it is easy for outstanding officials to forget the impact of their,
own statements,, their own expressions, their own decisions on what
statistics to use. ,.

And these statistics are just so infinitely important in the determi-
nation of policy in the Senate. I have seen Senators time and time
again -determine their vote on foreign aid programs and on many-other
very vital programs, because of their -position on -the balance of
payments, and I think if we get the most accurate, the most honest:
expression of this possible it will be a great help, so it would -be-
helpful if inthe future, you could -use both where possible, or I would
hope we would shift into this more symmetrical, and I think more.
accurate, method eventually.--

Secretary FOWLER. The meaningful improvement that occurred in
1965 was actually in the overall basis. However, the figures for both
methods of computation will and should be constantly used.

Senator PRO XMIREI Over the years there seems to be about a billion
dollar difference, maybe $900 million difference with the official settle-
ments showing a somewhat better record.
. I would like to follow up what Congressman Curtis asked, because

I do think it is -very vital for the -future coordination of economic
policies in our Government.
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What opportunities are there of a formal kind for full, frank exchange
of information and understanding between you and Secretary Deming,
on the one hand, and Governors Shepardson, Mitchell, Robertson,
Maisel, and Balderson, on the other. Not Martin-he has one
vote-he is not in the same position as the Secretary of the Treasury,
he has no power except as executive officer for administrative purposes,
but he has one vote and these other fellows have six votes, and it
was brought out very clearly at our hearings that at least one or two
of them are deeply distressed by a lack of coordination and being
kept in the dark and not knowing what you are thinking and what
your policies are.

It would be helpful for us to know if there is any basis that you or
Mr. Deming, because he is your monetary expert, have for frank and
blunt exchange of information with these other agencies.

Secretary FOWLER. My door would be open any time and all times
to any of those gentlemen who wanted to come in. Let me say,
however, that one should consider the pressures of time-conversa-
tions, updating, and exchange of information with seven separate
Governors would leave very little time for anything else.

Senator PROXMIRE. Of course, we cannot expect you to sit down
with each of these men individually. I am not asking that.

Secretary FOWLER. The question of transmitting information or
the points of view expressed, for example, at the quadriad meeting, to
the other members of the Federal Reserve Board is a matter of the
internal working of the Federal Reserve Board-something that can
really only be developed between the Chairman and his colleagues on
the Board.

Senator PROxMIRE. One of the suggestions that I have made to
Mr. Martin in this connection is that a transcript be kept of quadriad
discussions and then made available to the other six Governors.

Now, is there any transcript kept of the discussions?
Secretary FOWLER. No transcript is kept-no notes of any conse-

quence as far as I know. It is a very informal give and take-an
uninhibited type of exchange, Senator Proxmire. I think before
imposing upon that process the requirement of a transcript and public
distribution of it, you ought to consider whether or not the result would
be to inhibit free and frank exchange rather than to add to the sum
total of information for the Board members.

I would not want to venture into the internal processes of the
Board, but I would think that debriefings which are characteristic of
many occasions where one hears a relatively uninhibited exchange of
views would be preferable to a transcript-although I have no objec-
tion to a transcript if that is the most useful method of effecting
coordination.

I do not know what the President would have to say about it. It
would tend to make it more of al, public meeting than it is.

Senator PROXMIRE. It would be confined to the Federal Reserve
officers rather than a public distribution.

Secretary FOWLER. I think a more practical way would be to look
to the Chairman of the Federal Reserve Board to comimunicate with
his colleagues.

Senator PROXMIRE. Of course, the Chairman of the Federal Re-
serve Board, just like any other member, has his own viewpoint, he
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may be more or less conservative. He may give his own slant in
interpreting the very; very important judgments, attitudes, under-
standing of the other members of the quadriad to the members of
the Board.

Governor Maisell pointed out that there was a-paper by adminis-
tration financial experts that he had heard about and he said in his
judgment might have been of great consequence, discussing the right

- degree-of- fiscal-and-monetar-y-mix-that-we-should-have in the com ing
year.

He said he could never get hold of it, and this kind of expression
by experts in the Treasury Department, it would seem to me,
should be made available to the members of the Federal Reserve
Board. I'say each one of them has the same vote Mr. Martin has.

Secretary FOWLER. I think comments of that nature have to go to
the members of the Federal Reserve Board. There is very little
I can do about it.

Senator PROXMIRE. It has been charged in, the newspaper this
morning, the Wall Street Journal had it, that the administration was
privately pleased with the Fed's increase in the discount rate last
December, but simply. did not like the timing; that it would have
been welcomed in late January.

Is it true.that President Johnson wanted an interest rate hike and
is satisfied that that was a desirable accompaniment With the suggested
fiscal restraint?

Secretary FOWLER. I think, Senator Proxmire, President Johnson
would have to speak for himself on that.

Senator PROXMIRE. You have no knowledge of such an opinion by
the President?

Secretary FOWLER. No.
Senator PROXMIRE. Certainly'he expressed displeasure at the time.
Secretary FOWLER. I think I had better make m.y point of view clear

for the record. Let me quote from comments I made in New Orleans
on November 28 at a public gathering:

There are those who have advocated without any detailed knowledge of the
budget for fiscal 1966 and the new budget for fiscal 1967 a sharp change in mone-
tary policy to restrict further the expansion of money and credit. It seems to me
that monetary policy so far has played a vital and constructive role in the coordi-
nated mix of fiscal and monetary policies that has brought us to our present pos-
ture of economic strength. Credit has been ample, but not excessive. It is pre-
mature and unwise to call for further restrictive monetary action now in order to
curtail the expansion of.money and credit, and raise interest rates more than the
market has already raised them.

There may be room for honest differences of opinion among well-informed and
unprejudiced persons on this issue. However, it is my strong belief that any
orderly adjustment of a properly coordinated mix of fiscal and monetary policies
to deal with the period ahead calls for that policy mix to be determined only with
full knowledge of the President's new budget. Of course, I recognize, as all realists
must, that new facts and new developments may at any time call for a reexamina-
tion of the policy mix that has served us so well and that there may well be cir-
cumstances when the use of monetary policy to combat inflation would be wholly
appropriate.

However, today circumstances call for a policy of watchful waiting until the
1967 fiscal year outlook is clarified-in mid-January with the presentation of the
President's new budget.

That is what I publicly said, and that is what I was privately
saying. That represents my point of view, and so' far as I know, it
was not any different from that of the President.
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Senator.PRoXMIRE. My time is just about up. Chairman Ackley
of the Council of Economic.Advisers indicated, as I understood him,
that if the Federal Reserve Board had not recommended this in-
crease in discount rate, we might have had a different fiscal policy.
We might have adjusted on the basis perhaps of not increasing interest
rates, but having a somewhat more restrained fiscal policy.

Would you have any comment on that or not?
Secretary FOWLER. I have no comment except to say that I think

it is obvious that if you sit down in January and you have the entire
range of measures to call upon, you review one as against the other-
you use one to some degree as against using the other to another
degree. I have no idea how we would have come out in a hypothetical
exercise at that time. But certainly this is one of the questions that
would have been asked and to which we would have tried to get
answers.

If action needs to be taken, what is the best means of doing it?
That follows to the maximum the general policy expressed in the
Employment Act of 1946.

Senator PROXMIRE. Your answer and also Chairman Ackley's
answer indicate that this recent newspaper. statement about the
President wishing for a higher interest rate just has no real basis.
Everything I know about the President, his philosophy when he was
a Senator, and I think excellent understanding of economic principles,
and so forth, suggest this is not his attitude.

Secretary FOWLER. I will not add to the President's own statement
at the time the announcement was made and the statement he made
at the ranch after our meeting on December 9. I do not think it
would be appropriate for me to comment further.

Senator DOUGLAS. Thank you very much, Mr. Secretary.
The hearing is recessed until 2 o'clock this afternoon.
(Whereupon, at 12:25 p.m. the hearing recessed, to reconvene at

2 p.m. on the same day.)

AFTERNOON SESSION

Chairman PATMAN. The committee will please come to order.
Mr. Ellsworth?
Mr. ELLSWORTH. Thank you very much, Mr. Chairman.
Mr. Secretary and Mr. Deming, I apologize for not having been

here this morning. I was over in the Committee on Veterans'
Affairs helping hammer out this cold war GI bill in executive session
and I have not figured out how to be in two places at once, but I have
had a full report on this morning's session.

Secretary FOWLER. We share your difficulties, sometimes.
Mr. ELLSWORTH. I have two or three questions. First of all, I am

very concerned about the problem that we have had over the last 4 or 5
years with respect to our Nation's commitment in Vietnam and its
effect on our economy here at home because over the last several years
we have had underestimate after underestimate, by those charged with
the responsibility for estimating the future of the situation in Vietnam,
and I am wondering what might happen to the budget, to the economic
prognostications contained in the Economic Report, and so forth, if
once again the estimates of our Vietnam involvement upon which those
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prognostications and the budget are based should turn out to be too
small by a substantial margin.

Have you given a lot of thought to that? .J would like to have you
comm.ent on that.

Secretary FOWLER. I have, Congressman Ellsworth. In World
War II we had estimating problems and there were periods during
which military requirements were underestimated, as well as periods
during-which-they-were-overestim ated. -- _

Again in the Korean conflict, in 1952, as I recall it, we had a case of
overestimating military expenditures-they did not prove out to be
nearly as much as -was anticipated. 'As I said to Senator Javits this
morning, it is difficult to foresee the unforeseeable and, so fa'r as I
know, there has never been a war in history that has"been fought
completely on schedule with the tables of organization and supply
requirements not subject to modification from time. to time.

I think the uncertainties involved in the current situation do. not
in any sense make it unique. The computer and various other
mechanical devices have not insulated us from the uncertainties the
President referred to on page 10 of his budget message. I think we
can only assume a posture of flexibility-if more funds are required
we must look to the President's commitment -that he will not hesitate
to request additional sums and, should that contingency arise, propose
fiscal actions that are appropriate to meet the situation.

Mr. ELLSWORTH. Thank you very much-
Secretary FOWLER. Cold comfort, but-
Mr. ELLSWORTH. No, that is a good answer, but to bring it down

home, I am really tremendously concerned on account of this back-
ground of consistent underestimates over the last 4 or 5 years, with
the problem of inflation which everybody has been talking about and
which everybody is concerned about.

Out in my home community we have adjacent to us a large ammuni-
tion production facility left over from Korea which has been reacti-
vated recently as a result of the Vietnam war, and every now and then
they call me up and say, "We have another contract modification,
another $2;8 million." They are really pumping money into that
facility and hiring people and the result of it in the surrounding
community already has been an inflationary effect on wages.

Now, I assume this sort' of thing is happening all over. I am sure
it is, otherwise people would not be worried about inflation. But that
brings me to one of my big concerns and that is these wage-price
guidelines and their effectiveness against an overall, general buildup
of inflationary pressure due to increased aggregate demand stemming
in large part from the' increased Federal spending on account of
Vietnam. I hope that you and the other officers of the Government
'in every area will not hesitate for a minute to use the broadest fiscal
and monetary weapons to combat inflation and not rely on these
guidelines and guideposts because I am afraid that,, against the
tremendous pressures that are building up, the guidelines themselves
are -not going to be sufficient.

Do you have any comments on that?'
Secretary FOWLER. I think it is clear from all past experience, and

I am sure it will be the case this time, that to the extent pressures
develop in the future the combination of fiscal and monetary restraints
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on the one hand, and good decisionmaking on the part of those
responsible for decisionmaking in the private sector in the price and
wage field on the other hand are the tools on which we have to depend
in order to avoid undesirable and unwelcome direct wage and price
controls.

It will not be enough to rely upon fiscal and monetary measures.
I think you also have to rely upon voluntary restraint on the part of
management and labor in this field.

By the same token, a moderate measure of fiscal and monetary
restraint is also in the picture.

It is going to be a combination of these two things. If the situation
becomes more threatening, we will, of course, consider what addi-
tional measures would be desirable. But I am sure they would include
both of these fields.

Yoy cannot rely upon one to the exclusion of the other.
Mr. ELLSWORTH. Thank you very much. Turning to a different

subject, that is the balance-of-payments situation, I want to say
that I think the improvement that has been wrought in the balance-
of-payments situation over the last few years has been remarkable
and I think it has really been outstanding.

I know that, from the year before last to last year, the balance-of-
payments deficit has been cut about in half, or maybe even a little
better than that.

I know that bankers and businessmen in this country on a volun-
tary basis have cut down on their investments overseas and I know that
hurts them and I know that creates problems for them with their
shareholders.

I know that the Defense Department has instituted over the last
several years these programs of offshore procurement to help with the
balance of payments and I know one of the reasons the Fed gave in
December for the interest rate increase was that it would help the
balance-of-payments situation, so that I think the United States has
really done an outstanding job so far on controlling the balance-of-
payments problem that we had and that we still have. I am hopeful
that improvement will continue to be registered because I know how
important it is to register improvement on account of our situation in
the negotiations that Mr. Deming is engaged in and that you are
engaged in in Paris and elsewhere on reform of the international
monetary system.

Now, on the balance-of-trade aspect of it, I wonder if you do not
agree with me that there is more room for improvement in our balance-
of-trade situation, and, of course, my special interest is in the oppor-
tunities we have in the world to export agricultural products, food and
fibers, all over the world, on a commercial basis, not on a giveaway
basis. Do you agree with me that there is a tremendous opportunity
there to make a major contribution to our whole balance-of-payments
situation?

Secretary FOWLER. I very much agree with you on that point,
Congressman Ellsworth. I think that both the administration and the
Congress have a fine opportunity this year to hammer out a more
definite and concrete policy along those lines.

As our food aid program stretches out over the period ahead, it can
include a very substantial component of emphasis on moving from
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direct aid into commercial sales. The attitude of the Treasury
Department is to encourage movement in that direction.

Mr. ELLSWORTH. I am delighted to hear it; thank you very much.
My time is up.

Thank you, Mr. Chairman.
Chairman PATMAN. Mr. Secretary, I have before me here the list

of the Treasury bonds and also Fannie Mae bonds.
--- Now-F-annie- Maebondsshould-be-considered-just-as goodas any

Treasury bond; should they not? They are an obligation of the
Government.
- Secretary FOWLER. I will let Mr. Deming deal with that, he deals
with Fannie Mae on a regular basis. -

Mr. DEMING. Mr. Chairman, almost as good;: not quite as good.
Chairman PATMAN. Is there enough difference to justify the yield

differential of 4.78-that is Treasury-and 4.97 on Fannie Mae bonds?
That is quite a difference; is it not?

Mr. DEMING. About 20 basis points. That is about what it works
out to most of the time, Mr. Chairman.

Chairman PATMAN. In all, the Government yield is 4.28, and
Fannie Mae 4.87. That is about 60 points. Is that not pretty wide?

Mr. DEMING. That is a fairly wide one. These are market ap-
praisals, Mr. Chairman, of the value of a particular security. General-
ly speaking, they rate direct obligations of the Treasury better.

Chairman PATMAN. And you consider that a free market rate,; is
that it?

Mr. DEMING. Well, the regular market rates; yes, sir.
Chairman PATMAN. You consider the market a free market in

Government bonds?
Mr. DEMING. I consider it a free market in respect to the relative

differentials in rates.
Chairman PATMAN. That is right, but in regard to Government

bonds, we always hear the phrases, "let the market work its will",
and, "it is a free market."

Do you agree it is a free market in Government bonds?
Mr. DEMING. I would say it is more a free than controlled, although

central bank intervention obviously
Chairman PATMAN. You have not answered my question.
Mr. DEMING. No market, Mr. Chairman, in which a central bank

is operating
Chairman PATMAN. That is the answer I have heard from Mr.

Eccles, in his time, and from Mr. Martin; they all hedge as you do.
When you get down to it everyone admits that there is not a free
in market Government bonds when our national debt is as big as it is.

Witnesses always qualified their statements by asserting that it is
nearly free; but it is not. I think it is a fixed market, because there
are 20 dealers within a stone's throw of the Federal Reserve Bank
of New York, which is running the show, -and they, get their cut
on purchases and sales.

They have a tollgate-they get a percentage when the Open Market
Committee, buys bonds, they get a toll when it sells them.

They get a pretty good toll, and they are all on the same telephone
lines fixing the rates. I don't consider that to be a very free market.

Mr. Secretary, you will furnish me the information about the rates
on the social security trust funds?

X 59-311-66-pt. 24
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Secretary FOWLER. I am sorry I do not have that figure at the
moment, Mr. Chairman. We have almost every other figure we could
think of that you might want. I will supply it for the record (See
p. 184.)

Chairman PATMAN. Reference has been made here to about $4.7
billion of assets that have been sold. I guess they are mixed and sold
on a participation basis.

Secretary FOWLER. Scheduled to be sold on a participation basis.
Chairman PATMIAN. What will the effective interest rate be on those

securities?
.Secretary FOWLER. It will vary somewhat depending upon the

particular security in question. Of course, the scope of the program
is delineated in the President's budget message.

Chairman PATMAN. I would not like to take.up too much time on
it, Mr. Secretary, if you .please, but will it go to a 43A- or 5-percent
average rate, do you think?

Mr. DEMING. I don't know that that is answerable,.Mr. Chairman,
at the present time. Presently these assets that are being sold are
closer to 5 percent than they are to 43% percent,.of course.

Chairman PATMAN. They are closer to 5 than 4%4 percent?
Secretary FOWLER. Yes, sir; the Fannie Mae bonds that you just

quoted.
Chairman PATMAN. Yes, sir.
You have long since had a rate much higher than the 4% percent,

which is the rate that is fixed by law, the top rate on U.S. Government
bonds since Woodrow Wilson's time in 1918.

I have been disappointed in the Federal Reserve for not maintain-
ing that rate. They could have kept it down if they had wanted to,
and since they are fiscal agents of the United States they owe an
obligation to treat their principals right, at least not treat the prin-
cipals wrong. This commitment was there in law, and I was hoping
that they would maintain the rate but they have not. Since they
have not maintained the rate, and it is way above the 4% percent,
do you have any plans for the future on that score?

Obviously, you cannot do business on a long-term basis at a 4%-
percent rate when the going rate is maintained at much more than
that. What are your plans for the future, Mr. Secretary?

Secretary FOWLER. We do not have any definite plan at this time.
We believe it would be appropriate, and convenient, to consider the
interest rate limitation question at the same time extension of the
debt ceiling is considered. At that time we will have some suggestions
to make about the rate limitation, but we have not firmed up on any
position with regard to that at this time.

Chairman PATMAN. Do you not think in getting out these partici-
pations and charging, say, around 44 or 5 percent-selling them in a
way that the effective rate of interest will be around 5 percent-do you
not think that is bordering on a violation of the spirit of the 4X-percent
interest rate on long-term bonds?

Secretary FOWLER. I have examined the history of the provision,
but at the time it was enacted in World War I' as you stated, I do not
know that the Congress contemplated application of the limitation
to the disposition of direct loans the Government had made.
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t is an interesting question and certainly raises an interesting
-legislative question.

Chairman PATMAN. Is it not a sufficient answer, though, that it
has held for 48 years-48 years? It has never been necessary to
raise it, and any rate that will hold 48 years, it occurs to me, should
command great respect. There should be every presumption in
favor of it being high enough. During those 48 years we have gone
through some-pretty-rugh times-depression, inflation, wars, and
so forth, and to the credit of that' 4Y4-percent rate ithiiasnever been -
necessary to raise it. Now it looks as if an effort will be made, to
raise it, which I deplore, of course.

We can work within that rate if the Federal .Reserve will cooperate.
The Federal Reserve cooperated -in World War II .and we saved
tremendous amounts of.interest. If they.will,cooperate now we can
hold that rate at 4% percent, and. I hope that is done.

In reference to the certificates of deposit, do you look with favor
on the banks selling these certificates of deposit?.
. Secretary FTWLER. As the chairman knows, since I am not in the
bank regulating business I have' not formulated any view either as
to the legal question you raised yesterday or the day before in these
hearings, or as to the way in which CD's are being handled. I have
however, in recent, weeks, interested myself in that problem because
of my general concern with the financial field. In that connection,
I have had some preliminary discussions with the bank regulatory
agencies in this area. However, I have not as yet arrived at any
conclusions that would be worth submitting to' this committee.

Chairman PATMAN. It is contended by the Comptroller of the
Currency, who authorized them, that the banks have a right to
acquire these deposits, since they have a right to have time deposits,
but I do not believe it was ever contemplated that the banks would
have a right to go out and buy deposits.

It occurs to me that availability of deposits is one of the ways to
determine the necessity for a bank in a community. If there is enough
money that voluntarily would go into the bank and be held in time
deposits it would be an argument in favor of setting up the bank.
But to say that a bank should have a right to get a charter as the
only bank in town, or as an additional bank, on the theory that they
would have a right to go out and hire their' deposits from New York
City, or San Francisco, or Dallas, or Detroit, it.seems to me to be
getting away from the banking business.

Do you not think there is something to that criticism, Mr.. F owler?
Secretary FOWLER. As in the case of a number of other instruments,

it depends upon whether they are abused.
I 'can se- that they could be useful and desirable under certain

circumstances.
I can also see that some elements of abuse might creep in-brokering,

so to speak. ' I do think it is desirable, and I have'suggested that the
regulatory agents examine the practices involved to see whether or
not they are compatible with both the theory and practice of good
commercial banking.

Chairman PATMAN. In 4 years time since the practice really started.
These CD's have run up to $16)% billion . They are so concentrated
in a handful of banks that the great Federal Reserve System was
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compelled, in order to bail out a half a dozen banks, to raise the
interest rates on all the people by 37Th percent. I would consider
that a pretty bad abuse. I think that is what happened, and I think
you believe that, too.

My time has expired.
Senator JAVITS. Mr. Secretary, I did not quite finish asking a few

questions this morning. I would like to go back to those now. I
will not detain you very long:

Under the circumstances in which we now find ourselves has all
consideration of what might be done with the States-that is, be-
tween the Federal Government and the States-in the way of tax
sharing or some other plan, gone by the boards?

Secretary FOWLER. Senator Javits, it has for the time being-
certainly for this year. As I stated before the Ways and Means
Committee the other day, it seems to me that any proposal involving
substantial or significant tax reduction, or any proposal that would
divert substantial revenues from the Federal Government to the
States, are matters that would have to wait until the Vietnam situa-
tion is behind us.

Senator JAVITS. There is some talk also of replacing some of the
Federal grant programs, which cost the Federal Government sub-
stantial sums of money, with one which would strengthen State
responsibility and giving them some money to carry this out. Do
you think there is any likelihood of anything being done about that?

Secretary FOWLER. I think my previous answer would cover that-
not at this time.

Senator JAVITS. You feel then that what has happened in Vietnam
has pretty well deferred that?

Secretary FOWLER. Yes, sir.
Senator JAVITS. We are very interested in the Congress and we

are very interested in the country in legislation to deal with so-called
national paralysis strikes, either on a national or on a local basis, that
is like the New York City transit strike.

Has the economic impact of such strikes figured in any way in the
President's views on the economy or in the economic forecasts of the
administration?

Secretary FOWLER. Not to my knowledge, sir, other than as was
reflected in his comment in the State of the Union Message.

Senator JAVITS. The main thing I wanted to ask you about this
afternoon was the balance-of-payments problem and the shortage of
monetary reserves in the world.

According to press reports the voluntary balance-of-payments pro-
gram, to which you attribute the main effect in cutting down on the
deficit in our international payments, is slated to end in February of
1967.

Now, is there some effort being made to coordinate the phasing out of
that voluntary restraint program with some agreement, some interna-
tional agreement to give us an expanded basis for international
reserves?

Secretary FOWLER. That's a complicated and involved question,
Senator Javits, I will have to break it down into two or three parts.

Senator JAVITS. Please do.
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Secretary FOWLER. No. 1. The international monetary arrange-
ments under discussion are focused on providing a measured way for
providing additional liquidity to meet the requirements of free world
trade. These developments are not, by and large, focused on ways
and means of relieving or readjusting the balance-of-payments deficit
of any particular country.

No. 2. With regard to the voluntary programs. I know there was
some-reference-inthe~press last month to Secretary Connor's remarks
about terminating the programs next February I am afria the
reporting of Secretary Connor's remarks at his January 17 news
conference was not complete enough on this point. What he actually
said has, unfortunately, not appeared in the press.

Secretary Connor was asked if he was making a commitment to
terminate the program early next year. He answered, and I will
quote from the transcript of his remarks:

"No definite commitment, but I think it is incumbent upon us in
Government to have by then an effective program that does not have
these long-term disadvantages."

There can be no disagreement with what the Secretary said. We
are, of course, thinking about and concentrating on this year's program
as his earlier remarks indicated. It is certainly incumbent upon all
of us, Government and business alike, to work out a program with a
long-term future-a program- that has the least disadvantages, but a
program by which we can achieve and maintain equilibrium.

I cannot foresee whether that is going to call for an extended volun-
tary program or not. We are getting the advantages of increased
investment income; we hope to have a reversal of the dropoff in the
trade surplus that occurred in 1965. We hope that will be reversed
this year, and I believe it will be. I am very hopeful that the Foreign
Investors Tax Act will become law this year and give our financial
community an opportunity to increase the flow of portfolio invest-,
ments into the United States from abroad. I also think that the
capital markets abroad have shown some improvement, although
they are still far from being adequate.

These favorable long-term factors are at work. On the other hand,
we hope some of the disadvantages of last year will not be present to
the same degree this year. For example, our balance was adversely.
affected last year by about $500 million as a result of the British
liquidation of their Government-held U.S. securities and their deferral
of a debt repayment.

The situation in Vietnam may also be an adverse factor to be con-
sidered this year.

Senator JAVITS. So, as a practical matter, I notice you have con-
siderable faith in our getting more than we invest abroad out of our
investments.

Secretary FOWLER. Yes: that is a yery important long-range factor.
Senator JAVITS. And also the possibility of very much increased

investment in the United States by people abroad.
Secretary FOWLER. That is right.
Senator JAVITS. Now, one other question.as my time is ebbing, too.
I would like to ask you about this work which is going on in the

Group of Ten to which you refer in your statement in terms of ex-
panding international reserves.
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It is a fact that we are heading for a real problem, are we not,
when' the American imbalance of international payments diminishes
and these dollars are really not available to finance international
reserves.

Secretary FOWLER. Senator Javits, I do not think there is any
question about it-some suitable mechanism'for getting liquidity on
an orderly basis will have to be arrived at if we continue to make
progress toward maintaining balance-of-payments equilibrium.

Senator JAVITS. I note in your statement that the United States is
tending toward the idea of greater drawing rights from the IMF
plus some form of a new reserve currency as a solution to the liquidity
problems.

Secretary FOWIER. Our thinking has been that a dual approach
to this problem. would be desirable.

Senator JAVITS. My main question is this: Would you state, in what-
ever time I have remaining, how that will help the underdeveloped
areas of the world which are very short of capital?

Let me picture in a few words what I have in mind.
According to the President's Economic Report, developing countries

are getting from all sources about $9.7 billion of private and public
long-term capital. Now, the best estimate of the World Bank staff
is that this represents a shortfall of somewhere between $4 and $5
billion a year today. There are many estimates. The Advisory
Committee on Private Enterprise in Foreign Aid, which I like the
best, says the shortfall is somewhere between $5 and $20 billion a
year.

Well, let us take the minimum figure of $5 billion, although we
know the gap is widening. Can we give the developing nations of
the world the feeling that great consideration is being given and will
be given to this problem in our efforts to broaden the base of the
international monetary reserve?

Secretary FOWLER. Very affirmatively, Senator Javits. It has-
been the position of the United States in dealing with the Group of
Ten and the International Monetary. Fund that great emphasis
should'be given to the problem of adequate reserves of countries
who are not in the Group of Ten. In other words, that this is a
worldwide problem.

However, I think we would all have reservations as to whether
changes in the international adjustment process is the only area that
you could look to to meet the problem of shortfall in the less developed
countries.

I think I would have to say that it could only make a contribution to
meeting the problem. A very large measure of the adjustment of the
position of the less developed countries will depend upon enlightened
trade policies of the developed countries, lending policies such as those
that characterize the World Bank, the International Development
Bank, the Asian Development Bank, the things normally required in
the general category of aid-

Senator JAVITS. And private enterprise investment.
Secretary FOWLER (continuing). And most important, the develop-

ment and creation of a climate in these countries that will invite the
multinational companies, whether they be United States-based com-
panies, British-based companies, French-based companies, or truly
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international corporations, to move in and invest large amounts of
capital and know-how.

I think it is'a combination 6f all of these things. But I would also'
like Secretary Deming, who has been actively negotiating with other
representatives in the. Group of Ten, to indicate that a fundamental
point in the American program is our, insistence on a dual approach-
that part of any plan should include increased drawing rights through
theIMF sin~e~hat-isttheprIcessfQiquidity creation, in which all:
countries can have an appropriate share.

Do you wish to add anything?
Secretary DEMING. The, Secretary gave most of the -answer to

this, Senator Javits. I think it is important to point-out-that-I
detect no feeling in the Group of Ten at all that there should not'be.
some liquidity additions to the rest of the world, and that adequate
liquidity for both the. developed and underdeveloped world is a neces-
sity to keep from pursuing restrictive practices which could lead to
smaller capital movemnents to ' the underdeveloped countries. So it'
is important to start with liquidity 'which will. enable the world to'
purstie the policies that.'Secretary Fowler has mentioned here. If
there is' not -enough in the way of reserves they will not' be; as eager,
to do this; but it does have to go far beyond pure liqu idity situation:
to meet the capital problems of the rest' ofthe world.

Senator JAVITS. I would like to' say that. I. hope this attitude will'
be widely publicized, because- I find, an unfortunate feeling among:
many of the developing countries that while the rich people are talking
thishing over anddeciding what. is'best 'to be done, they'are really
not giving serious consideration- to their. problems.. I' know.: that' is'
not so and I hope very much that by all the means that you have and
the President' has, this -may be.spread about. '' '

Secretary FOwLER. We~ have' tried'in evety' public expressiofn' thati
we have`'made, includig' the, 'a'ninual meeting last 'fall 'of 'the Inter-
national'Monetary Fund; to impress upon the world at large, and the'
members of the Group!of Ten, the fact that after the initial discussion
in which Secretaiy Deming is participating, there must 'be a second
stage of negotiation' in which the points of view of -all the' other
countries 'will be heard so as to be reflected- in any final arrangements
that' may 'be concluded.

Senator JA'vITS; 'And the United States. will back and support ?that
second round.

Secretary FOWLER: Definitely.' " ' -!
Senator JAViTS. Mr. Chairman, I ask 'unanimous consent to in-

clude in the record two brief lists of questions, one on the wage-price
guidelines, the other on Federal Reserve Board administration coor-
dination' which I will ask each of the witnesses to answer for me.

Chairman PATMAN. Without objection it is so ordered.
(Senator Javits' questions and Treasury Department answers

-follow:)

SENATOR JAVITS' QUESTIONS AND TREASURY DEPARTMENT REPLIES

Question. 1. On January 28 I introduced a concurrent resolution expressing
the sense of the Congress that there is a need to improve economic policy coordina-
tion between administration economic policymakers and the Federal Reserve
Board. The resolution indicates' several areas where coordination may be im-
proved. Would you comment on the resolution and the problem pf economic
policy coordination in the Federal Government in general?



220 JANUARY 1966 ECONOMIC REPORT OF THE PRESIDENT

Answer. As a general matter, coordination between the Federal Reserve and
the executive branch of Government has been very good in recent years. The
country has gained enormously in the past 5 years from a well-balanced and
well-coordinated blend of fiscal and monetary policy.

This coordination has been effected through a variety of channels. Best
know, perhaps, are the informal meetings of the Chairman of the Federal Reserve
Board, the Chairman of the Council of Economic Advisers, the Director of the
Bureau of the Budget, and the Secretary of the Treasury, with the President, for
frank and free interchange of views on general economic developments and
policies. This "Quadriad" of agencies met seven times during 1965. There is
no fixed schedule of meetings, and no fixed agenda; nor is any formal record of the
proceedings kept.

This degree of informality is an element of considerable strength. It promotes
a thorough airing of viewpoints and exchange of relevant information, where more
regularly required and formalized meetings could tend to become quite sterile.

There are other avenues of continuous coordination with the Federal Reserve.
Usually the Chairman of the Federal Reserve Board joins a group of senior
Treasury officials for lunch on Mondays while several Treasury officials lunch with
senior personnel at the Board of Governors each Wednesday. In addition there
has developed, over a long period, the closest possible coordination at the technical
level-for example, in the central bank's fiscal agency functions for the Treasury,
in the Treasury's handling of its cash balances to minimize potentially disruptive
reserve fluctuations and in the Federal Reserve's conduct of open-market opera-
tions to avoid disrupting the market at times of Treasury financing. New links of
close coordination between the Federal Reserve and Treasury have been forged in
recent years with the development of day-to-day foreign exchange operations and
networks of short-term credit facilities arranged with other nations to protect
international monetary stability.

As for the specific proposed resolution (S. Con. Res. 73) its general objective of
working to improve coordination is certainly laudable but a question may be
raised as to whether the introduction of greater formality into existing arrange-
ments for coordination would serve a worthwhile purpose. The first item of the
resolution-calling for meetings of the "quadriad group" at least six times a
year-is essentially fulfilled already. As mentioned above, the quadriad met
seven times during 1965.

The second point of the resolution-calling for the Secretary of the Treasury,
the Chairman of the CEA, and the Budget Director to keep the Federal Reserve
Chairman and other Federal Reserve officials fully apprised of information which
they should know in order to discharge their responsibilities-is also fulfilled to
the extent feasible. This kind of information already is communicated, quickly
and informally, through channels of the type outlined above-including the more
or less regular meetings of Treasury and Federal Reserve officials twice each week,
supplemented whenever necessary by additional meetings or telephone com-
munication. This second point of the resolution, as well as the third point, also
refers to keeping other members of the .Federal Reserve Board, and members of
the Open Market Committee, informed about matters relevant to their responsi-
bilities, but it would be the Treasury's view that this be more appropriately han-
dled within the Federal Reserve System itself.

The fourth point of the proposed resolution-calling for the Federal Reserve
Chairman to notify the President whenever a request to raise discount rates is
received by the Board from a Federal Reserve bank-would raise a question about
the authority of the Federal Reserve System without really adding much to
effective coordination as it now exists. Again, this type of information is now
communicated informally through the channels noted'Above.

In short, the channels for communication and exchange of information ap-
parently sought for in this resolution exist already and the passage of a resolution
to formalize the avenues of contact would seem to offer little prospect for adding
to meaningful coordination.

Question 2. Would you tell the committee how, specifically, economic policy
coordination was achieved between the administration and the Federal Reserve
Board at the time the Fed raised the discount rate last December 3? 4

Answer. To be sure, the coordination procedures described above did not work
perfectly last December, but the fault did not lie in any lack of communication.
The Federal Reserve's inclination toward a higher discount rate was, through
the various channels of contact mentioned above, well known to the adminis-
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tration by late November. Indeed, as early as September or October, it was
known that some sentiment within the Federal Reserve leaned in this direction
and by late November it began to look as though a change might be more
imminent.

The administration was counseling then, as was indicated in public statements,
a delay until more could be known about the 1967 budget. For example, Secre-
tary Fowler said in a speech in New Orleans on November 28, 1965, "* * *
There are those who have advocated without any detailed knowledge of the
budget for fiscal 1966 and the new budget for fiscal 1967, a sharp change in
-i-moneta-rypolicy-tocrestrictfurther the-expansion-in-money-and-credit. -- t-seems-
to me that monetary policy so far has played a vital and constructive role in the
coordinated mix of fiscal and monetary policy that has brouOT-us to our present
posture of economic strength. Credit has been ample, but not excessive, and has
fueled a balanced economic expansion. It is premature and unwise to call for
further restrictive monetary action now, in order to curtail the expansion of
money and credit and raise interest rates more than the market has already
raised them.

"There may be room for honest differences of opinion among well-informed and
unprejudiced persons on this issue. However,. it is my strong belief that any
orderly adjustment of a properly coordinated mix of fiscal and monetary policies
to deal with the period ahead calls for that policy mix to be determined only with
full knowledge of the President's new budget.

"Of course, I recognize, as all realists must, that new facts and new develop-
ments may at any time call for a reexamination of the policy mix that has served
us so well-and that there may well be circumstances when the use of monetary
policy to combat inflation would be wholly appropriate. However, today's
circumstances call for a policy of watchful waiting until the 1967 fiscal year
outlook is clarified in mid-January with the presentation of the President's
new budget."

The administration was also urging that there be a review of the situation
at a meeting of the Quadriad with the President at a meeting during the week
beginning December 5 which had been publicly announced. As events unfolded,
it developed that the directors of two Federal Reserve banks had acted on De-
cember 2 to initiate increases in the discount rate at those banks and such action
by the directors required approval or disapproval of the Board of Governors
of the Federal Reserve System. The Board of Governors decided to approve
the increases on December 3, and to release the news on Sunday, December 5.

Question 3. Is it your practice and that of the other members of the "Quad-
riad" to circulate high-level policy papers with members of the Federal Reserve
Board?

Answer. It is not a general practice to circulate policy papers in connection
with Quadriad meetings as such, although papers are often exchanged among
Quadriad members on matters of mutual interest. Circulation within the various
agencies concerned would be arranged by those agencies.

Question 4. To what extent was the Federal Reserve Board informed of the
administration's plans for the fiscal year 1967 budget and its estimate of the
Nation's economic outlook on December 3, 1965?

Answer. The Federal Reserve Board was not informed of the administration's
plans for the fiscal 1967 budget on December 3, 1965, as these plans had not yet
been decided. Some work had already gone into major areas of budget expendi-
tures. But many crucial decisions, which could spell the difference between a
stimulative and restrictive overall budget posture-for example, the decisions
leading to the requests for certain tax acceleration measures-had not yet been
taken.

As to the administration's estimate of the economic outlook, the'last full
review prior to the discount rate increase was in early November, and the Federal
Reserve Chairman was aware of this review. A new review was just in its begin-
ning stages in late November, and in this highly preliminary stage it had not been
communicated to the Federal Reserve. This preliminary review was lacking
certain key items of information, including the Federal budget picture for the
forthcoming fiscal year, on which decisions would be "firmed up" in early January.

Question 5. Would you say that when the Federal Reserve Board decided to
raise the discount rate it acted without.full knowledge of the administration's
plans?
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If so, what specifically was it unaware of? What then was the purpose of your
regular consultations with Chairman Martin? (Chairman Martin states that
he did not consider knowing the fiscal year 1967 budget a major factor in the
Board's decision.)

Answer. Yes. The Federal Reserve did not, at the time it acted, have knowl-
edge of the administration's budget plans for fiscal 1967. It did have some
additional information about fiscal 1966, still in rough and preliminary form,
which had been reported in late November, but without information on fiscal
1967 and knowledge of the current proposed tax changes which will begin to have
an impact in fiscal 1966, the Federal Reserve did not have as much information
as it might havehed by waiting just a short period of time.

Question 6. In what way do you think economic policy coordination mechanism
could be improved? How do you think, for example, the Fed's decision would
have been affected by waiting another 4 to 6 weeks? What decisions did the
administration make in that period which would have affected that decision?

Answer. In seeking to improve economic policy coordination, we should build
upon the existing arrangements which have been, on the whole, quite successful.
It is expected that useful interchanges among the quadriad members will con-
tinue in forthcoming months, and that they will be as fruitful as in the past in
providing a full and frank exchange of information and thinking about current
economic developments and problems. We would not suggest any change in
the direction of greater formalization of these coordinative arrangements because
their greatest strength lies in their existing informality and flexibility.

As to how the Federal Reserve's. decision might have been affected by waiting
another several weeks, it is not possible to say specifically what they might have
done differently, nor can one say what the administration would have done dif-
ferently had the Federal Reserve's decision been delayed. The important point
is that a deiay would have provided an opportunity to determine fiscal and mone-
tary policy decisions on a coordinated basis with all of the relevant facts available
instead of having one branch of policy decided in light of decisions already taken
bv another branch which had moved without knowledge of crucial budgetary
decisions. Conceivably, we might have arrived at approximately the same policy
mix that we have now. Even so, the decision to arrive at this particular mix on a
coordinated basis, without the doubts and uncertainties that attended a less co-
ordinated policy approach, could have provided a clearer overall policy position.
And, of course, there is the likelihood that a different policy mix would have been
found more suitable.

Question 7. How much staff support is made available in advance of the regular
meetings of the Quadriad? Would you favor the establishment of a small secre-
tariat for this purpose?

Answer. Staff support prior to meetings of the quadriad varies from time to
time with the purpose of the meeting. Like the Quadriad meetings themselves,
the staff work is informal, and geared to the particular needs of individual quadriad
members. Staffs of the agencies are in touch with each other, then brief their
principals. This would seem to be the most appropriate and useful sort of arrange-
ment, and we would see little advantage in adding a small secretariat as an addi-
tional layer.

Senator JAVITS. Thank you. I appreciate very much the in-
dulgence-of the committee.

Chairman PATMAN. Senator Proxmire?
Senator PROXMIRE. Thank you, Mr. Chairman.
Following briefly the questioning of the impact or prospective

impact of the war on the economy and possibly inflation, your testi-
mony seems to be very similar to that of Chairman Ackley, and partic-
ularly Secretary McNamara, who emphasized very clearly that the
Vietnam conflict has relatively, compared to the Korean war and
World War II, a very modest impact on the economy and that, as a
matter of fact, if you compare it with the situation that prevailed in
this country between 1955 and 1964, the whole Defense Establish-
ment in relationship to the gross national product costs a lot less.
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I brought this point up before, but J want to emphasize it now
because I have just gotten some recent figures which show, for example,
that in 1964 the percentage of the gross national product devoted to
defense was 8.2 percent; this year, fiscal 1966, it will be 7.6 percent;
and next year with pessimistic and large Vietnam commitments
included it will be only 7.7 percent.

Now, the part of that defense burden that is devoted to Vietnam is
-.about-l.3-percent.-A-nd--this-includes-all-of-the-escalation,-includes --

all of the plans, as I understand it, that the administration has for
seeking more men, material, and so forth to Vietnam. If we double
that you would stillhave less in the Defense Establishment in rela-
tionship to the gross national product. than you have between 1956
and 1959.

What all this indicates to me is that the inflationary developments
in the economy, by and large, are not connected with Vietnam and
I think there is a great public misconception here, the feeling that we
are in a war economy or moving into one and we have to keep our eye
focused on Vietnam to see what is happening to the economy. I
think these hearings have -helped to -dispel that illusion to some
extent and I think your comments help.

Secretary FOWLER. I think it is important that we all keep a sense
of proportion about this to keep it in perspective. The figures and
comments you made are certainly helpful in that regard.

I would only add to them the point that during the Korean conflict,
-for example, the projections there went from approximately a $12
-billion,'annual outlay for the defense effort to -one approaching $50
billion. At that time that $50 billion was a much larger proportion,
of course, of the gross national product than $50 billion would be
today.

I would also like to note that in addition to the pure mathematical
aspect of. the problem of inflation there is also a psychological aspect.
I think there is sometimes as much danger in overreacting to these
situations as there is in underreacting. 'I for one, would counsel,
as I said this morning, an attitude of balance and moderation on the
part of all concerned, so that the picture may be seen as it is and not
have it exaggerated out of proportion.

Now, I understand the basis for concern is a case where a defense
plant is reopened, such as the case Congressman Ellsworth referred to.
If the plant is not in a very large urban area, there may be a lot of
local strains that can have a very real impact in that area. But I
just do not feel we are at a point where we should be concerned about
the exhaustion of our available resources to deal with the problem
at hand. . '

We need to accommodate to a pattern of additional growth which
-would be there whether Vietnam was present or not.

* Senator PROXMIRE. I was delighted to see in. your statement, and
I quote: ,

We are exploring intensively the feasibility of several new types of special
appeal to the 8 million participants in the industrial and governmental payroll
savings bond programs.. .

I asked Secretary McNamara about 'this because, of course he has
so many. eople in his department and under.:his jurisdiction alto-
gether. 'We said he has given no thoughts to this aspect. Of course,
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he is a very alert and extremely competent person. I wonder, in
view of the fact in the past when we have had inflationary prospects
in the economy the Government has tried to encourage employees as
well as the general public to save. I wonder if you could give us a
little more detail on what you may plan here? We have had a lot of
experience with this kind of program, it would seem to me we need a
minimum study to put it into effect.

You do point out that you are going to try and increase the rates-
Secretary FOWLER. We have been very actively concerned with

this matter over the last several months, and are at a point of decision
as far as the rate on the existing bond program is concerned.

I have also felt that it was incumbent upon us, if I may use the
term, to develop improvements in the product line itself-offer new
products that might have special appeal at this particular time as
well as new products that might have appeal over the long pull. This
seems to me to be a very desirable and propitious time to be resourceful
and inventive in this area.

We are trying to do so; I am sorry I cannot give you any concrete
detail now, but I think we will have some announcements to make in
this area shortly.

Senator PROXMIRE. This seems to be a good, constructive, simple
way of dampening demand somewhat with less pain than tax increases
or controls.

Secretary FOWLER. It very definitely has that advantage. Al-
though it has a number of other advantages, I think it is particularly
timely that this program be pushed now. Although Secretary
McNamara may not have had a chance to give attention to the bond
program in his area, I can assure you he has some very competent
officers in the Army, the Navy, the Air Force, and the Marines, who
have done excellent work in spreading the practice of payroll savings.
The Defense Department has done a very good job on that.

Senator PROXMIRE. As you know this committee and also the
Senate Banking Committee, and I imagine, the House Banking
Committee, too, have held hearings on the balance-of-payments
situation. Senator Muskie chaired the hearings in the Senate Bank-
ing Committee and more and more we came to the conclusion which
you offer today, that we look forward to an increase in our trade
surplus, as the longrun solution of our balance-of-payments difficulties.

Now, this has disturbed me because our trade surplus is already very
large and our trade surplus means a trade deficit by other nations in
the world who in most cases are working hard to correct their deficits.
It seems to me that they must be as deeply concerned, perhaps more
concerned, with their trade deficit as we are with our balance-of-
payments deficit.

Trying to look at this as objectively as possible, I am just wondering
if this is a realistic or a proper basis for our expecting to be able to
improve and balance our total payments situation.

Secretary FOWLER. I think if that were our sole reliance your com-
ments would be well taken. There are very definite limitations, I
think, on the extent to which a trade surplus of a given country, par-
ticularly one like the United States, can go. But I do not at all
believe, Senator, that we are at the end of the road on that.
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It seems to me that even if we could -(ret back up to the level of
1964, a $6.7.billion surplus, that that would be a very.healthy.step-
and not an unprecedented one.

Senator PROXMIRE. YOU are close to that, are you not? Last
year we had some unfortunate temporary

Secretary FOWLER. That is right. In 1.965, I think the figures will
show-I do not have the final figures-a trade surplus in the neighbor-

- .ho.odof$5 billion.. There Is plenty of room for improvement there,
For example, there are, l7ot of Spec
granted in the United States; special food products, and new products
that emerge out of technology, that the other countries do not have
in production. I draw a distinction between those types of commod-
ities and the primary items, like steel, machinery, and so forth.
There are great opportunities. for expansion of trade, and a consider-
able market.

Senator PROXMIRE. I am delighted to see your. recognition, and I
know that it has not been easy and that there are other persons who
oppose your position, but your clear and most helpful recognition for
the need of unquestioned liquidity with the growth of the world trade,
combined with Secretary Deming's, and your estimate that we are
going to hopefully be able to balance our payments this year is welcome.

On page 156 of the Economic Report it suggests three sources of
liquidity, gold is one, $700 million; drawing rights.are a second, $150
million; and claims against the U.S. dollar is the third, a billion dol-
lars. Now, if you knock out the third, that is about half of the source.
of liquidity at the time the need for liquidity is increasing.

Secretary FOWLER. Precisely.
Senator PROXMIRE. It makes it dramatically clear we have to have

a new source soon. This morning in the New York Times, Richard
Mooney, in his, from Paris, said this in referring to the meeting of
the 10 countries:

The object of the exercise provides there will be more adequate reserves. The

United States maintains that it would be more appropriate to present the world
with a proposal in general terms rather than a fully detailed arrangement. This
approach may also suit the U.S. Government's own dilemma where differing
internal views remain such that it would be easier to accept a general plan than
a detailed one.

This suggests that you may be moving in generalizations now and
the tough, hard details, the specifics, are. going to be postponed and'
it is going to take many months and perhaps years before you can
come to working on the details. That is the impression I got from
that.

Secretary FOWLER. I will let Secretary Deming comment on that.
I do not know what the point of Dick Alooney's comment is. But-
I think it is fair to say that we have been pressing to get away from
general discussions so as to make progress on concrete; positive negotia-
tions that could lead to the submission this, spring of a preliminary.
report from the deputies of the Group of Ten. Hopefully this report
will. contain a sufficient measure of general agreement that would
justify going into the second round of negotiations that I referred to
in the colloquy with Senator Javits, in which there could be partici-
pation by representatives of the other countries, perhaps through'the
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21 executive directors of the International Monetary Fund. We have
*been pressing for. concrete actions and concrete results.

I have nothing further to say about Mr. Mooney's comments.
Senator Deming, do you have anything to add?
Mr. DEMING. Senator, I think perhaps that is more a matter of

the way it is expressed-a matter of words than of substance.
- The negotiations that are going on started out on particular and

specific points without having a complete and rounded plan. You
tried to get the general feel as to how various countries felt about a
given aspect of international liquidity.

For example, as to whether it should be a drawing right or whether
it should be a new reserve unit.

These discussions become narrower and more specific as the nego-
tiations go on. The timetable is to have a report by the deputies of
the Group of Ten to the ministers, as the Secretary has said, showing
the areas of agreement by the spring of this year.

Now, I do not think one would want to try to come out with an
absolutely full-blown plan right at that stage, because as was men-
tioned to Senator Javits, there is a second area in which one goes into
negotiations to be sure that the requirements of the rest of the world
are fully recognized.

I have said that I think the Group of Ten recognizes those needs
must be met but it is in the second stage of the discussions when these
come down to very hard points. Then one would go into an interna-
tional monetary conference where you nail down the' final details of
this action. I do not mean to imply at all that this is going to take
years, but the process of the negotiation comes down to where you get
more and more specific and I would think that it would be possible to
reach an agreement among the countries of the world as to the specifics
of this matter within a relatively short period of time and I define that
as, let us say, a year.

Then, of course, you have parliamentary actions that have to be
taken on this just as you would with a fund quota increase and so on.
Even if you were working as hard and productively as you could
work I do not think that you could get a brandnew form of interna-
tional liquidity in being in the space of less than say, a year and a
half to two years, and that this makes it all the more incumbent to
get on with the job and that is why we are pressing hard on this.

Senator PROXMIRE. My time is up. I certainly commend you on
this. I am delighted to see you have the sense of urgency. Your
own prediction seems to be optimistic compared to some others.
If we do balance our payments this year then it makes it all the more
important that we press toward international monetary reform.

Thank you.
Chairman PATMAN. Mr. Curtis?
Representative CURTIs. Thank you, Mr. Chairman.
Before proceeding I want to see if we can get our ground rules

straightened out a little bit.
Mr. Secretary, when I interrupt a question it is because I feel. that

you are not being responsive to the question I asked. Maybe I
asked the question in a confused way, but there is no intent to close
you off because I think we understand that you have the right to
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extend-your -remarks-throughout.' But third is much- material to
go over.and:we.are limited in time, ind I am trying to put it together.
Many of the questions aid the points'I make are-con.troversial This
is the first opportunity in one sense that the loyal opposition has had
a chance to question some of these actions, and so forth.

With that understanding, if I do interrupt you please.understand'
it is because I happen to think you are unresponsive or something of'
that nature and I am. trying' to rephrase the question or redirect,
your attention to the pointsthat7I am tfyi br bTing-out. I-do
not intend to close you out and I want you to have full opportunity
to answer in the record.,

Secretary FOWLER. I appreciate that, Congressman Curtis. If I
could just state my ground rule,' I think we. will be square. My
ground rule would be that silence on my part'on various points you
make in developing your. question. is. not' to be interpreted as assent.

Representative CURTIS. -That is understandable, because you do'
have an opportunity of .going over the transcript and making your
point there. '

Chairman PATMAN. And extending his remarks if he desires.
Secretary FOWLER. With that privilege, I will try to keep miy-

comments very short.
Representative CURTIS. That has ' also been understood in this

committee and, of course, I do make' a statement in a rhetorical way
for your response, in the event you agree, disagree, or think that it
needs explanation.

First, just one little' item that' Senator Javits mentioned. You
were referring to the foreign' investors tax law which we have before'
the Ways and Means Committee and there being a possibility of getting
a net 'flow' of investment into this count'ry.

I had-Ithought that this was. more'of a reciprocity matter, that we
were trying to get our tax treaties in shape where We 'also were remov-
ing impediments that exist in other countries' tax laws. Am I correct
in that basic understanding? '

Secretary FOWLER. I think the presidental task force that authored
the report on which the legislative proposals are based emphasized"
that the tax proposals would encourage a far more substantial amount
of portfolio investment from abroad in the United States-not on any
instant basis, but over a period of time;

Representative CURTIS. I mentioned that because I was hoping we
would get reciprocity because we have difficulty in the tax treatment
that other countries afford our investments. 'I know you are aware'
of this and I did not want us§to lose sight of the reciprocity aspects.
You would agree-with that?

Secretary FOWLER. Oh, yes, indeed. . '

Representative CURTIS. NoW, just to pick up a couple of points that
I did not quite get clear.

In discussing the Quadriad, the reas'on I brought it up, Mr. Secre-'
tary, was that in our committee hearings in December this became'
quite a focal point of discussion with Mr. Martin and others. "The
committee's observations in its questioning' was 'that' it hoped this
technique of communications could be. improved, and you heard'"one'
of the'points Mr. Widnall made.
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So, I wanted to read Mr. Martin's testimony to see whether. this
is in accord with your understanding and then secondly, if you care
to, develop what your understanding of this situation is.

Here is what it says:
Mr. MARTIN. There has been a lot of discussion, as you know, Senator, about

this and it may be that there could be some improvements in the informal pro-
cedures which have been developed through the years, for I usually have lunch
with the Secretary of the Treasury on Monday.

Treasury representatives come over to the Board frequently on Wednesdays
almost as a routine matter. We have occasional meetings with the Council of
Economic Advisers and since Secretary Anderson's time we have had small groups.
Recently, the group has been called the Quadriad, that has met with the President
periodically.

The Quadriad has met about once a month.

This is what I was directing attention to. I was surprised and con-
cerned when interrogating the Director .of the Budget, Mr. Schultze,
yesterday to find that the Quadriad has not met since that date in
December when the issue was brought up on the Federal Reserve.

Now, would you care to comment on that?
Secretary FOWLER. Yes. Mr. Deming, whom I asked to check this

point, informs me that there have been approximately seven meetings
of the Quadriad during the calendar year 1965. This includes the
time before I was Secretary of the Treasury. The meetings are not
held on regular monthly schedule. They also tend to be more regular
during the period of the year when Congress is in session than in the
fall period.

Of course, the President's illness this fall, and his convalescence,
meant a reduced schedule of meetings. I think we had one meeting in
October. We had hoped to have one in November, which we could
not arrange due to other calls upon his time. A public announcement
had been made that there was to be a meeting of the Quadriad the
week before, or the week of, the Federal Reserve announcement.

There is no particular situation that affects the absence of a meeting
in January-except the pressure on the President's time for preparing
various submissions to the Congress. I would expect that we probably
would have had a meeting this week, except for the heavy schedule
of congressional hearings all of us were required to attend this week.
I would think we would meet next week at the latest.

Representative CURTIS. To get this in the context of why I thought
this was a serious matter, I think, although the committee has not filed
a report, it was the sentiment of the committee after these hearings
that if there was lack of coordination which might be due to com-
munication, and the Quadriad seemed directly to be that instrument
of Government that would be related to the problems of inflation,
and certainly monetary policy and debt management, that at a time
when inflation is, quoting the President in his economic report, the
major concern, that this had not been improved and developed
further after the hearings in December. On the contrary, it seemed
that it has loosened up, if anything.

That is what is concerning me.
Secretary FOWLER. I think that is a misapprehension. I think

the same degree of communication and coordination that occurred
before the Federal Reserve action will continue. As you know, the
President indicated publicly, both in his statement and following the
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announcement, and at the meeting at his ranch on the following
Monday, that it would be his firm intent, as it is the firm intent on
all of our parts-and I am sure it is on the part of Chairman Martin-
to continue to effect coordination.

This morning my use of the word "coordination" was in a completely
different context. I have no fault to find with the practice and ex-
changes that have characterized the situation-both before and after
--I took-over-as Secretary-of-the-Treasury. -______ -

Representative CURTIS. Well, at least we filled out the record. I,
of course, have drawn-and I do still draw-some strong conclusions
along the line I expressed.

I cannot help but feel that lip service is being given to this problem
of inflation without the real action and the'results .that must' occur.
Of course, you differ on that.

The other things I wanted to try to clarify are the effects of the
guidelines. Representatives on this committee have written and
urged the chairman of this committee to hold' hearings on the guide-
lines, just as we thought the committee was going to hold hearings
with the Quadriad present, not just-the Chairman of the Federal
Reserve Board, on this other matter.

Now, the effect of the guidelines in this.present situation is quite
. important because it has been used, as -near as I can see, as a means

to control prices in the industrial area.'
The question immediately comes to my mind with the Consumer

Price Index going up the way it did in December and the Wholesale
Price Index, as well. The fact that industrial prices did not go up
indicates that undoubtedly the administration was successful in apply-
ing controls through the guidelines in this area.

And this to me is a clear indication that you are dealing with strong
inflationary forces-the strength that you had to use in order to apply
the steel price guidelines, as well as in copper and aluminum. I hope
we will get into this area, but I want to'pose these questions and per-
haps leave the record open for your response to them. I would like
to raise the question of whether or not the use of stockpiles was
improper, illegal, and whether or not there vas an illegal use of procure-
ment practices by the Department of Defense, whether or not the
antitrust laws have been violated, and what has happened to small
business in the process of dealing with the big units and other objec-
tions to the methods used in bringing about, this kind of selective
control.

I am just raising the questions that come to my mind that we need
to get into in order so understand this.

This leads, of course, to the point that I think you have made that
the administration does not agree with those who propose that the
administration come forward now with a program of enforcement

which contains "harsher restraints" on the economy than those now
in effect or proposed in the budget message.

And I assume that these harsher restraints referred to are possible
wage and pride controls.

Am I correct in that assumption?
Secretary FOWLER. Harsher restraints, I think, as particularized

in the last paragraph of my statement. I assume that those who are
dissatisfied with the current arrangements are presumably calling for

59-311-66-pt. 2-5
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increased tax rates, direct price and wage controls, and much tighter
monetary restraint.

Representative CURTIS. That is why this becomes pertinent because
in order to understand whether they are harsher measures we have to
examine what is being done now, which up to now we have not.

I, myself, would much prefer, if we are going to have price controls,
to have them by law and not by selection on the part of the administra-
tion at whatever place the administration seeks to apply them, so
I would perhaps quarrel with your term "harsh."

Whether or not we need price and wage controls, is the basic ques-
tion. It is a surprise to me to find that the administration, having
exercised them in the area of industrial prices, has not requested any
legislation to do this by law.

Secretary FOWLER. Obviously, I disagree 100 percent with your
characterization of what has been done as the exercise of Government
price controls.

These are guidelines; they are not law. The Government does not
have direct wage or price control authority. I think it is clear that
observance across the country, to the degree there has been observance,
is a voluntary matter on the part of business and labor leadership.

Representative CURTIS. My time is up at this time. My only com-
ment would be that this is the area we need to investigate because cer-
tainly by the press reports and elsewhere it looked like some other
powers of Government were being used than sweet reason, in the steel,
copper, and aluminum situations.

Secretary FOWLER. Congressman Curtis, I can speak for myself.
I have employed sweet reason. You can explore that as long as you
want and will find that to be the case.

Chairman PATMAN. I think it is my time now.
Mr. Secretary, I want to commend you for doing everything in

your power to stop inflationary price raises. I don't care how you
do it so long as it is a legitimate method and I know you would not
use any other method. I think it is all to your credit to try to stop
them as they spring up, although price controls and wage controls
are difficult to enforce; and we know that.

Therefore, we must postpone controls as long as we can until there
is such a need for them there will be universal opinion in favor of
them. I hope we don't reach that stage.

I am really surprised at our Republican friends-the "loyal mi-
nority" they now call themselves, I believe.

Representative CURTIS. Loyal opposition. [Laughter.]
Chairman PATMAN. Oh yes, loyal opposition. I believe in two

strong political parties in this country. But anyway, the loyal op-
position in 1946, who had not been in office in a long time, finally
were elected because they were fighting against any kind of controls
and regulations.

You know, the war was over and people had plenty of money in
their bank accounts. They had been waiting for years to buy durable
goods-automobiles, radios, televisions, and everything else in the
durable field-and they were really anxious to have all price controls
off. The 80th Congress was elected solely on that issue-to get rid
of all controls. We got rid of them too fast, as we found out later.
Now we find the same loyal opposition coming in fighting for con-
trols-
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Representative CURTIS. Oh, no-you misconstrue, Mr. Chairman-
Chairman PATMAN. They are advocating controls.
Representative CURTIS. Mr. Chairman, would you yield on that?
Chairman PATMAN. And the loyal opposition had better watch. its

step-
Representative CURTIS. Will the chairman yield?
Chairman PATMAN (continuing). Because they will continue to be

the-minority--party.
Representative CURTIS. Will the chairman yield for a correction?
Chairman PATMAN. I do not think we should have a perma-

nent
Representative CURTIS. Will the gentleman yield?
CHAIRMAN PATMAN. I yield to the gentleman.
Representative CURTIS. Obviously, I have been misunderstood
Chairman PATMAN. Yes; I am referring to you. [Laughter.]
Representative CURTIS (continuing). In my questioning. If you

assume I was urging controls, you are mistaken. I simply -said if
there are to be controls

Chairman PATMAN. Now, wait just a minute.
Representative CURTIS. I happen to be very strongly opposed to

them because I think there are better remedies.
Chairman PATMAN. But you were criticizing the administration

for stopping these inflationary price increases and you said they
ought to do it by law. Is that not advocating controls?

Representative CURTIS. I said if they are going to do it. I am
not saying they should have done. it at all, but we can debate this
later.

Chairman PATMAN. You are advocating controls. Now, this loyal
opposition party.was elected for the first time in. many decades,
you might say, in 1946, and went into office fighting all controls.
They got into office that way temporarily. Now, here they are in
1966, in a campaign year, criticizing an administration for doing
everything that is honorable and legitimate to stop these price-in-
creases.

Representative CURTIS. How do we stop them?
Chairman PATMAN. We saw the aluminum price increase stopped;

we saw the copper price increase stopped. There are many cases
you don't know about where the use of the power of persuasion stopped
*price increases. [Laughter.]

I do not object to it. I am all for it and I commend the adminis-
tration for it and I hope they keep it up. It is the best thing in the
world for the country because we do not want inflation.

If we have a bad inflation in this country, it will have started Decem-
ber 6. That is when the inflationary plugs were pulled out. Now
we have to stop inflation, which was caused by the Federal Reserve,
the other pressures were the result of ordinary expansion, but the
interest rate increases were inflationary. If we have really ruinous
inflation it will be because of the Federal Reserve's action of Decem-
ber 1, 1965, which came at the request of the Federal Reserve Bank of
New York. They sent a telegram to the Federal Reserve Board at
4:01 p.m. on December 2 and in effect said, the big banks are hurting,
they have to have something done; they have to have higher rates.
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They have $16M billion in certificates of deposit and cannot renew
them, cannot roll them over at the present rate and we have to have
a good rate. Make it high; make it way up there. And the Federal
Reserve accommodated them, 554 percent, a raise of 37fi; percent.
That is 10 times the guidelines; 10 times the guidelines. [Laughter.]

Representative CURTIS. Why do you not ask the Secretary if he
agrees with what the Federal Reserve did on the economic base?

Chairman PATMAN. I am firmly of the opinion that they did the
,wrong thing. I am. really disappointed in the Fed. They have
doubled'the rates in the last 15 or 20 years* on long-term bonds,
absolutely doubled them. We fought a war with short-term rates
of three-eighths of 1 percent, down as low as one-eighth of 1 percent,
and now we are paying 45; percent, and 4.60, and 4.75.

It is absolutely disgraceful, and the Federal Reserve is charged
with the obligation as our fiscal agent to treat the country and the
taxpayer right.

They have taken advantage of their position; they are not protecting
this country. They are going in the opposite direction; they are
protecting the big banks as they did in December; but they are not
protecting the taxpayers, otherwise they would have to keep these
interest rates down.

Senator Javits?
Senator JAVITS. I think I have had my turn.
Chairman PATMAN. Senator Proxmire?
Senator PROXMIRE. I have just a few brief questions.
Mr. Secretary, could you clarify a technical problem here? I do not

know if this is within your jurisdiction, but as I understand it, the
administration has asked for $10ki billion for Vietnam. That has
,not been translated to my knowledge into the various levels that have
been projected to the troop commitment to Vietnam, 300,000, 400,000;
these have been mostly congressional statements, as a matter of fact,
that we plan to have 300,000 to 400,000 troops over there.

Do you have any idea of what the administration assumes in their
1967 budget, could you tell us?

Secretary FOWLER. No, I do not. That information has not come
to me; perhaps the Director of the Budget would be in a position to
answer that question-although I do not know that he would be. In
any event, it is completely beyond my realm of knowledge.

Senator PROXMIRE. It may be helpful to the Congress if we could
have some kind of firm knowledge on that. There has been one
excellent article I saw just 2 days ago indicating that the full expecta-
tion now of the administration was 300,000 troops in Vietnam, that
under all the circumstances considering the fact that the construction
forces would be withdrawn, having established bases and built what
we had to have over there and be replaced by combat troops, that
because of the technical kind of fighting expected to be done over there
300,000 would be enough, but able spokesmen in Congress, as I say,
have given all kinds of other figures.

Secretary FOWLER. To the extent that this matter is going to get
into the public domain, it probably would come up in connection with
the hearings on the supplemental appropriations and the hearings on
new obligational authority. As you undoubtedly know, these requests
cover fiscal 1966, fiscal 1967, and on some long leadtime items
fiscal 1968.
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Senator JAVITS. Would the, Senator yield on that point?',
Senator,_PRox'xIRE. Yes.
Senator JAVITS. I wanted to be sure we got the precise answer this

morning. I asked the Secretarywwhether he could assure us that what-
ever the dimensions of the administration's program for Vietnam were
that they were incorporated in the budget, and that the estimates
which we were being given with respect to deficit, expenditure, et
cetera, were based upon whatever the administration had in mind for

--this comingifisc-al-ye-arin res-pe t-to-Vietnam foll6oving-the en~dof-the
bombing pause and I understood he said, yes.

Secretary FOWLER. That is correct.
Senator PROXMIRE. I understood that, too.
It is also made, as I understand, on the more pessimistic assump-

tion that we will not have peace by 1967.
You very generously suggested that Congress might consider the

type of tax increase that we would' need in the coming year if we
find that inflationary forces do increase.

I wondered if you could confirm what I have gotten from a compe-
tent staff member here on the effect of taxes that-the taxes which
are the most deflationary-that is the most helpful in combating
inflation are the more regressive taxes.

In other words, the social security tax is very deflationary. Also
very deflationary would be an income tax that hits the low-income
groups an excise tax on necessities; whereas, on the other hand, the
less effective anti-inflation taxes are the increases in income tax for the
high-income groups, excise tax on luxuries, taxes of that kind which
would affect income which is not spent for consumption items and
would more likely be saved?

Secretary FOWLER. I think that is a pretty black-and-white
statement. I believe if you assembled a group of competent fiscal
or tax economists to discuss the matter you would find considerable
area of debate. It is not a simple problem.

Senator PROXMIRE. In general, though, does, not that principle
apply?

Secretary FOWLER. I think a good deal would depend on the diag-
nosis of what it is you are trying to do. Whether you are trying to
dampen, for example, longer term investment or whether you are
trying to just dampen immediate consumption.

This depends on where the shortages are-what the problem you
are trying to deal with is.

Senator PROXMIRE. If you are trying to dampen demand then cer-
tainly a tax that would hit the income that is spent would be a more
effective tax and a tax that would hit the income that is saved.

Does that not follow?
Secretary FOWLER. Yes, but I. doubt that you could as a practical

matter achieve the effect you wanted by limiting it to, let us say, a
given income category.

Senator PROXMIRE. Seaator Gore, who as you know was an oppo-
nent of the investment credit, has introduced a bill to repeal -the
investment credit which he calls a specially inflationary tax cut.

At the time the investment credit was sold and since then the
economists and critics have said this is- one of the .most. dynamic
forces ini our economy, this has persuaded business to invest as per-
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haps no other tax reduction of a comparable magnitude has in recent
years, and certainly one of the dynamic elements in our economy is
the excellent increase in business investment.

Now, on the assumption that we might move into a very inflationary
period does it seem logical that this is a tax that might be considered
for at least modification.

Secretary FOWLER. It seemed to us from our analysis, and we
studied this matter very carefully during December, that repeal of the
investment credit is not suitable as a short-term restraining factor.
I developed that point briefly this morning.

The other side of the coin is that we feel the investment credit is a
sound long-range measure for the kind of economic problems we had
3 or 4 years ago when it was introduced, as well as the problems that
stretch out ahead of us.

Senator PROXMIRE. May I just interrupt to say I agree with that,
but it also lends itself rather neatly to modification; in other words,
the 7-percent investment credit could be cut to 5 percent, 4 percent,
whatever seemed to be appropriate. If the feeling on the part of the
administration is that we ought to discourage investment at a certain
time why would it not be logical to do that maybe on a temporary
basis, maybe for a year?

Secretary FOWLER. As I tried to explain this morning, the tax
credit is only claimed at the time a project is completed. Therefore,
if you played fair with people Who already had projects underway,
you would not have much effect on the volume of investment cur-
rently underway or just short of being underway. The impact would
be on investment projected to be placed in service beginning sometime
in 1967 or 1968.

The long leadtime, and the long delayed impact of a change in the
credit, would give us very real concern if the purpose of the change was
to dampen investment. The question raised is Whether or not there
is not a more desirable and immediate way of accomplishing the result.

For example, an obvious alternative is the corporate tax rate itself.
Senator PROXMIRE. May I just ask, the corporate tax rate itself

would be primarily anti-inflationary to the extent that it is shifted to
the consumer rather than-if it is not shifted, if the stockholder pays
it, then it would be much less.

Secretary FOWLER. Then you get into the endless argument that
we always have between economists-what is the real effect of the
corporate income tax. This is not a simple black and white question.
That is Why I suggested that public examination of the various options
and alternatives by various groups and individuals with informed
opinion would be useful and informative to the Congress, as well as
the Treasury.

Senator PROXMIRE. This week the national foreign trades council
balance of payments group consisting of 40 financial specialists of
leading U.S.-international companies made a highly optimistic
report on our foreign trade situation.

They estimated it would improve by 10 percent; they estimated
that exports would increase substantially more rapidly than imports,
although both would go up quite a bit, but their estimates of our
balance of payments deficits ranged from half a billion dollars, to
$1.2 billion.
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When Chairman Ackley of the Council of Economic Advisers

appeared before us he only stated that the administration had the

objective of a balance of payments balance, that was their goal, but

settled for what he called, "Expecting further improvement."
Now, you give us by far the most optimistic report we have had,

it is mighty encouraging but I wonder on what basis yours is more

optimistic than the private experts and more optimistic than the

rest of the administration may be.
Secretary FOWLER. I Wouldhiveto stu-idaytheNational-Foreign

Trade Council analysis and determine where their prognosis is less

optimistic than ours, if you want to put it that way.
Senator Proxmire, I would like to say, however, that in all of

this I hope the words "optimistic" and "pessimistic" do not get too

much play.
This is the kind of business, as I indicated to Congressman Reuss

this morning, where you frequently have to adjust during the course

of a year. You just cannot see the pattern ahead. All I can say is

that, given the circumstances summarized on page 14 of the Council's

report, we felt that it was reasonable to expect equilibrium from the

program we designed. However, I would be the first to say that

there have been expectations in other -years, and our results could

fall short of our expectations.
Senator PROXMIRE. Have you broken it down into detail as to

precise areas of where the improvement would be?
Secretary FOWLER. Oh, yes.
Senator PROXMIRE. Where is that available?
Secretary FOWLER. Congressman Reuss asked me for information

about it this morning. It is not public and we have not made a

practice of making it public. It gets you into endless controversy-

you predicted that such and such would happen and now it has not

happened.
It is not a prediction. It is just trying to use judgment.
For example, I will give you one instance-
Senator PROXMIRE. You have been specific. Very few witnesses

would be willing to do what you have done; that is, to give us a range

of only half a billion right around the balance.
Secretary FOWLER. 

6 n the trade surplus, for example, we assumed

that the trade surplus would be around $6 billion.
The underlying logic was that in 1964 the surplus had been $6,700

million, and in 1965 it should be in the neighborhood of $5 billion.

At the time we were making our decisions we felt there were a number

of special factors that worked against the trade surplus in 1965 that

we did not think would be repeated in 1966. Evaluating the absence

of those particular factors, 'and laying some stress on the outcome in

the third quarter which was. nearest the' time of decisionmaking, we

felt that $6 billion was a reasonable estimate.
That could prove to be wrong. It could be too low or too high.

In each of these areas we tried to analyze the outlook.
Senator PROXMIRE. Thank you, Mr. Secretary.
Thank you, Mr. Chairman.
Chairman PATMAN. I believe Mr. Curtis wants to ask a few more

questions.
Mr Curtis, you may proceed, sir.
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Representative CURTIS. I have three general areas in which I
wanted to ask some specific questions.

First, the CED in their recent report recommends various reforms,
among other things that the President have power to change expendi-
ture levels, particularly in the area of freezing expenditures.

I sat in on a colloquy With several previous Directors of the Bureau
of the Budget and others and it seemed to be the consensus that the
President already had that power. I certainly think he does and think
he should have, as well as the power to accelerate expenditures. But
this leads to the point that a $99.7 billion expenditure level for fiscal
1966 was the figure you gave to the Ways and Means Committee
toward the end of May when we were discussing two items, excise
tax cuts and the debt limit.

Now, in the budget message in January 1966, this figure is raised
to $106.4 billion, which I point to simply to demonstrate that the
President not only has this power, he exercises it. I happen to think
that the President should have this power. But it creates some
serious problems on the other side of the ledger, and this is what I
want to direct attention to.

The deficit that was given to us for fiscal 1966 in the January 1965
budget was $3.9 billion.

Secretary FOWLER. I think that figure was $5.3 billion for fiscal
1966.

Representative CURTIS. Fiscal 1966. I think I am right, Mr.
Secretary, I just checked it, but-

Secretary FOWLER. Last January, as 1 recall it, the initial figure
was $5.3 billion for fiscal 1966. Then in the hearings you refer to
because of an increased rate in revenue projected, I revised that
estimate to $4.2 billion around June 30.

Representative CURTIS. I will refer to it, page 7, the budget in brief,
fiscal year 1966, page 7, a chart shows Federal receipts $94.4 billion. It
goes on to give the total receipts from public, 123.5; budget expendi-
tures, 99.7; working it on down, you have a $3.9 billion deficit which
is the figure I was referring to.

Secretary FOWLER. I cannot-
Representative CURTIS. This is fiscal 1966 budget, Mr. Secretary;

I have it right here because I want to be sure we agree.
Secretary FOWLER. Are we talking about the cash budget?
Representative CURTIS. In this instance I was.
Secretary FOWLER. My figures, Congressman Curtis, had reference

to the administrative budget.
Representative CURTIS. Take the administrative, I think it is about

the same, and you can compute it right from the
Secretary FOWLER. Well, the 1966 estimate was $94.4 billion for

administrative budget receipts and $99.7 billion for administrative
budget expenditures-which is the $5.3 billion that I had reference
to as the original estimate of the deficit.

Representative CURTIS. Then we have reconciled that. I was
using the receipts deposit.

Now the point is, because I am getting over into the field of debt
management, in the budget message of 1967 this figure is now $6.9
billion.

Secretary FOWLER. Yes.



JANUARY 1966 ECONOMIC REPORT VOF THE PRESIDENT 237

Representative CURTIS. An increase of $3 billion.
Now, directing attention solely to the
Secretary FOWLER. An increase of-
Representative CURTIS. $3 billion-$3.9 to $6.9 billion.
Secretary FOWLER. You are going to talk about the cash budget.
Representative CURTIS. Yes; as I say,: I am getting into the prob-

lems in the field of debt management. The primary question which
----- I-directed-to-Budget-Director-Schultze-isl in-these-months-we-ar e

presently in, this will cause heavily inflationary developments,
in fiscal 1966. He did not like the choice of words or he did not agree;
I do not know which. I would like to ask you if you do not feel that
in the present economic climate of a low employment rate and high
use of plant capacity that this increased deficit is a real inflationary
force that has been interjected here?:

Secretary FOWLER. I would not characterize it as an inflationary
force, but the additional expenditures for Vietnam undoubtedly began
to be felt in the fall of this year. We were simply not in a position to
estimate that by June 30 of this year the additional Vietnam expendi-
tures would have amounted to $4.7 billion. Now, that is a substan-
tial additional stimulant to the economy, which happened to come at
about the same time there were substantial cash outlays to the public
as a result of the social security-medicare bill. It also coincided with
the impact of the excise tax reduction effective July 1.

Representative CURTIS. You are stating the reasons all right, but the
net result is that this was, I would argue, inflationary. I would even
say highly inflationary under the circumstances. But the point I am
getting to, and the one area where in your supplemental statement
here or your basic statement you, I think, do not direct attention to,
is the possible ways of coping with this increased demand through
expenditure cutbacks.

In other words, the Executive could have frozen the equivalent
amount by which you increased the expenditures for the Vietnam
war if liechose, but he did not choose to do it.

Secretary FOWLER. If the Director of thie Budget were here-, and
I should be very careful about stepping into his province, I think
he would probably tell'you that the way in which our financial system
operates there are a large number of expenditure items-I have heard
the figure 80 percent-in which there is literally no flexibility as far
as reducing them is concerned. To concentrate a compensatory
reduction of $4.7 billion in the thin slice where there is some flexibility
would wreak the type of havoc wreaked in times past. I believe one
particular instance, which I do not need to go into in detail because
it is a fairly sore recollection-

Representative CURTIS. It is not to me.
So, I think you are referring to the time when we enacted the debt

ceiling legislation which squeezed the Treasury a little tight, but it
-Secretary Fowler. It was 1957-
Representative CURTIS. 1957, but, Mr. Secretary, in the 1967 budget

the President did not hesitate to cut back-I was trying to get the exact
figures but it is something like this, about a $4.6 billion cutback, and
increased $5.2 billion in nondefense areas to give ia net increase in
the 1967 budget of $600 million. So there was a $4.6 billion cutback
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in the 1967 budget expenditures, but I do not find anything of this
nature in the 1966 budget.

All the attention has been directed, maybe not all, but a great
deal to the 1967 budget when our problems right now concern the
1966 budget.

Secretary FOWLER. It is my understanding, Congressman Curtis,
that economies were effected in the program for fiscal year 1966.
This is an area in which the Director of the Budget is far more com-
petent than I, but economies in the neighborhood of $1 billion were
effected in the 1966 budget. However, those economies were can-
celed out because Congress, in its Wisdom, chose to enact civilian pay
increases and military pay increases which far exceeded the recom-
mendations of the administration.

Representative CURTIS. The military pay, Mr. Secretary, but not the
civilian.

Secretary FOWLER. Yes, the civilian pay as well.
Representative CURTIS. I think in the statement there you will

find that he says that this stayed within his guidelines.
I did not think it did. I think the record will show that he did

say that the civilian aspect was Within it.
Secretary FOWLER. My information is that-
Representative CURTIS. I voted against it-
Secretary FOWLER. You were one of the six heroes on that issue,

as far as I am concerned.
Representative CURTIS. On the other hand, I think the net result

was that the President did state the civilian was within the guide-
lines. I agree with you on the military, but this is a detail.

Secretary FOWLER. Could I insert in the record a number of items
I call legislated expenditures that could not be avoided which more
than cancel out the savings effected in the 1966 budget?

Representative CURTIS. What I was getting to-I will have to come
back to it because I see Senator Miller is here.

What is going to be the impact on marketing of an additional $3
billion of Federal debt, that is over and above the $3.9 billion, now
up to $6.9 billion?

And when I have time I will come back to that.
Secretary FOWLER. I will supply that information for the record.
(The following material was subsequently filed by Secretary Fowler

for the record:)
The cash budget for fiscal year 1966 was originally projected as a deficit of $3.9

billion. This compares with the revised projected deficit of $6.9 billion contained
in the January 24, 1966, budget message of the President to the Congress. As
indicated below, because of the seasonal pattern of Treasury receipts and expendi-
tures, this $3 billion change makes little difference in the market impact of Treasury
operations in the current fiscal year. It does make a difference in fiscal 1967, but
by then we expect to have the benefit of tax measures recently recommended,
and again Treasury financing is not expected to cause any unusual market prob-
lems.

A year ago it was estimated that there would be a $5.3 billion administrative
budget deficit for fiscal year 1966. It was also estimated at that time that there
would be a net addition to the marketable debt of $5.5 billion. The current
estimate of the administrative budget deficit is $6.4 billion, $1.1 billion more
than the earlier estimate. Actually, a higher than anticipated beginning cash
balance along with greater than anticipated trust fund receipts, subsequently
invested in special issues, served to reduce the marketable debt change to only $1.6
billion instead of the $5.5 billion originally estimated.
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In the first half of the current fiscal year the Federal Reserve System has in-
creased its holdings of Government securities by $1.9 billion, more than the ex-
pected marketable debt increase. During this same period Government invest-
ment accounts added over $1.1 billion to their holdings of marketable Government
securities. Consequently it is quite likely that there will be a significant reduction
in the amount of publicly held marketable securities outstanding by the end of
this fiscal year.

The additional cash needs referred to in this question center primarily in the
second half of fiscal 1966, at which time seasonally high tax receipts will offset the
ext-ra-cash-need-and-hence-result-in-little-or-no-additional-borrowing in-this-fiscal
year. While there will be a heavier borrowing requirement in the earlier portions
of fiscal 1967, as a result of the larger deficit in this current fiscal year, we would
expect that for fiscal 1967 as a whole there will be an actual decrease in total market-
able debt outstanding-provided of course that the current tax recommendations
are put in effect. * I

While the Treasury's cash requirements might exert pressure on the money
markets during short-term, seasonal financings, it seems clear that the overall
debt management operation has not been a dominant market factor and it is not
likely to become one in the foreseeable future.

The expenditure target for fiscal 1966 was fixed last January at $99.7 billion.
Additional expenditures of $4.7 billion result from the accelerated military activity
in Vietnam. In addition there are unavoidable expenditures which could not
have been anticipated in the original estimate. These include $740 million of
military and civilian pay increases in excess of Presidential recommendations,
an additional $288 million in veterans benefits, primarily the effect of new laws,
increased compensation, pensions and death benefits, a $500 million increase in
interest charges on the debt, $500 million of increased space expenditures, $392
million of increased expenditures related to agricultural commodity programs,
and $164 million of Post Office expenditures resulting from heavier than antici-
pated mail volume. These alone will more than wipe out reductions of about a
billion dollars in contingency allowances and other programs' anticipated
expenditures.

Representative CURTIS. I do not like to do this. But could I
pose the questions and let him answer them for the record?

Chairman PATMAN. Yes.
Representative CURTIS. May I state the questions for the record?
One is that point. Another point is, What is the impact in the

private capital market of $3.3 billion of other Federal assets that are
to be sold in the private sector.

(Department's response was later submitted and follows:)
Asset sales, like direct Treasury borrowings, tend to draw funds out of the

credit markets, and as such they have the broad and general effect of augmenting
market demands for credit. The degree of market impact depends on a variety
6f factors, including the type of asset being sold (the nature of the underlying
credit, the maturity, and the negotiability of the asset), the means employed
in selling the asset (whether "on tap" as the market demands it, or.through
underwriting groups, for example), and the market conditions at the time the
asset is put up for sale.

Some asset sales proceed without discernible market impact-notably those
that are relatively small in size and involve placements of securities away from
the central money market (where competition tends to be more keen). The sales
likely to have greater market impact are those of large magnitude, closely competi-
tive with a variety of other investment possibilities appealing to large and rela-
tively sophisticated investors.

The particular impact of asset sales thus far in fiscal 1966 cannot be disentangled
from all the other factors affecting the credit markets. If these sales had not
been made, and if as a result direct Treasury borrowing had been greater, it is
not obvious that credit markets would be significantly different from what they
are today. The degree of private participation in the Federal credit programs
would be less if those sales had not been made, however, and that is their prin-
cipal justification.
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Representative CURTIS. Getting over to the question of your sup-
plemental statement of the various points that you raised as to how
the administration might meet the problems of the inflationary forces,
I notice controls are ruled out, an opinion which I happen to share
with Mr. Patman. I do not want to see them. I simply said if we are
going to have controls I would rather see them by law rather than, as
I regard it now, by men.

You do recommend the use of fiscal policy in the area of taxes and
then come along and say you will use it if it is necessary. I would
rather see tax raises than more in the debt management area, but I
would like to have whatever comments you would make as to the
choice between putting more in the area of debt management and
less in increased taxes if this were to come about.

(Material which follows was subsequently received from Treasury
Department:)

We would expect, as events unfold, that if further measures are needed to deal
with what the President referred to in his budget message as "unforeseen infla-
tionary pressures," a coordinated set of Government financial policies would be
employed. The principal concern of the Treasury in such an effort would be with
fiscal policy. Tax policy would be high on the list of areas to be scrutinized. We
expect that, in the context hypothesized here, the monetary authorities would
also have their policies under careful review.

Treasury debt management would also be expected to make a contribution,
although past experience would suggest that relatively greater reliance would be
placed on the fiscal policy side. The U.S. savings bond program, of course, is a
part of Treasury debt management, and an intensified sales effort in this area
should be part of any stepped up anti-inflationary program that may be required.

Broadly defined, "debt management" would also include management of Federal
financial assets, including programs to sell those assets or sell participations in
them. We would not consider this to be an area that is readily adaptable to
possible counterinflationary programs, however. Plans for asset sales have been
developed in the context of the desirability of enlarging the role of private financing
of the various Federal credit programs-with an eye, at the same time, to the
capacity of the market for absorbing such asset sales in an orderly manner. Rather
than use the asset sales program as a means of affecting general credit market
conditions it would seem preferable to achieve general credit market objectives
through the coordinated use of overall monetary policy.

Representative CURTIS. I think you seem to rule out further mone-
tary policy, but I am not sure how you feel.

Secretary FOWLER. No; that is just not in my province.
Representative CURTIS. You do not comment on that?
Secretary FOWLER. Yes, sir.
Representative CURTIS. But the other area is selling off capital

assets and this has been recommended and I am pleased to see it for
those reasons. But the real, the fifth area, is expenditure reduction
which to me is the way to go ahead. I wanted to pose this as the alter-
native which I feel that the administration has not really dealt with.
But this is really not, I know in the province of the Secretary of the
Treasury, but you have to deal with this the same way Ways and
Means does because if they go on the assumption they are going to
spend this way then your Department has to figure out how we can
finance it.

And, now the final area that I am most anxious to get some remarks
on. I wanted to first quote to you-and I will not read this entirely-
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on page 151 of the President's Economic Report is-well, I can read it
quickly.

"Nevertheless, if a deficit"-we are talking about international
balance of payments-"continues too long or becomes too large, the
strength of the country's currency can be impaired. There is, in fact,
an absolute limit of any country's ability to continue in deficit; even-
tually it. must run out of reserves as well as borrowing capacity." ;

I think you would agree with the statement, I want to be sure of:
th-athowever. -

Secretary FOWLER. Yes.
Representative CURTIS. Now, what I wanted you *to direct atten-

tion to, in light of the gold outflow of $1.7 -billion, I think it is this
amount for 1965, is why in your judgment have we not reached this
point?

It seems to me this describes just about where we are.
Secretary FOWLER. In my opinion, my statement answers that, but

I will supply additional answers.
It is briefly, that a dominant part of this gold flow came in the first

and second quarters when there was an apprehension around the world
about our balance of payments-the effect of the voluntary program:
became clear by the end of the second quarter and allayed this
concern.

(The following material was later supplied:)
The attached table shows that, of the total decrease in our gold stock in 1965,

$259 million was accounted for by our subscription payment to the IMF and $118
million was accounted for by sales of gold to domestic users.. Net sales to foreign,
countries amounted to $1,288 million, of which $811 million took place in the
first quarter and $299 million took place in the second quarter.

These large gold outflows in the first half of last year were attributable in great
part to the redeeming of dollars acquired by foreigners in 1964 and in the first
quarter of 1965, before our voluntary cooperation, program became effective..
You will note that net gold sales to foreign countries in 1964 amounted to only
$36 million, even though.in that year our. balance-of-payments deficit on the
liquidity basis was more than twice the size of the deficit, in 1965. Thus, there
was obviously a lag factor which affected our gold sales figure in 1965.

You will note that; in the third and fourth quarters of 1965, net gold sales to,
foreign countries fell to $95 million and $82 million respectively. I might also
add that gold sales to France alone in the third and fourth quarters amounted
to more than the net total for all countries. .Thus, our net transactions with
foreign countries, excluding France, actually showed a small inflow-in the third.
and fourth quarters of 1965.

Changes in U.S. gold stock. 1963-65

[In millions of dollars; decrease (-)l

1965

1963 1964
Total 1st 2d 3d 4th

quarter quarter quarter quarter;

Net sales to foreign countries -392 -36 -1,288 -811 -299 -95 -82
Payment to IMF --- 259- -259
Net sales to domestic users -69 -89 -118 -21 -31 -29 -37

-Total - -:461 -125 -1,664 '-832 -589 -124 -119

NOTE.-Detail may not add to totals because of rounding.

Source: U.S. Treasury Department.
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Representative CURTIS. You might mention the amount of de-
mands there are on our holdings.

(Material which follows was submitted by Department in response
to Representative Curtis' suggestion:)

It is the policy of the Treasury Department to sell gold to and buy gold from foreign
official monetary institutions. The dollar holdings of official institutions of
foreign countries in the form of short-term dollars and marketable U.S. Govern-
ment bonds and notes as of November 30, 1965, amounted to $13.680 million. Final
data are not yet available for December, but our preliminary estimate is that this
figure rose to over $14 billion during December. In addition, there were potential
claims by the IMF on our gold stock of $834 million.

Representative CURTIS. The final question.
Our trade surplus declined by $1.9 billion last year; how much of

this in your judgment, if any, was caused by the voluntary restraints
on bank lending and other forms of investment abroad?

Is not the trade linked to investment abroad?
Thank you, Mr. Chairman.
(The following material was subsequently received for the record:)
TheFederal Reserve guidelines on bank lending provide that priority is to be

given U.S. export financing. We have had no good evidence that exports have
been lost by virtue of banks' refusal to provide the financing; but we are in-
vestigating this problem further. We are currently tabulating the results of a
survey of U.S. exporters which seeks to determine, among other things, the extent
to which bank credit requested specifically to finance U.S. exports has been
denied by banks. With regard to export financing by nonbank lenders, the
Commerce guidelines do not penalize U.S. business firms since in computing
progress toward established goals a business firm may use export sales to offset
related export credits.

Chairman PATMAN. Any questions you desire to submit the Secre-
tary will answer for the record when he looks over the transcript.

Senator Miller, do you want to ask some questions?
Senator MILLER. Thank you, Mr. Chairman.
Mr. Secretary, according to the Economic Indicators for January I

calculate that we had inflation of $15.5 billion last year; that that
comprises one-third of our increased GNP-increased GNP amounting
to $46.9 billion.

Are you concerned about that amount of inflation?
Secretary FOWLER. I would not characterize that as inflation. The

calculation you have reference to, I believe, is the price deflator.
Senator MILLER. That is correct.
Secretary FOWLER.. I do not want to argue with you about what is

inflation, Senator Miller, but I would
Senator MILLER. You do not characterize it as inflation? What

do you characterize it as?
Secretary FOWLER. I do not think I would characterize price changes

upward of the character and scale that have marked recent years
as inflation.

Senator MILLER. What would you characterize the adjustment that
has to be made to reduce apparent increased GNP to what we call real
GNP increase?

What would you call that adjustment if you do not call it inflation?
Secretary FOWLER. Adjustment to price and quality changes.
Senator MILLER. Are we not getting into semantics, Mr. Secretary?
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- Secretary FOWLER. We 'are getting into problems of definition.
When you use a word like "inflation" to characterize a movement
upward in prices, then we get into the kind of discussion economists
often get into.

I think the general impression would be that where there is an
upward price movement of long, continued duration, or a very sharp
one for a short period of time, we would call that inflation.

I would not call an increase in the price level of a percent or a per-
cent and one-half-to-be i-nfla-tion.

Senator MILLER. What about 2 percent?
Secretary FOWLER. I would not call that inflation. I think it

depends upon the duration and the extent of the price rise. You
could have inflation in several forms. It could be a very sharp move-
ment upward. For example, I do not think there would be any
debate but that the movement of prices from June 1950 to January
1951 in conjmunction with the Korean war was inflation.

But it was-
Senat6r MILLER. Mr. Secretary, where do you draw this line?
Secretary FOWLER. I do not draw the line. This is a line that

economists all over the country draw, Senator Miller.
Senator MILLER. Within a 1-year period of time which I think

would be a fair period, 2 percent a year-
Secretary FOWLER. I said I thought 1% or 2 percent a year, such as

the price movement that characterized 1965 was unwelcome, undesirable,
but tolerable, in view of the fact that in 1965, the economy achieved
great gains-the rate of unemployment was driven down and the
very handsome rate of growth we enjoyed provided an increased
quantity of goods and services for the population as well as a larger
and more effective industrial and trading capacity.

Senator MILLER. The thing that bothers a number of people I
talk to, and I do not talk to the average person as an economist-
they are not sophisticated in economics, but they do look at the
retail price index. I think they are impressed by the fact that
when we see' a figure of increased gross national product of $46.9
billion for last year, that you have to make an adjustment to take a
third of it out because of a price change, or inflation as some people
call it, and I think they are concerned about -the fact that this has;
been worsening.

I invite your attention to the 'fact that this adjustment which I
personally term "inflation" was $9 billion in 1963, it was $11.9 billion
in 1964, now it is up to $15.5 billion for 1965, and while we could get
into semantics over whether it is creeping inflation or galloping
inflation, maybe creeping inflation would suit you better as a term, it
is still meaningful to these people and it is meaningful with escalation
clauses in wage agreements.

Secretary FOWLER. Could I also observe that what is also meaning-
ful to these people, at least it has been my experience that it is, that
in the period of time we are discussing, let's take the last 5 years,
there has, for example, been a 32-percent rise in personal income;
there have been jobs created and tremendous numbers of machines
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and people have been put to work that otherwise would not be work-
ing; people have had a substantial increase in their overall wealth.
You have to look at the total, Senator Miller, and perhaps take a little
bit of the bitter in terms of a percent or a percent and one-half increase
in prices, which by the way, do not take into account improvements in
quality. If you had Mr. Donner here, or Mr. Ford, or any of the
manufacturers of major items, they would tell you that the item that
is today priced a percent and one-half more than it was in 1960 is a
lot better quality product than it was then.

So we could go around and around on this subject a long time.
Senator MILLER. Mr. Secretary, I think this is one of the difficulties

when you say we have to take a look at the whole picture because the
whole picture avoids looking at the hardship that is caused to certain
segments of our society.

This increase in the national net income is a nice thing but it is not
spread equitably around in all segments of the economy and the
President himself said in his message to Congress that inflation is very
unjust because it hurts those who can least afford to bear it.

You are very much aware of the fact that last year with our 7-
percent increase in social security it still does not give the people
involved as much purchasing power as they had in 1958.

I will grant you that over that period of time if you look at the
whole picture you are going to find an increase in national net income
over and above that amount of adjustment in prices but that is not
going to impress this large segment of our old and retired people, about
19 million of them who are the ones who feel the brunt of it because
they are not sharing in that national net income.

That is the difficulty that I think we have to face. I am perfectly
willing to give credit to increased employment, although I do not
think you can necessarily say that you have to have inflation or have
to have these price adjustments in order to have this employment
increase but so long as we have had the employment increase I think
that is fine.

Secretary FOwLER. Senator Miller, I think it might be of some
comfort to you that in terms of performance in the price area, which
is the subject of our concern, the United States has by far the best
record of any industrialized country in the world. As I stated this
morning, we fully accept and share your concern about price stability,
and one of the clear economic objectives of this administration-or any
administration pursuant to the Employment Act of 1946, although it
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is not explicitly stated-is to get a maximum healthy rate of growth,
high employment, and relative price stability. As is depicted on this
chart, the annual cost-of-living increases in the United States in each
of the periods, 1955 to 1960, 1960 to 1965, and 1964 to 1965, has been
far lower than it has been in France, Germany, Italy, the United
Kingdom, or Japan. I will also fill in the figures to show what has
happened to the so-called diminishing value of our currency as com-
pared to the other countries. _ --

Thie-United-States-las the bestrecord over recentyears of alltie
countries in the world, except maybe Guatemala, San Salvador, and
Ceylon.

(The following material was subsequently supplied by the Secretary
of the Treasury:)

Chart 6

ANNUAL RATE OF COST OF LIVING INCREASE

csse"O.W~ I Source:/n/erno/,ena/P/Fnacia/S1,i7sIks. FO-408

59-311-66-pt. 2--6
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International comparison of changes in the value of money

Indexes of value of money- Annual rates of
depreciation-

1954 1963 1964 1954-641 1963-64

Percent Percent
Guatemala-100 97 97 0.3 -0.3
Venezuela -10------- t0 92 91 9 1.0
El Salvador -100 91 90 1.1 1.8
Luxembourg -100 90 87 1.4 2.9
United States ------ 100 88 87 1.4 1.3
Canada - ------------- 100 87 86 1.5 1.8
Ecuador -100 88 85 1.7 3. 9
Belgium -100 88 84 1.7 4. 0
Switzerland - - .---------- 100 85 82 2. 0 2.9
Pakistan -100 85 81 2.1 3.9
Germany-100 83 81 2.1 2. 2
South Africa -100 83 81 2.2 2. 3
Portugal - ------------------ 100 84 81 2.2 3. 8
Greece - ------------------- 100 80 80 2. 2 .9
Australia ---------- 100 81 79 2.3 2.1
Netherlands -100 82 78 2.4 5.3
New Zealand -- --- ---- 100 79 77 2.6 3. 3
Thailand -100 75 76 2.7 -1.0
Austria - 100 79 76 2. 7 3. 7
Japan -100 77 75 2.9 3. 7
NormNay -- -------------- - 100 78 74 2. 9 5.3
United Kingdom -100 76 74 3.0 3. 2
Philippines - --------------- 100 80 74 3.0 7.6
Italy -. 100 78 73 3.1 5. 6
Ireland -100 78 73 3.1 5.8
Sweden - 100 74 72 3.3 3. 2
Denmark - ----- 100 72 69 3.7 3. 6
India -100 74 65 4. 2 11.7
France ---------- 100 66 64 4.4 3. 3
Iran - 100 66 64 4.4 3.8
Mexico --------- 100 62 61 4.9 2. 2
Finland - ------- 100 67 61 4.9 9.3
Israel -100 63 60 4.9 4.3
Spain - 100 57 53 6.2 7.1
Peru -100 53 48 7.1 9.9
China (Taiwan) -100 47 47 7.1 -. 5
Turkey ------------- 100 42 42 8.4 1.3
Colombia -100 44 37 9.3 15.0
Uruguay -- ------------ 100 20 14 17.8 30.2
Argentina - 100 10 8 22.4 18.1
Chile -100 8 6 24.8 31.5
Bolivia -100 6 5 25.4 9.4
Brazil -100 7 4 27.6 45.8

Compounded annually.

NOTE.-Depreciation computed from unrounded data. Value of money is measured by reciprocals of
official cost-of-living or consumer price indexes.

Source: Table prepared by First National City Bank of New York, Monthly Economic Letter, June
1965.

Senator MILLER. I think it would be well to have that in the record,
but there is one additional thihg I wish you would put in the record,
Mr. Secretary, and that is our answer to the complaints by some of
these countries that the United States has been able to maintain this
record at their expense and inflation because of our balance-of-pay-
ments deficit.

I am sure you are familiar with the charges that have been leveled
at the United States to the effect that we have been exporting
inflation to these other countries. Now, what do we have to say
about that?

Secretary FOWLER. Mr. Deming answers and deals with that
question about 2 days a month when he travels in Western Europe,
so I defer to him on this.
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Mr. DEMING. Senator, I think that those statements have been
made, but youi have not found very many of them in recent years.
Just at the last meeting that I was at on Friday and Saturday of last
week, two or three of the representatives said that they thought that
was a highly oversimplified presentation, that the inflationary forces
in Europe were far stronger from the domestic side than they had
been from anything that had affected them by virtue of the American
balance-of-payments deficit.

Secretary FOWLER. Senator Miller, I would like to addthat i-if you
examine the rate of annual wage increases in Western Europe coun-
tries, you will find that their problem has been, to a very considerable
degree, right at home-wage increases have generally averaged; 4, 5,
6, 7, and 8 percent over a period of recent years.

Senator MILLER. I understand that, Mr. Secretary; but I also
understand that they started from a lower base, so they ar3 in a much
better position to have a higher rate increase than we are with our
higher base.

Secretary FOWLER. I have no question about that. I am saying
when you go down to the root causes, however, of what they term
their inflation problem, I do not accept for one moment that this has
been the result of the activity of the United States.

Senator MILLER. Do I understand then that our position, Mr.
Deming, is that we have not been exporting inflation to them? That
our balance-of-payments deficits has not been a cause for any of the
inflation in these countries?

Mr. DEMING. "Any," Senator, I suspect would be a bit too strong.,
I think-as the chairman of the committee put it-at worst, it was

marginal."
Senator MILLER. I would like to wind up by making this observa-

tion, Mr. Chairman.
I think it is all right for the administration to claim the credit for

the unemployment situation, reduced unemployment situation; I
think it is all right for the administration to claim this increased na-
tional net income; but at the same time you're claiming credit for that
I think you ought. to face the facts on the other side of the ledger and
not be so reticent about calling a spade a spade, and not be backward
about calling inflation inflation whether you call it creeping or gallop-
ing inflation.

It is inflation; this results in increased prices to the consumer; it
results in diminishing purchasing power of our currency.

Now, if you are going to claim the credit on the one hand, accept
the blame on the other and I think the American people will respond.
to that.

But, what I find is confusing is that we are not being told all of the
facts on these.things. All I want to do is get the facts-on the table
and let the people make up their own minds whether we are doing a
good job, a medium job, or a poor job.

Secretary FOWLER. Senator Miller, the figures you havebefore you
in the Economic Indicators, prepared for this committee by the Council
of Economic Advisers, in my view.indicate there is no paucity of facts
or statistics bearing on this question in American life.

I think that our public is the best informed public in the world about
the economic facts of life.
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Chairman PATMAN. Senator Miller, may I suggest that the Secre-
tary has agreed to answer any questions that we will submit to him,
and in view of the fact that we have been going here over 6 hours,
except for the lunch period, you may wish to do that.

Senator MILLER. I took an earlier flight because I hoped I might
have a chance to greet the Secretary.

Chairman PATMAN. I think everybody has had a pretty good
opportunity to interrogate.

Senator MILLER. Mr. Chairman, if I may, I do want to say this,
Mr. Secretary:

I think you know I have great admiration for you and the job
you are doing.

Secretary FOWLER. It is mutually shared.
Senator MILLER. I do feel this is a characteristic not of yourself

but of the spokesmen for the administration generally to be a little
bit too leery about accepting some of the bad sides of the picture
and

Secretary FOWLER. Senator Miller, in my own defense, if I may
make it, let me say this, I went around the country a little-I am
afraid too much-in October and November pointing to the changes
in the prices indexes. I was a bit of a Paul Revere in this respect
and I do not think there is a difference in our concern with this
problem.

To the extent that differences exist, it is in the choice of means to
deal with it, and the timing and the circumstances.

Senator MILLER. I think that is so. There is perhaps a difference
in the way to attack a problem, but I do think that the problem ought
to be stated.

I find too many times articles written by columnists and articles
appearing in the press which speak of the threat of inflation; as far
as I am concerned, we have inflation.

Now, we can argue whether it is creeping or galloping, but we have
got it.

And the threat of more inflation. I know you are concerned about
it-

Secretary FOWLER. We have a difference of definition and semantics
there that appears to be unbridgeable.

Senator MILLER. Thank you, Mr. Chairman.
Representative CURTIS. Mr. Chairman, in one of the questions I was

asking about the expenditure shifts in the 1966 budget. I wanted to
make this remark that, looking at the expenditure shifts in the 1967
budget, I have come away with the impression that the reductions are
in items over which Congress has developed guidelines of various
sorts and controls and the increases are in items where Congress does
not have control.

Now, to the extent that you could, in looking over this $5 billion or
so shift in the 1967 budget and the $1 billion that you saw in the 1966
budget-if you could clarify that aspect, I would appreciate it.

Secretary FOWLER. As it relates to where Congress has fixed a
definite program?

Representative CURTIS. That is right.
Secretary FOWLER. Mr. Curtis, I think I had better defer to the

Budget Bureau on that question since I am not familiar with the
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details in the budget as they affect departments other than the Treas-
ury Department.

Chairman PATMAN. Thank you, gentlemen, very much, particularly
Secretary Fowler, for your appearance, and for your testimony.

It will be very useful to us, -and it will certainly receive careful
consideration from every member of the committee.

Secretary FOWLER. Thank you, Mr. Chairman.
-Ch-airman-PATMAN.-The-committee-will-stand-in-recess--until-10-

o'clock tomorrow morning when we will have another meeting.
(Whereupon, at 4:10 p.m., the hearing was recessed to reconvene at

10 a.m., Friday, February 4, 1966.)

(NoEx.-Additional materials, consisting of a request by Repre-
sentative Curtis to Secretary Fowler (and the Secretary's response) to
supply for the record the substance of proposals advanced by the
United States at the negotiations on reform of the international mone-
tary system, are to be found in the appendix to these hearings, con-
tained in part 3.

(Also in the appendix will be found material relevant to develop-
ments in the balance of payments area, consisting of a paper "The
U.S. Balance of Payments Deficit in 1965, by Edward M. Bernstein,
and questions submitted to Under Secretary for Monetary Affairs
Frederick L. Deming from Senator Proxmire and responses to same.)
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FRIDAY, FEBRUARY 4, 1966

CONGRESS-OF-THEUNITED-STATES ,
JOINT ECONOMIC COMMITTEE,

Washington, D.C.
The joint committee met at 10 a.m., pursuant to recess, in room

S-407, the Capitol, Representative Henry S. Reuss presiding.
Present: Representatives Reuss and Widnall; and Senators Douglas

and Proxmire.
Also present: James W. Knowles, executive director; John R.

Stark, deputy director; Donald A. Webster, minority counsel; and
Hamilton D. Gewehr, administrative clerk.

Representative REuss. Good morning. The joint committee will
be in order.

This morning we are going to hear from the National Farmers
Union on the President's Annual Economic Report.

Mr. James Patton, the national president, is unfortunately unable
to be with us because of illness, but he has asked our friend, Mr.
Angus McDonald, assistant to the President, to testify in his place.

Mr. Patman, our chairman, is detained at the doctor's office this
morning. I hope he will be in later.

Mr. McDonald, we are delighted to have you with us, and will you
proceed in your own way?

I note that you have a formal statement which without objection
will be received into the record and now we would like to hear from
you.

TESTIMONY OF ANGUS McDONALD, DIRECTOR OF RESEARCH,
NATIONAL FARMERS UNION

Mr. McDONALD. Thank you very much, Mr. Chairman.
My name is Angus McDonald. I am director of research for the

National Farmers Union. I have been with the organization 18 years
and handled matters of this nature most of that period, so I do have
some familiarity, I think, with the problems relating to full employ-
ment and full employment legislation.

If it please the Chair, I would like to read Mr. Patton's statement.
it is not very long.

Representative REuss. Please proceed.

STATMENT OF JAMES G. PATTON, NATIONAL PRESIDENT, NATIONAL
FARMERS UNION

Mr. McDONALD. This is a very appropriate time to reflect on the
operation of the Employment Act of 1946 and our experiences of the
last 20 years relating to our efforts to bring about a full employment
economy.

The goal of full employment is shared by all groups and all indi-
viduals in all walks of life except those who seek to exploit working

251
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people and fatten on the misery of poverty-stricken individuals who
through no fault of their own are unable to obtain jobs.

Although gains have been made in increasing the income of the
middle income groups, a review of this law, its shortcomings, and
knowledge of our economy gives us a new sense of urgency. From
studies of unemployment and low-income groups we know that there
is an awareness and an impatience of those in the slums of our big
cities and of those below the poverty line in small towns and rural areas
that did not exist before.

These millions of underprivileged citizens have heard the words of
our President calling for the building of a Great Society. They have
seen the light on the horizon symbolizing the possibility of a good
life with jobs, education for their children, and an end to race dis-
crimination.

Today the poor are on the march. Decisions reached by this
committee and this Congress may well determine whether they will
march toward prosperity and the elimination of poverty or toward
race riots and a life of bitterness, despair and hopelessness.

I will not recite statistics; statistics which tell the story of our
youth who have little hope of finding jobs, and of the middle-aged
men and women who have been replaced by machines. Hundreds
of thousands of the middle aged -will never work again.

It is true that a dent has been made in the proportion of our citizens
who are unemployed, but we still have a hard core of more than 3
million and we should not forget that more millions have jobs that
do not enable them to enjoy a decent standard of living. Many
others are living on social security which provides them with little
more than a semistarvation diet.

It should be emphasized that we have come a long way in our
thinking about responsibility of our government to supply jobs. The
laissez faire, stone age thinking has largely changed. Successful attacks
have been made on classical and neoclassical theory which looked on
the intrustion of government into our economic life as evil and un-
necessary. This theory was largely discredited in the 1930's when the
economic machine broke down and the exponents of laissez faire came
to Washington, begging their Government to bail them out.

Although progress was made and piecemeal legislation was passed,
efforts to plan to avert another great depression were largely abortive.
The National Planning Resources Committee was abolished by Congress
and President Roosevelt's economic bill of rights was thrown into the
ashcan.

During World War II some of us attempted to alert the Congress
regarding the problems which would confront us during the postwar
period. We believed that the Congress should apply preventative
medicine to the unemployment disease. We also believed that full
employment was a responsibility of the Government, and that a full
employment bill should be passed. We said on April 14, 1944, in
testimony before a congressional committee, "I propose * * * the
positive goal of the permanent planning of the economy for full
employment."

Many others, of course, were thinking along the same line. Econo-
mists and Congressmen, many who are here in Washington now, had
been studying the problem and had been staying up late nights working
on full employment legislation.
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Then 'on January 22, 1945, the eminent chairman of this committee
introduced a full employment bill. On February 20, 1946, 13 months
later' an employment bill 'was enacted into lawii. I think this com-
mittee and this Congress should honor those legislators and their
associates who labored to'bring out of the welter of contradictory,
inconsistent, and weasel-worded proposals a bill as good as the one
finally enacted. This committee and this Congress should also honor
Harry Truma'n without whom no bill would have been enacted:.

In the summierof 1945YPresident Truman Was keenly aware of the
coming crisis and of his responsibility. On August 15 when the
Japanese surrendered, the Nation faced the prospect of 5 million
unemployed by November. Economists predicted that there would
be 8 to 10 million unemployed by spring.

But the opposition to the passing of the Patman bill was tremendous.
Senators Taft, Radcliffe, and Hickenlooper served notice that they
would fight to. the bitter end against including in the title or the text
of the bill the words "full employment."

They disliked intensely any terms which included explicitly or
implicity a Government guarantee of a right to a job any provisions
which said slack in the economy should be taken up by public invest-
ment and any words in the legislation which implied an "obligation
or assurance" by the Federal Government of providing jobs.

Enemies of full employment legislation in the House of Representa-
tives'were even more opposed to the chairman's bill. The result was
a 'debacle and the approval of a bill by a congressional committee
which was' a pale shadow of the original proposal. The result was
that Hairy Truman, who unlike some others, never lost faith in the
American people, went on the air October 30, 1945, and castigated
those who had sabotaged full employment legislation.

Out of Truman's efforts and the efforts of thousands of individuals
and dozens of organizations, a bill was finally approved which,
although not as good as the bill'passed by the Senate and the one
introduced by Congressman Patman, was much better than no bill
at all.

Section II set forth congressional policy in regard to unemployment,
the utilization of all resources in the reduction of unemployment, and
the promotion of free enterprise.

Section III provided that the President make recommendations to
Congress to carry out section II; and section IV set up a Council of
Economic Advisers. The Council was also required to make recom-
mendations to Congress.

Although the employment law fell short of what we had hoped for,
we have been more disappointed in the lack of activity and recom-
mendations of the Council.

In section II the administration is required to consult with agri-
culture. For the .most part, this provision has been ignored. The
Council at one time had quarterly meetings with representatives of
all the general farm organizations. These were abandoned many
years ago.

Section III has not been fully utilized. Few recommendations have
been made which go to the heart of unemployment. The words
"free enterprise" occur' repeatedly in the legislation. Yet, little
attention has been paid to recommendations which would protect
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small business, farmers, and consumers .from rapacious corporations
which are conspiring to fix prices.

Several years ago information regarding collusion and conspiracy
regarding secret bids was called to the attention of the Department
of Justice and this committee. Yet, so far as we know, very little
was done about it. State and Federal Governments at that time
purchased by means of secret bids more than $100 billion worth of
manufactured products.

The President's Counicil must know about the syste i of price-
rigging and suppression of competition. Yet it has taken little notice
of it. Lipservice is given to the preservation of competition, but
beyond vague and ambiguous statements, the President's Council has
failed completely to carry out its function in regard to the fostering
and promotion of free competitive enterprise.

The Council has been equally derelict in regard to recommendations
it is supposed to give Congress every year. This committee has com-
plained that the President's Council has failed to spell out a broad
legislative program which could coordinate and utilize all resources in
an effort to prevent unemployment and bring about full employment.

Most of the annual report of the Council has been taken up with
self-serving statements which attempt to convince the Congress and
all who may read that it is doing an excellent job.

We do not think the Council should accept a 4-percent unemploy-
ment figure as satisfactory. And we feel strongly that present policies
do not even attempt to set a goal for the utilization of the full potential
of the American economy. We do not accept as satisfactory a growth
rate of 3.5 percent. To utilize our potential, we must achieve a
growth rate of at least 7 to S percent.

In regard to agriculture, the President's Council is also remiss.
Agriculture is looked on in the 1965 report as a sociological problem.
Members of the Council do not seem to realize that agriculture has
been subsidizing the rest of the economy for many years. We have,
spelled out in more specific terms our objections relating to agriculture
in a letter to Dr. Gardner Ackley, Chairman of the Council of Economic
Advisers, on March 4, 1965. A copy of this letter is attached to the
statement.

We recommend that the President's Council be directed to utilize
all provisions of the Employment Act, including consultation with
industry, agriculture, and labor, as called for in the declaration of
policy. We recommend that the committee consider a strengthening
of the act as finally written, and that the words "full employment" be
reinstated, that the right of all Americans to a job and the respon-
sibility of the Federal Government to assure a job be enunciated.

Finally, we point out that none of the goals spelled out by the
President's Council can be achieved unless we plan and work as
rapidly as possible for a full employment economy. All agencies, all
programs-and that includes, of course, the Federal Reserve Board-
all agencies, all programs, as the policy declaration states, must be
coordinated; all resources utilized if such an economy becomes a
reality.

(The following letter was included in Mr. Patton's statement:)
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MARCH 4, 1965.
Dr. GARDNER ACKLEY,

Chairman, Council of Economic Advisers,
Executive Office Building, Washington, D.C.

DEAR DR. ACKLEY: Our attention has been recently called to an address which
you made before an economic group in Chicago, entitled "Economic Problems
and Prospects of 1965." We would like to comment briefly on your address,
since it appears that it represents a policy statement of the administration. We
are in accord with the general views expressed in regard to gross national produc-
-tion-and-the-impor-taiie-of-capital-investment-as-it-relates-to-unemployment.
We do not feel, however, that the administration should be satisfied with reducing
the percentage of unemployed to 4 percent. We do agree that substantial gains
have been made, particularly during the administration of President Johnson.

However, it seems that there are two important weaknesses in the policies of
the administration as expressed both in your address and in the report of the
President's Council of Economic Advisers. We call your attention to the at-
tached document, which spells out in some detail our principal objections.

The first one relates to agriculture. It appears that the Council has virtuallv
ignored agriculture as an important economic segment of our. society and has
viewed it mainly as a sociological problem. Agriculture is looked on as a sick
industry and not as an industry which has become so efficient that it has flooded
the country with surplus commodities. The second objection we have to your
policy address as well as to the economic report, is that the causes of declining
farm income during the last 16 years have been virtually ignored. It is not
necessary, of course, to cite statistics which you undoubtedly are very familiar
with. However, I would like to point out that something is seriously wrong when
agricultural income declines by one-third over a period of years when income of
other segments of our economic society has increased by leaps and bounds. We
feel that the cause of this imbalance in our economy is domination of the farm
marketplace by great corporations.

During the last 20 years, 8 or 10 national grocery chains and corporations
engaged in the processing and distribution of food have taken over the market.
The situation has developed to a point where, in most instances, the price the
farmer receives is dictated by these corporations. The farmer, in many large
urban markets, is completely at the mercy of a few grocery chains and must take
what is offered for his products, 'even if it is below the cost of production.

The remedy, it would appear, would be a rearrangement of our economic
society by reducing the area in which these national corporations operate and by
strengthening and enforcing the antitrust laws. A partial remedy would be the
passage of legislation making it illegal for off-the-farm industries to go into the
business of farming.

You are no doubt familiar' with the packers consent decree of 1921, which
prohibits Big Five packers from going into retail distribution of meat and other
commodities. It seems unfair to us that the chainstores may go backward into
food processing and production while packers are prohibited from going forward
into retail distribution of their products.

For that reason, we favor the passage of a bill introduced by Representative
Roosevelt, which' prohibits those engaged in food processing from engaging in
agricultural activities if their gross sales amount to $30 million or more annually.
There is other legislation which we feel might be helpful. S. 109, sponsored by two
Republican and two Democratic Senators, might alleviate the situation somewhat
in regard to the activity of corporations. At the present.time, farm cooperatives
find it impossible to operate in some areas because of black lists set up by so-called
vertical integrators. We refer specifically to a situation in Arkansas where a
broiler cooperative was completely destroyed.

We realize that it is not the function of your Council to look at the economy in
such detail, but we give this as an example as to why farm income has been unduly
depressed. We agree with Dr. Keyserling, who was formerly Chairman of the
Council, that we cannot have a full employment economy as long as farm income
lags way behind the income of those living in cities and towns. We would ap-
preciate any comment you may have on the ideas expressed here.

Sincerely,
JAMES G. PATTON-.

Representative REUSS. Thank you very much, Mr. McDonald.
I have introduced -a bill in this Congress which would permit the

Joint Economic Committee to review the wage-price guideposts
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suggested by the Council of Economic Advisers and the President,
and permit the Joint Economic Committee to initiate congressional
action to alter those guideposts if they were found imperfect; and
second, permit the Joint Economic Committee to review wage or price
behavior which the Council of Economic Advisers considered to be in
violation of those guideposts and to threaten national economic
stability.

Are you familiar with it?
Mr. McDONALD. I have a cursory knowledge, Mr. Chairman, of

this legislation. I might say we are in favor of your bill. I testified on
the Senate side in support of Senator Clark's bill, which is somewhat
along the same lines. I think it's different in some respects, but we
are for any legislation which -will implement the Employment Act.

I have suggested here that there are some weaknesses in the act,
that it is not as good as we wanted in the first place, but I think, a
greater defect has been implementation, and the fact that the Presi-
dent's Council has not cooperated with this committee, has not co-
operated with agriculture has not, in other words, done the things
which are explicitly set forth in the act itself in regard to recommenda-
tions to Congress and recommendations to this committee.

Representative REuss. In the testimony of the executive branch
it was pointed out that from 1960 to 1965 the real wages, after adjust-
ment for cost-of-living changes, of manufacturing workers had gone
up 13 percent, that the pay of professional workers had gone up 14
percent, and that the income of farmers per larm unit had gone up
some 30 to 35 percent, and that corporate profits before taxation had
gone up in excess of 50 percent.

Are those figures, so far as you know, approximately right? If so,
I would invite your comment on the share that agriculture got.

Mr. McDONALD. I think the figures are somewhat misleading.
You will recall that the Bureau of Labor Statistics and other agencies,
I believe, have a base on which they base their percentages and
increases or decreases in the income of various economic groups.

In the 1947-49 period, this was relatively a favorable period for
farmers. Farmers were approaching during that period an income
which was comparable to the income of those living in cities and towns.

Now a few year ago the base was changed to 1957-59, and that, I
suppose, is a good statistical procedure, but the 1957-59 period in
which agriculture is given 100 and the other groups 100, and then the
increases or decreases, increases based on that, that was a very bad
period for farmers. So was 1960, the year you mentioned.

So, that I would say that your 30-percent increase for farm units
might give the impression that farmers are very well off now when
actually their income was so low during that period that a 30-percent
increase per farm unit still leaves them far below the economic position
of other groups.

I do not know if I make myself clear on that or not.
Representative REUSS. You do.
Senator Proxmire?
Senator PROXMIRE. Mr. McDonald, I certainly welcome your ap-

pearance before this committee. I think it is most important that
agriculture be vigorously represented before the Joint Economic
Committee. I think low farm income is the No. 1 economic injustice
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in America, the fact that our institutions somehow' are so organized
that farmers have been left out of the tremendous prosperity this
country has enjoyed in recent years and I think it is good that you
come and call attention to the failure of what I think is otherwise a
very successful series of economic policies, but has been an unfortunate
failure for years in the area of agriculture.

So, I certainly welcome your appearance.
- N-ow-I--would-like-to-ask-if-youL-were not-struck-by-the-fact-that-in -
the 1965 Economic Report there was a section, I think a fairly strong
section, on economic concentration?

It was a. section that went into some detail to point out the fact
that a few large manufacturing companies had avery large proportion
of the total production, and'they showed how rapidly rising it is.

That in 1947 the 50 largest companies in the country had about 15
percent and by 1962 it was 25 percent; that in 1947 the 200 largest
had 30 percent, and by 1962 it was 40 percent.

Now, 1962 is not a very recent year. I would hope they would be
able to get more recent statistics, and I am surprised and disappointed
that they do not concentrate on this sector, because the farm economy
is very, very competitive. It is an almost perfect example of pure
competition.

Edward Chamberlin, in his myth-smashing book on the "Theory
of Monopolistic Competition," has cited often the farm economy as
the one example we have in America of pure competition and perfect
competition.

Now, when you are buying in a market in which the goods you buy
have come from oligopolistic or monopolistic industrv and, therefore,
are at an artificially high price, it is most difficult for you.

Do you not feel that the Council should give continuing attention
every year, at least, to some comment on the progress that is being
made to stem the increasing concentration outside of the agricultural
sector?

Mr. McDONALD. Senator'Proxmire, we feel very strongly that is
the main defect in our economy, the fact that it is not an economy of
free enterprise as far as the farmer is concerned in regard to the sale of
his products and the purchase of his farm supplies and machinery,
because when the farmer goes in, as this has been stated I suppose
thousands of times, to buy a tractor or to buy fertilizer, he is dealing
with a small group. The price is set some place or other-in Detroit
or New York or Pittsburgh-of the tractor and other farm supplies,
and he must-pay, of course, what is demanded of him.

On the other hand, when'he goes to sell his products, he is faced,
and the situation now is much worse than it was some 10, 20 years
ago, because we have gone into a new phase of monopoly.

The processors, the chainstores, have taken over the marketplace
in regard to farm products and no doubt you are familiar with the
hearings of the National Food Marketing Commission. They have
been holding hearings all over the country. We testified at those
hearings and pointed out that we never would have an equitable
agriculture or an equitable society unless something was done to
alleviate the monopolistic situation or oligopolistic situation-the
control of prices of farm products and farm supplies, and in the letter
attached to this document we are submitting today, we wrote a letter
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to Dr. Ackley last March pointing out some of these things, and that
letter, Senator, is attached to Patton's statement here-and pointing
that he had ignored this very thing in his report and in a policy speech
which he made.

I have not had time to study the 1966 report because of the snow,
it has interfered with our work some, but in looking through it, I find
that I do not notice much attention is paid to this problem this year.

The Council, I might say in fairness, possibly because of our criti-
cism last year did devote a good deal more space to problems of
agriculture.

Senator PROXMIRE. Well now, what really troubles me is that
looking at this as realistically and practically as possible, I just
honestly do not think that there is much hope that we are going to
get a great deal of improvement in the economic concentration situa-
tion. I hope so, and I think you are dead right to call attention to
the situation and fight it, but I feel like a Don Quixote, and I am sure
you do to some extent when you tilt your lance at this. Maybe we
can arrest it; I doubt if we can reverse it.

It is awfully hard to show there are any economies of scale that
would justify anything like the size of our companies, but we are going
to have probable domination of the automotive industry by three or
four firms or fewer, and we are probably going to have domination in-
aluminum and in steel and so forth.

There may be some slight modification, there may be some progress
and help through the kind of wage-price guideline legislation that
Congressman Reuss is introducing and leading, and I think that is a
wonderful fight on his part and, of course, I enthusiastically support
it. But I doubt if there is going to be the kind of breakup that
Brandeis called for years ago and you seem to call for here.

Under these circumstances, you have all the rest of the economy
organized pretty much-you have labor organized, you have business,
as we have just been arguing, organized well, all in a position to get at
least their productivity increase.

On the other hand, the farmers are the one group that are not
organized. It seems to me that rather than try and change the other
94 percent of the population, assuming the farmers represent only 6
percent now, in a democracy in which 51 percent can do what they
want to by legislation, it, seems to me more logical for the people who
produce all the food and all the fiber to strive to get legislation that
would strengthen their bargaining position, strengthen the Capper-
Volstead Act, for instance, and other acts, so they can negotiate and
bargain for a fair price for what they produce.

Maybe it is a cruel, tough world and maybe we wish it was not
this way, but that's the way it is. Why is it not logical to try to
somehow, some way work probably outside and apart from Govern-
ment; as I say, you are losing your political influence as you lose your
numbers, to economically organize so you can negotiate for a more
adequate and just price?

Mr. McDONALD. Well, I have several comments, Senator, in
regard to what you said.

In the first place, the question arises, I have been asked this question
many times, since the antitrust laws do not seem to be effective in
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preserving a free enterprise system, why not repeal them? And our
answer to that is that things would have been a lot worse.

Senator PROXMIRE. I am not saying why not repeal them. I feel
very strongly we should not repeal them. We are having a discussion
on bank mergers, as you know. Congressman-Reuss is working hard
in the House on that, as I am in the Senate, and we are bothworking
hard to save the antitrust laws in that as well as other areas.

-Mr.-M-cD ONALD.-I-have-foowed-youT-thinking-on-that,-but-the
question is in peoples' minds that, as I said, we think it is much
better, even with the economic concentration going on, it is much
better to have the antitrust laws and that is one factor.

The Department of Justice, Federal Trade Commission, Packers
and Stockyards Administration in the Department of Agriculture
do alleviate and prevent the monopolistic situation to some extent.

The other point I would like to make in regard to this problem of
economic concentration in industry is that you have a factor of public

, opinion, you have the President of the United States exerting great
influence in regard to prices. You have an instance in the last few
years in which President Kennedy forced the steel industry to rescind
the price increase.

You have activities or statements by.President Johnson in regard
to price increases and we think that that is a wholesome factor in
our economy and does restrain big industry to some extent from going
completely wild.

They have the economic power, they can increase steel prices, their
automobile prices and other prices in hundreds of instances. They
have the economic power because they are administered price indus-
tries and they have the control. Of course, they do not conspire;
they have an understanding, where the leader goes we follow the
leader.

But they fear that if they go too far, that this committee and.the
President and other committees in the Congress will act to enact
measures which will really. put teeth in the antitrust laws, restrain
them in other ways.

Senator PROXMIRE. Let me interrupt for a minute to say, that the
difficulty is this is a very weak reed for the farmer, the consent of -the
wage-price guideline at best, if it works perfectly, is that the worker
will get the full advantage of his productivity increase, and in some
cases, the calculation we got is he will get a little more, but he will
get the full advantage of it. And that the way the price aspect of
this is regulated, the producer, the man who owns the capital and
invests the capital, will get at least the full amount of productivity
increase and probably more.

He has gotten more in just about every year since this concept
has been enunciated without very much criticism where he has been
moderate about it. Whereas, the farmer does not begin to get any-
thing like the full advantage of his productivity increase. He has
had the greatest increase by far of any sector of the economy. It is
three times greater than the rest of the economy, yet the farmer has
gotten almost none of the benefit of his increased productivity.

Farm income-you can testify to this much better than I can-
is less rather than more, as compared with what it was 12 or 15 years
ago, and farm productivity is- 100 percent greater, so that I think if
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we rely on this alone rather than developing bargaining power for the
farmer so he can somehow negotiate for a better price.

It took labor a long, long time to get in a position to do that. As
you say so well, he is going to continue to subsidize the consumer,
which is fine for the consumer, but it's rough on the farmer.

Mr. McDONALD. I was just coming, Senator, to a discussion of the
problem of the farmer and what to do about him.

Point No. 1 is, we do not believe that farmers can pool their eco-
nomic resources and demand a price for their products and get away
with it. There is one farm organization which feels that they can
withhold food from consumers, from the food industry; and get
better prices.

Now, this may be true, 'but this is not a solution of the problem, in
our opinion. We believe that due to the nature of agriculture and the
intense competition which exists in agriculture that you must use the
instrumentality of Government to assist the farmer in gaining what
amounts to bargaining power by passage of farm legislation such as
was passed last year.

Senator DOUGLAS. On this point the National Farmers Union
differs from the National Farmers Organization?

Mr. McDONALD. Yes, sir. We are in sympathy with their efforts
and we are glad when they occasionally succeed, but we do not think
it is one to solve the problem, not with rapid transportation.

Senator PROXMIRE. The trouble is both of you fellows are relying
on something that is hard to get. My time is up and I am just about
through, but let me say you have to rely on a diminishing political
power which the farmer has just because the numbers are diminishing.
You have fewer farmers now and it is going down every year. It used
to be many years ago that the majority of the people in the country
were farmers.

Up until recently they were a big bloc. The NFO is in a position
where the newspapers are against them; business, processor, retailer
all opposed. They have an awfully rocky row to hoe. It is a very
difficult dilemma, I agree.

I think your discussion of the problems of the NFO, is accurate and
telling although I agree with you in your sympathy for their position.

Mr. McDONALD. You mentioned the Capper-Volstead Act, you
mentioned it should be strengthened to protect cooperatives. Still
another is the passage of legislation which would indirectly give the
farmer bargaining power by setting up a fund whereby he could build
processing facilities which would be administered somewhat as your
electric cooperatives are; factories, canning factories, and even retail
centers.

Our national president has recommended that Congress set aside
a revolving fund, a substantial amount, so that farm cooperatives
can pool their own facilities, process their own food and even sell the
food to the consuming public and this, thereby, would provide a
yardstick which would protect the farmer and the consumer.

Senator PROXMIRE. My time is up, Mr. Chairman.
Representative REUSS. Senator Douglas?
Senator DOUGLAS. I would like to follow that out. I had thought

such loans could be made under the Area Redevelopment Act in
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counties where farm income was low and that they could be made. to-
farm cooperatives for the canning of fruit and other products.-

Do you know whether the Department of Agriculture has done any
of this in the last several years since the ARA has been in existence?

Mr. McDONALD. I do not know of any projects, Senator Douglas,
where funds have been used for the building of food processing plants;
no. They have used the Area Redevelopment and REA, incidentally,
to-SOnfe-exteit-wlere elect-icit-y was involved and-biuilt various
facilities.

Senator DOUGLAS. There are Area Redevelopment funds which
apply to agricultural regions as well as. to the industrial areas and
apply where the farm income is relatively low and I had thought
that with this power they would carry out some of this work. Now,
you say you do not know of any?

Mr. McDONALD. I do not think any such plants have been built
with Government funds.

Senator DOUGLAS. You mentioned early in your statement that 8
or 10 national grocery chains and corporations engaged in the process-
ing and distribution of food have taken over the market.

I want to ask now, have they taken over the market as purchasers
or do they control the processing plants or do they have contracts
as in chickens with producers under which they furnish the feed
and in many cases the capital and the chicken farmer is simply a sort
of domestic worker working for them.

How widespread is that? I hear complaints about it.
Mr. McDONALD. I would like to answer your' question by giving

the livestock industry as an example and the poultry industry as an
example.

In livestock, in most metropolitan areas in the United States the
leading chain, and there may be three chains in town and- in an area,
in Denver I think, four or five chains control 90 percent of the distribu-
tion of food. It varies from city to city, but in most metropolitan
areas a handful of chains dominate the price -of livestock, and they
do it -in this way:

The middleman goes around to the chain procurement man every
week and says, "Well, what do you need?" National Tea says, as in
Denver, Colo., it purchases '1,500 head a week. He-says, "Well,.
I can give you 500 head, a thousand head. I know some cattle which
will meet your specifications." The chains buy on a specification
basis.

So the salesman says, "Well, what will you give?" I will give $28,
or I will give $25, or what-have-you, for a hundred pounds on foot.

So, the man goes back to the livestock-the feeder still has the
livestock-the middleman goes back and says, "Well, I can get $25
for your cattle," or what-have-you and the-man says, "Well, I cannot
do.that. It costs me $25 and these are very fine cattle."

And the middleman then goes back to the chain a second time and
says, "Well, we will have to have $26; We cannot take $25." The
chainman shrugs his shoulders and.says, "Take it or leave it." This-
happens every week in every metropolitan area in the United States.

The chain being such a large purchaser will dominate the price.
He can name his price practically; then the other chains in the area
in half an hour-telephones are working-so that becomes the price
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for the week, because any feeder, any cattleman is so small relatively
to National Tea, which is not the largest chain, of course, but anyone
of the big chains can dominate in that way-that is our interpretation.

I do not know if all of this can be documented or not, but that is
what we are told.

Now, in regard to poultry, which is entirely different: The farmer
has the equipment under our present system of poultry production
and processing and so forth-the farmer has

Senator DOUGLAS. That requires quite a large amount of capital.
You get your poultry no longer from chickens running around in the
barnyard, but really assembly line production, is that not true?

Mr. McDONALD. That is correct, and one man can take care of,
say, 15,000 or 20,000 chickens. I am thinking of broilers now; and
it is automatic, you know, feeding, watering, and so forth.

The processor-this first started with the feed stores. Of course,
they want to sell feed, and they came to the farmer who had some
equipment and said, "Well, we will furnish you chickens. We will
furnish you feed; you will have no worries. All you need to do is
do the work, furnish the equipment, maybe the medicine (they call it)
and a few little other things, but we will give you a contract. You
do not own these chickens, you take care of them and your profit
will be based on your efficiency."

Well, it looked very good to the farmer who had been losing money,
of course, on everything nearly, and here he is guaranteed something.

Well, it went all right for a year or two. Then the next vear the
processor or the feed company came around and said, "Well, now,
we cannot give you as much as we did last year. Instead of a penny,
we will give you three-fourths of a penny per pound."

Senator DOUGLAS. Is that all he gets?
Mr. McDONALD. Something like that, Senator. It is only

a penny-
Senator DOUGLAS. As low as that?
Mr. MCDONALD. Only a penny a pound or so, something like that.

And it is possible for the producer to lose money. In fact, there is an
instance of a poultry farmer, I believe in Georgia, who was awarded
a prize for being the most efficient farmer and in the year he made
$400. He was a big operator; he had 30,000 or 40,000 chickens proba-
bly, and he made $400. I have seen records where they did not make
anything, but this is the kind of a system that we have in 96 or maybe
by now, 98 percent of the poultry industry under the contract
system-

Senator DOUGLAS. YOU mean that the independent producer,
raiser of chickens, has virtually passed out of the picture?

Mr. MCDONALD. Yes, sir; that is correct.
Representative WIDNALL. Will the gentleman yield? I can cer-

tainly testify to that, coming from New Jersey where we had a very
healthy poultry business over a period of years and we have been put
out of business almost completely by this kind of an operation. We
are talking now about the individual farm and the family farm, the
other kind. And when we have tried to get a break on freight rates,
we have tried to get a break on some feed in our particular area, we
have had no help at all; and it has been rather tragic the way it has
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been treated and part of it has been the Government treating it that
way, and giving the advantage to these integrated poultry systems.

Senator DOUGLAS. Now, does this apply to eggs as well as poultry?
Mr. McDONALD. Eggs are on the way. I submitted testimony

to the House Agricultural Committee and gave some statistics on egg
factories, and we now have egg factories either built or in the building
with 7 million hens. __ __ _

There is one egg factory near Denver. I think it is in operation
now, which supplies all of the eggs for the city of Denver, or the
equivalent.

Senator DOUGLAS. You know, this is very interesting, because
-50 or 60 years ago there was a famous biologist and geneticist by the
name of Raymond Pearl, who made a series of studies on the fertility
-of hens, before he went into the fertility of humans.

He predicted, incidentally, of humans that when the population
reached a maximuum of 167 million, it would level off at that point)
but on the fertility of hens he said that the more hens that were
-crowded together in a given space, the less space per hen, the lest
fertility. Students of poultry-raising were brought up on the work of
Raymond Pearl for many years.

Now you are saying that that has all been disproved and that
propinquity does not reduce fertility and crowding does not reduce
fertility; is that not right?

Mr. McDONALD. In regard-
Senator DOUGLAS. I have been in some of these factories and, of

course, the food goes by on a belt and the hen picks at the food as it
goes by and it is a continuous process. The free and active life of the
barnyard has disappeared; they never see sunlight.

Mr. McDONALD. I think the point should be made that fertility
is not necessarily involved in the laying of eggs. It is involved, of
course, in the production of chickens. They have the hatcheries
which genetically are the base of the whole thing, but the poor hen
sits there in this cage all her life and she doesn't have even any straw
to sit on. It is just a wire. And the droppings go down underneath
and the feed and water is there; she lays the egg. The egg rolls out
down a chute,.these eggs keep rolling down.

If you had an opportunity and you would be interested Senator,
in looking at some of this progress we have made'

Senator DOUGLAS. Aldous Huxley wrote a novel called "Brave
New World," in which he forecast the production of human beings
on this model. It has now reached eggs?

Mr. McDONALD. Yes, sir.
Senator DOUGLAS. And has it reached-what about the production

of chickens? Is that mechanized, too?
Mr. McDONALD. Well, I think the poultry industry is about as

mechanized as a food production industry can get. One of the prob-
lems is whether or not this is going to go into livestock or not, and in
the production of hogs-that is, the contract system-and cattle.

Senator DOUGLAS. You may remember Gray's "Elegy in a Country
Churchyard," in which he referred to the cock's shrill clarion. You
mean that the "cock's shrill clarion" is going to disappear from the
American farm scene?
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Mtr. McDONALD. No; we still have to have some males in the
chicken industry. [Laughter.]

Mr. McDONALD. I am not really-
Senator DOUGLAS. Are they being mechanized?
Mr. McDONALD. But the thing that the Farmers Union is con-

cerned with is that the farmer is losing control, has lost control of the
poultry industry and has lost control of the price in the marketplace,
never had it really; and he may lose more control with the production
of livestock and we feel that the price debacle of late 1962-63 was
engineered by the chainstores and cost livestock producers several
billion dollars because the prices were artificially depressed.

National Tea, to give that as an example, in Denver, Colo., has a
feedlot with a capacity, as I recall, of 40,000 head, and when prices
began to decline-National Tea normally buys 1,500 head of cattle a
week-withdrew from the competitive market and did not buy, and
this precipitated a drastic price decline.

Livestock went from December 1962 to February 1963 from 30
cents to 20 cents-one-third. And, of course, feeders and livestock-
men were thrown into bankruptcy.

Senator DOUGLAS. I have used up my time, Mr. Chairman.
Representative REUSS. Mr. Widnall?
Representative WIDNALL. I would like to take a look at the testi-

mony first before I ask a few questions. If you would call Senator
Proxmire, please.

Representative REUSS. Senator Proxmire?
Senator PROXMIRE. Yes, I would like to pursue another point.

I am delighted to see they at least had a chapter on agriculture in
the report this year. I agree with you there-are certainly some de-
ficiencies in that chapter, but the Council of Economic Advisers did
not have it in the past and I am happy this year they recognized this
is a serious area and devoted some space to it. It appears on page 133
in the Report of the Council of Economic Advisers, 1966. I would
like your comment on it after I read it and discuss a paragraph very
briefly.

"The expanding sector, made up of farms"-this is just past the,
middle of the page under "Structural Changes," and this, incidentally,
is the new concept which the administration and Itermit Gordon,
who was the Budget Director, and is now. with Brookings and others,
seem to have about farmers.

The expanding sector, made up of farms with annual gross sales in excess of

$10,000, is growing rapidly. Many of the farmers in this sector are realizing

returns nearly comparable with what their resources could earn in nonfarm
occupations.

This is a fascinating statement to me. The Council seems to have
taken this with a notion that after all the efficient farmers will survive
and the inefficient will have to pass out as businessmen and others,
have passed out in the past.

Recognize this: No. 1, this is an industry which has had a terrific
reduction of personnel for years. We now have half as many farmers
as we had about 20 years ago. The farmers who are left are, by and
large, the more efficient farmers, not in all cases, but in most cases.
So you have had a terrific test of efficiency already.
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Now what they do is they take a relatively modest. sector, the most
prosperous sector of that is left and they say of those that are left in
the top sector, many of these farmers are realizing returns-they do
not say how many. They do not say' whether it is half or a quarter,
but I suspect it is not more than half if it is that many, I think closer
to a quarter, are realizing returns nearly comparable to what the re-
sources could earn in nonfarm occupations. That is pretty pathetic,
it seems to me.

You have a situation, an-d-l-do-not-thinkthat-even-t-his-stat-tement-
is correct because the Secretary of Agriculture or rather the Depart-
ment of Agriculture provided statistics for me a couple of years ago
that I put in the record showing that in commodity after commodity,
whether it was feed grain or cotton or beef or what it was, on big farms-
that grossed $100,000 and more, the return for operators was in the
area of about $1 an hour, 40 percent of the average factory wage today,
and a return on invested capital, in most cases, was negative to about
2 or 3 percent.

Mr. McDONALD. My comment on this, the part you refer to, it is
complete nonsense. I don't believe a word of it.

Now, the Farmers Union made some surveys last year, some of our
State people. In Montana, South Dakota, MNinnesota, we wrote-
that is the State presidents out there-wrote to their farmers and
they sent them blank income tax forms and they said fill these in
giving your 1964 income, all your expenses, everything you have to
put down, it is'pretty complete, your net and so forth, if any, Do
not put your name on, just send them' in.

Well, we have copies of those income tax reports in our office.-
They were summarized for Minnesota. They had so many forms'
they made summaries, and there are many instances, Senator, where
this farmer, who filed this out, I am sure in good faith, who had an
investment of $100,000, who made only $2,000 net-nothing for his
labor. Some of them made $4,000, some of them $500. Well, I do
not think that the situation in agriculture-even this year, prices, of
course, are better this year, things are better, but I do not think, in
comparison, I would be happy to supply the committee with some
information in regard to this ridiculous statement here.

Senator PROXMIRE. We have a situation in Wisconsin where we
think we have one of the most efficient dairy producers in the world,
along with New York and Minnesota and a few other States-

Senator DOUGLAS. I also marvel at the modesty of you people from
Wisconsin.

Senator PROXMIRE. Wisconsin is marvelous, indeed. It is "the
dairy State." The Department of Agriculture shows, on the basis of
their record, if you allow a 4-percent return on invested capital for our
farmers that they earned last year an average of less than 40 cents
per hour.

Now, these are enormously efficient producers that have greatly
increased their efficiency, they have a $50,000 investment on the aver-
age, per farm. They work, according to the Department of Agri-
culture, 80 hours a week, 7 days a week, 52 weeks a year. They
make this big investment and this is the kind of disgraceful return
they have. It just seems to me that although we have these startling
facts-and again and again and again we have tried to call this to
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national attention in every way we know how-we still cannot seem
to get the kind of legislation which will give the farmer an opportunity,
not a guarantee, but an opportunity, if he is efficient to earn a fair
return for his labor and for his investments and his efficiency.

That is the reason why I questioned whether an approach that
seeks to try to get more vigorous antitrust action is going to really
give the farmers much of a return in anything but the long run,
during which as Keynes says we are all dead.

Mr. McDONALD. I agree with you.
Representative WIDNALL. I do not question, in any way, the figures

you just have spoken because I have read some of this myself. I
would like to ask this question, though: Does that include income
to a farmer for taking his land out of production?

Senator PROXMIRE. Yes, it includes the whole benefits of the farm
program, it includes the value of food producing consumed on the
farm; it includes all of that; it includes everything. This is a com-
prehensive statistic based on all of these elements. And, incidentally,
it is not a matter of Orville Freeman being more liberal than Ezra
Taft Benson, because Benson had the same statistics.

I would like to say that in your statement you criticize the Council
for not consulting with agriculture. I have just had the staff call
Dr. Ackley and ask about this. And it has been Dr. Ackley's inter-
pretation that this does not require a formal consultation with various
agricultural organizations, but simply an inquiry with whatever
agricultural economists they think seem to be competent. And I
would agree with you, this is a clear, specific Drovision in the act and
especially in view of the terrific problem we have in agriculture, the
Council should fulfill it, should consult with the Farmers Union, the
Farm Bureau, the Grange and the other leading farm organizations.

Mr. McDONALD. We have been ignored since 1953.
Senator PROXMIRE. Before 1953, when Dr. Keyserling was chair-

man, were you consulted then?
Mr. McDONALD. We had quarterly meetings. I attended many

of those meetings, although I was not the economist on the staff.
John Baker was our economist and Mr. Smith, during that period,
but I attended with these-men quarterly meetings every 3 months.
We had the Farm Bureau, the Grange, the National Council, the
Farmers Union and I forget, but there were some others, too.

Senator PROXMIRE. When were these instituted; 1947, 1948, or
1949?

Mr. McDONALD. I started with the Farmers Union in 1948 and
I know they were going on at that time. Then, they suddenly
ceased. John Baker, who is an eminent economist, now Assistant
Secretary of Agriculture, was with us for more than 10 years and during
that period he and I attended only one meeting. This was along
about 1958 we were called in. He was called in and I vent along and
we had a meeting on the problems in agriculture. No one else at
the meeting but the Farmers Union. Now, that is the only meeting,
Senator, that as far as I know, has gone on for 13 years.

Senator PROXMIRE. What were the results of these meetings?
Were there any positive recommendations that were made? Was
there any feeling on the part of agriculture that they were in a stronger
position? Was any legislation, do you feel, influenced by these?
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Mr. McDONALD. They got our opinion, the opinion of the other
farm groups. I recall Russell Smith presenting legislation for the
consideration of the group. There was cooperation between the
President's Council and agriculture. I do not know-

Senator PRoxMIRE. Were other economic groups consulted on
this kind of a basis, too, or was business and labor consulted?

Mr. MCDONALD. I do believe they were. Dr. Keyserling could
answer your questions quickly on that. But, I believe they had
meetings with chamber of commerce groups andothers.

Senator PROXMIRE. Is it your understanding that they have
meetings with these other economic groups, now?

Mr. McDONALD. We have no knowledge, we do not know if they
meet anybody or not, pursuant to this part of the law, that is.

Senator PROXMIRE. There is one policy that the administration
has adopted that puzzles me very much and maybe you can help
me with it. They have decided to reduce the school milk program
from a comprehensive program entitling any school district to qualify,
and the District of Columbia, for example, all children get school
milk, to a program which will only be available to what are called
needy children, a means test, a discrimination of some kind.

When I have consulted with the Department of Agriculture, they.
said this is something the school administrators in each school will
have to determine. This boy is from a needy family and this boy is
not. Of course, that aspect, it seems to me, to be most unfortunate,
if they pursue it.

At any rate, do you have any comment on this change in policy
which is a dramatic and drastic change in a program which was not
a farm program basically, but a program to benefit children and provide
better nutrition?

Mr. McDONALD. We have always opposed the means test, of
course, on any basis and under any authorization of any legislation.
In fact, I think we have probably talked more about that than any
other aspect of relief, social security, and the like.

Now, my reaction, we had a good laugh at the office the other day
about getting a 6-year-old child to say, well, are you able to afford
6 cents for a glass of milk? Of course, seriously, it is utterly ridiculous.
The parent is not going to come in and make a paupers oath in order
to get his child a glass of milk. I think it is humiliating. I think it is
ridiculous. I think administratively, it would cost more than it is
worth.

Senator PROXMIRE. I am delighted to hear that.
I have no further questions.
Representative REUSS. In this connection, I note on page 200 of

the Economic Report which is the section which tells what the Council
has been doing in the last year. It says:

"The Council, also, consults from time to time with various groups
from industry and labor." It does not say anything about various
groups from agriculture; there, of their own words, it seems to me, is
some verification of the charge you are making.

Mr. Widnall, have you had a chance now to prepare questions?
Mr. WIDNALL. Yes.
Mr. McDonald, first of all, I hope you will express our regrets to

Mr. Patton that he is unable to be here today. I know for how long,
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many, many years, he has fought very rigorously to help the farmer
and we looked forward to his testimony today. 'We hope he has a
speedy recovery.

Mr. McDONALD. Thank you.
Mr. WIDNALL. I am very much interested by your remarks that

you feel the Council has ignored the advice to the farmers during the
past years.

Do you have anything further to say about the agricultural part
of the Economic Report? Any further recommendations to make that
are not contained there or any criticisms or suggestions in connection
with it? You have spoken about the Council activities; anything else?

Mr. McDONALD. As I said, Mr. Congressman, I believe before you
came in, I had not had an opportunity because of the disruption of
work in the office and I only got this document, had time to look at it
yesterday, and I have not studied the part on agriculture. It ap-
pears that there is some attempt made to consider agricultural prob-
lems but it appears again from a cursory examination that the council
is once more looking at the farmer as a sociological problem, which we
do not think is the problem at all.

Of course, there is a sociological problem, particularly in the South.
But what is the fact, we think is the fact, is that today and in past
years, particularly in past years, the farmer with sufficient land, with
managerial ability, with sufficient credit, with machinery, fertilizer,
all things necessary to produce, was not able to make a living in any
way comparable to other segments of the population.

Now, that is the problem in agriculture. We know, of course,
about the sharecroppers and these other people, but the problem in
agriculture has been that we have farmers in North Dakota, many of
them, and in other areas up where our membership is up there, who
have all these things I mentioned and I know some of these people
and they are not able to send their children to college, they are not
able to produce, they have maybe $50,000, maybe $100,000 invested,
and they are producing, yet they cannot make the kind of living that
they ought to make with all these factors which should produce a good
living.

Mr. WIDNALL. What relationship does the cost of material or the
cost of labor have to the farmers' failure to make a good living?
Has there been a material increase to them of labor costs? Has there
been a material increase in the cost of feed and other things through
the years that has lowered their profit?

Mr. McDONALD. Well, their costs, of course, have gone up tre-
mendously in the last few years-fertilizer and feed and, of course,
many of the producers-agriculture is very specialized-now buy
their feed. They buy their food. They buy everything. They
specialize in one or two crops-all these things have increased and
you know the figures, of course, the Bureau of Labor Statistics and
the Department of Agriculture show the increase in farm costs going
up, up, up all the time-income either going down or standing still or
improving every little,.naturally.

In regard to labor, that is not really a factor; an important factor
is the family farmers' production. Our people are what most of the
public think of as small farmers. They are not small farmers, but
they are family farmers. That is, they do most of their own work
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and consequently, their labor costs, except possibly in dairy, I think
that is a substantial part of the cost and I do not have any figures,
but wheat farmers and other farmers normally hired very little labor.
So, it is not a factor.

I might mention parenthetically we are for living wages and we
think it would be to the benefit of the farmer if wages were increased.

Mr. WIDNALL. Have you been materially affected by the'increase
in-lad-taxes?_ _ _ ___ _

Mr: McDONALD. I think so. I think particularly in areas'where
the city has extended out into the country and, of course', generally,
land values have gone up for various reasons. Industry has many
billions of 'dollars laying around. Right now, they have, according
to the January 1966 Economic Indicators, $25 billion which was not
even distributed last year. And, some of these people with money,
these corporations, individuals, go out and buy land for speculation
purposes or for tax purposes, and that is building the price of land up
and I think it has been a real hardship on the working farmer.

Mr. WIDNALL. This is exactly what I was going to try to get into,
saying I thought -we had one element in America today that was
very disheartening and that is the disappearance of farmland in so
many areas and letting'the encroachment of urban life spill over in
some of the finest farmland in America, and at the same time, we
are spending millions and millions of dollars to bring into production
arid land that does not have the chemical content of the soil that
you have in many of these production areas.

For instance, the finest celery producing and some of' the finest
small farms in the world, I think, were right around the metropolitan
area of New York, out in Paramus, N.J. It is now an enormous
shopping center. They are burying wvonderful soil under gasoline
stations. We are tending now to concentrate in areas of the U.S.
production that I think could be spread over the country, so if you
run into a drought in one area or floods in another, -you still have
many, many fine producing areas left.

This will do as you are talking about, protect the cities by a green-
belt. This is very much up to the State and to the municipalities,
too, to tax on a different basis and to just tax the farmer on the same
kind of acreage basis that for industrial uses is' just putting him out
of business. The farmer takes refuge behind the fact, well, he can
sell his land and he can make a fortune out of it. He can achieve a
great capital gain in' many instances, but he has lost his living. He
wvants to stay, as a farmer, where can he go and start farming, again
without a tremendous' capital investment. ' And, we are just snow-
balling something that is unhealthy as far as the country is concerned
and I think this is an area we should look into.

Do you have any reaction to this at all?
Mr. McDONALD. I am in accord with your views. 'Certainly, we

would support anything which would result in the farmer paying a'
fair share-of taxes, as the gentleman here said. We think that would
be wonderful, if you could get the cities and States to do it: Of
course, I keep seeing these articles how they are in a very bad eco-
nomic position and I do not know whether it would be economically
possible or politically possible to put such a system into effect or not
all over the country.
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Mr. WIDNALL. In the past year the production per man-hour went
up 7.3 percent in the farm sector and in the nonfarm sector, it went
up 2.4 percent which meant the national average was 2.8 percent and
some alarm was created and recognized by the Council of Economic
Advisers that our output per man-hour was not going up as fast as it
should in order to maintain the wage-price guidelines.

Now, to what do you attribute the vast increase in output per
man-hour on the farm? Just power mechanization?

Mr. McDONALD. Well, it is more than that. I was in Illinois,
Senator Douglas' State, a few years ago, Christian County, as I
remember, and helping to get some people in the Farmers Union, it
looked like the NFO was going to swipe some of our members. It
turned out some of them belonged to both of the organizations. I
looked at the corn out there, Senator, and they were planting the rows
about this far apart [indicating]. When I was a boy we had rows 3fi
or 4 feet apart.

Senator DOUGLAS. When the acreage was limited, they planted the
rows closer together in order to avoid or evade the attempted limitation
upon production.

Mr. McDONALD. Yes.
Mr. SCHEUER. What effect did that have on the quality of the

land?
Senator DOUGLAS. Of course, it taxed it heavily. But, there has,

also, been an increase in the amount of fertilizer used.
Mr. McDONALD. I was told in that area they were averaging over a

hundred bushels every year, year after year after year.
Senator DOUGLAS. Let me imitate Wisconsin and say that we have,

with Iowa, the most fertile cornland in the world.
Senator PROXMIRE. Yes, indeed.
Mr. SCHEUER. What would Mr. Khrushchev have to say about

that?
Mr. McDONALD. There are other things, too, besides mechaniza-

tion-fertilizer and superior methods of cultivation, hybrid seed, and
so forth.

Mr. WIDNALL. My time is up. Thank you.
Representative REUSS. Senator Proxmire?
Senator PROXMIRE. I just have one more technical question, because

it is, I think, the area in which there is likely to be an attack on reality
in the farm program.

What, in your judgment, would be the net income-you have to
give a range, of course, and you may not be able to give any estimate
at all-of a typical farm; it could be a dairy farm or a corn-hog farm,
which grossed $25,000? What kind of net would you expect if you
had to be pressed to give a net income?

Senator DOUGLAS. Should get, or do get?
Senator PROXMIRE. They do get, as a matter of reality.
Mr. McDONALD. It would vary so widely
Senator PROXMIRE. Yes, I would not want to pin you down pre-

cisely. Maybe it would help you if I told you that, you see, their
argument is that those farmers who gross more than $10,000 are in
pretty good shape. Most of those farmers who gross more than
$10,000 per year, and they are, as I say, in a minority, most of those
who do are those who gross between $10,000 and $25,000. We all
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know that a businessman who grosses $25,000 might just as well forget
it in most lines, certainly in manufacturing and retailing. He could
gross $25,000 a month and he may not be in very good shape.

Mr. McDONALD. I wonder if the Senator would allow me to have
a little time on that figure.

Senator PROXMIRE. Fine, do that for the record.
Give me this, your estimate of roughly the range, what the net

- - might-be. -YouL-might-specify-two-or-thr~eeor-fourof-thie-la-ading
commodities we would like, for an annual gross of $?5,000, $15,000,
and $10,000.

(Information subsequently received appears in appendix, p. 544.)
Representative REUSS. Senator Douglas?
Senator DOUGLAS. I only have one question. We are all baffled

-by this situation, particularly what we can do for the small farmer.
Now, to what degree can the system of production payments be of

assistance, of a market price, but with production payments above
the free market price, subject to a cutoff which I would make much
lower than many of my colleagues?

Mr. McDONALD. As you know, Senator Douglas, the Farmers
Union has been for the production payments. I have testified for
that before the House Agriculture Committee; we have been trying
to get Congress to institute a cutoff ever since I have been in the
Farmers Union, and that is the big stumbling block to a successful
program. It casts a shadow on the program in the public opinion,
because if you pick up the newspaper and you see where one cor-
poration of farmers has $2 million, which maybe is not a $2 million
payment-maybe the Government has underwritten $2 million
worth of products and it does not mean the subsidy is $2 million,
but the public gets the idea.

I think we are going-I am not familiar with the farm bill, I did not
work on it, but it is my understanding that the farm bill, particularly
in cotton, has that principle of production payments which we think
is wonderful, and I do not think you are really ever going to have a
system, both for consumer and for everybody in farming until you
have the production payment, the Brannan plan type of payment
and the cutoff.

Senator DOUGLAS. At what point?
Mr. McDONALD. The cutoff, you just have to be arbitrary. I

would imagine a gross
Senator DOUGLAS. No, a net.
Mr. McDONALD. Well, I think it has to be-the cutoff, Senator,

in my opinion at least, must be on the gross because sometimes there
is no net. There is nothing left sometimes.

Senator PROXMIRE. Would the Senator yield?
Senator DOUGLAS. Yes.
Senator PROXMIRE. Is it not true that the gross would mean one

thing in one commodity, wheat, and mean something entirely different
in milk and mean something quite different in feed grain, so that unless
you had a different gross in each commodity, you would have great
injustice?

In other words, you need a big gross in some of these-the wheat
crop, for example?

Mr. McDONALD. Possibly.
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I would-and I am out of my depth here-but in order to enact
an equitable law which would be constitutional, you have to treat
everybody alike, I believe. So, I think you would have to say pay-
ments should be limited to $50,000 worth of products or $75,000
worth, and you could not get any payments or any subsidy beyond
that figure.

Representative REUSS. Any further questions?
We are pleased to have Representative Scheuer of New York, a

member of the House Committee on Education and Labor, with us.
Would you have any questions?
Representative SCHEUER. No questions.
Representative REUSS. Mr. Widnall, any further questions?
Representative WIDNALL. No, thank you.
Representative REUSS. Thank you, Mr. McDonald. We appre-

ciate your being with us this morning.
The Joint Economic Committee will stand in recess until Tuesday

morning at 10 o'clock in room 2128, Rayburn Building, the House
Banking and Currency Committee hearing room, where we wTill
hear Secretary of Labor Willard Wirtz.

(Whereupon, at 11:25 a.m., the hearing was recessed, to reconvene
at 10 a.m., Tuesday, February 8, 1966.)
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TUESDAY, FEBRUARY. 8, 1966

CONGRESS OF THE UNITED STATES,
JOINT ECONOMIC COMMrrrEE,

-Washington, D.C.

The joint committee met at 10 a.m., pursuant to recess, in room 2128,
Rayburn House Office Building, Representative Wright Patman
(chairman of the joint committee) presiding.

Present: Representatives Patman, Bolling, Reuss, Griffiths, Curtis,
Widnall, and Scheuer.; Senators Javits and Proxmire.

Also present: James WT. Knowles, executive director; John R. Stark,
deputy director; Donald A. Webster, minority counsel; and Hamilton
ID. Gewehr, administrative clerk..

Chairman PATMAN. The committee will please come to order.
Today we will hear from the Secretary of Labor, Mr. Willard

Wirtz.- The Labor Department is very much concerned not only
with unemployment, wage rates, and the guideposts, but also with

the very important question of manpower training.
As we move toward full employment, obviously there will be an

increased need for skilled workers. By adding to the supply through
tiaining and retraining, the Federal Government can ease the pres-
sures that would otherwise exist.

I trust that you will address your comments, in part at least, to what
you are doing in the training field, Mr. Secretary. We are glad to have
you with us and you may present and identify for the record the
gentlemen accompaying you, and proceed in your own way.

TESTIMONY OF HON. W. WILLARD WIRTZ, SECRETARY OF.LABOR;

ACCOMPANIED BY ARTHUR ROSS, COMMISSIONER, BUREAU OF

LABOR STATISTICS; STANLEY RUTTENBERG, MANP'OWER AD-

MINISTRATOR; AND SEYMOUR WOLFBEIN, SPECIAL ASSISTANT

TO THE SECRETARY FOR ECONOMIC AFFAIRS

Secretary WIRTZ. Thank you, Mr. Chairman. And it is a verv real
privilege, first, to introduce to you and the committee the new Com-
missioner of the Bureau of Labor Statistics, Mr. Arthur Ross. His
professional history is such that it is almost superfluous that I identify

him as a man with whom I have had the privilege of working for some
15 or 20 years. I am delighted to introduce him at this time to the
committee. -

With me, too, are Mr. Seymour Wolfbein, Economic Adviser to the
Secretary, and Mr. Stanley Ruttenberg, Manpower Administrator in4
the Department of Labor.

273
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Chairman PATMAN. I will ask Senator Proxmire to preside, if he
will, because Mr. Reuss and I are due art another committee meeting at
this time.

Senator PROXMIRE (presiding). I might say, Secretary Wirtz that
this is going to be somewhat of a hectic morning. The chairman is go-
ing to return promptly, I am sure. Those of us who in the Senate have
a vote at 11 o'clock will have to run over there and come back. We hope
we can have some interrogation worthy of your mettle-which is very
worthy, indeed.

Secretary WIIRTZ. I hardly need say we will be delighted to fit our
availability to your convenience entirely and it doesn't matter a bit
if there is interruption from our standpoint.

Mr. Chairman and members of the committee, I expect it is appro-
priate that I open my statement by announcing here what is being
announced right now in the regularly scheduled release of the Depart-
ment of Labor, that unemployment in this country is now 4 percent-
those are the January figures. They are being released this' morning.

That is a figure which has had considerable attention over the past
5 years. It is the figure which has been referred to as the interim goal,
and, of course, it is a matter of very real satisfaction to note the reach-
ing of that figure. Yet it will be very much the theme of my testi-
mony here this morning that I point out that even as we stand now on
what we have thought of as the interim goal for so long, 4 percent un-
employment, we realize that it really isn't the goal at all. It is only the
10-yard line and that the problem left before us is to make that last 10
yards, which we propose to do.

Senator PROXMfIRE. May I interrupt-though I hesitate to interrupt
since our usual procedure is to ask questions after you finish. I would,
however, like to ask what was the last month in which unemploy-
ment was at that 4-percent level?

Secretary WiRTz. This carries us back; this becomes the lowest fig-
ure now since April 1957.

Senator PROXMIRE. Thank you.
Secretary WIRTZ. With your permission, Mr. Chairman, I would

like to file my prepared statement with the committee and then simply
summarize it, because I think we can save time.

Senator PROXMIRE. Without objection, the full statement will be
filed. (See p. 282.)

Secretary WnIrz. My statement proceeds from Chairman Ackley's
statement last week, in which he outlines in a quite remarkable fashion
all of the relevant facts in this area and in which he included what
seemed to me a quite constrained understatement of the accomplish-
ments of the last 5 years, reflecting, I am sure, a kind of personal and
institutional modesty, because the work of the Council has contributed
so greatly to the development of that record. But I will proceed from
his statement of facts and will not go into some of that background
information.

I should make it clear that the view which I am expressing here
proceeds from a complete and unqualified commitment to the idea
that "full employment" opportunity-and I mean to let that phrase
have the full meaning-means everything it says. I think that full
employment opportunity is a proper, practicable, and first-priority
national objective.
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It requires some definition of terms. I think it is exceedingly hard,
if not impossible, to define full employment in terms of a statistical
measure, but we have gotten so used to the statistical measure that
when I am talking about it here, what I have in mind could be trans-
lated into unemployment in the usual measurement of between 2 and 3
percent, which would include only the transitional unemployment'
which is inevitable in a work force of this size and that very small

-number-of-people-in-the work-force-who-at-a-parti Ytime were not
prepared to meet its demand.

I think that latter figure is about a half of 1 percent.
The position which I should like to express to the committee is one

which recognizes employment and unemployment not only as eco-
nomic, but perhaps even more essentially, human conditions.

We count underemployment as serious a matter as unemployment
or almost as serious. To take this approach is to bring into question
the definition of employment as the filling of whatever jobs the eco-
nomic system wants filled and inquires as well into the extent of the
use of individual human potentials.

To take this approach is to recognize that behind the reduction in
unemployment from 7 percent in 1961-early 1961-to 4 percent now,
there are at the same time some real shortcomings in the record. We
are concerned about the fact and terribly concerned that there are still
more than 650,000 people in this country who have been out of work
for 15 weeks or longer; that there are still 17 areas, including 2 in
Puerto Rico, in which unemployment is still over 5.5 percent.

We are concerned that there are a million and three-quarters whom
we count employed and yet the truth of the matter is that they have
only part-time work when they are looking for full-time work. We
are terribly concerned that one out of every eight teenagers is looking
for work and can't find it.

Also, the unemployment rate among nonwhites is 7 percent; in
other words, twice the white rate.

At a time when we are concentrating on the elimination of poverty
we have concern with the minimum wage. There are over 3 million
families in the United States with earnings of less than $3,000 a year.

It will be part of the basic approach which I will be taking up with
the committee that we should recognize the coordinate importance in
the record of the last 5 years of the fiscal, monetary, and budgetary
policies, on the one hand, and the manpower programs or the Great
Society programs or, more broadly, those programs which include
antipoverty, training, and so forth, alongside the developments in the
policy of the fiscal area.

Now, going into some of the specifics of this presentation, but leav-
ing the details of it for Commissioner Ross' development, I would like
to point out just these things:

Five years ago when we had unemployment of about 7 percent, it
was entirely appropriate, necessary, and proper that we concentrate
on those approaches which would dig deepest and make the broadest
cuts into the wholesale unemployment picture. There were concen-
trations of unemployment then, but the situation was so broad, or so
difficult, that we had to look rather to those approaches which met the
entire problem.
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Now, Chairman Ackley has suggested the decisions, the fiscal deci-
sions, particularly the tax cut, which contributed so greatly to thedecrease in unemployment over this period.

I mention just the fact-as one reflection of the accomplishment
which has come from those policies that in the last year-that there
has been an increase of 2.4 million jobs in this economy. And that's
only reflection of the things that have been done.

I think it takes nothing at all from the magnificence of those deci-
sions that the country decided at the same time that there were a lot
of other things, some of which affected directly or indirectly unem-
ployment, which warranted the Nation's attention. I call attention
to the passage of the Manpower Development and Training Act in
1962, and its amendment on two subsequent occasions; the Vocational
Education Act of 1963, the Educational Acts of 1964 and 1965; the
action taken both by Executive order and in title 7 of the Civil Rightst
Act of 1964 to establish equal employment opportunity in this coun-
try, and then the Economic Opportunity Act of 1964.

It is a very hard figure to arrive at, but as nearly as we can measure,about half of the reduction in unemployment during 1965, which was
from 5 percent down to 4.1 percent, came, I think, from the effect of
these programs. I have set out in my fuller statement the particular
applications of those programs.

About half of what was accomplished in reducing unemployment
last year, I think, resulted from the fiscal and the monetary policy
changes and about half of it from the changes in these programs.

There would probably 'be disagreement about those figures as far asthe past is concerned. I think there would be very little disagreement
about the fact that as far as future reduction of unemployment is
concerned, there has to be attention on is concentrations in particular
areas and attention to the unpreparedness which is responsible for somuch-of what is left.

Indeed, I think there is little prospect of much further reduction
in unemployment except as efforts are directed specifically at the con-
centrations of unemployment under the preparedness that remains.
I mean by that, that it is essential, in my view, both that there be the
continuation of the fiscal and the monetary policies and there be dif-
ferent applications as different situations develop, and a continuation
of these Great Society or manpower programs.

I point out again that there is not today a single unemployment
problem in this country; there are several different ones.

The overall average of 4 percent unemployment conceals success, on
the one hand, and failure, on the other. Unemployment rates for
adult men. now are down to 2.6 percent-if you look just at the married
m-en it is under 2 percent.

The situation as far as the women's rate is concerned is a little dif-
ferent. In December, 4 percent of the women workers were unem-
ployed. It has dropped, in the January figures being released today,
to 3.8 percent.

You inquired, Mrs. Griffiths, at the hearings last week, as to what
the result-what the effect-would be on the gross national product
if the women's unemployment rate were brought down to the men's
unemployment rate.
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Senator PROXMIRE. That was Mrs. Griffiths' inquiry?
Secretary WIRTZ. That is right; and our answer to that is suggested

here. There would apparently be an increase in the gross national
product of about $3 billion if the unemployment rate could be brought
down for women to what it is for men.

You also asked for a breakdown on that in terms of white and non-
white women. That, however is a very hard figure to arrive at.

- Represelitative-GRIFFITHs.-Iniitermsof-a-wornman's-salary-atthetsam e
thing that a man's salary is, for white women and colored women.

Secretary WiRTz. I couldn't hear what you said.
Representative GRIFFITHS. In terms of a woman's salary at the same

thing that a man's salary is, for white women and colored women;
bring them up to the level of a white man's salary.

Secretary WIRTZ. And the answer there on the overall basis would
be about $3 billion in the gross national product.

Representative GRIFFITHS. I thought that you were saying that if
women were employed at the same rate as men, it would increase the
$3 billion. They are not employed at the same rate that men are, but
they are not paid at the same rate that men are, either.

Secretary WIRTZ. The $3 billion figure is based on the present salary
and wage payment rates and simply assumes the bringing of unem-
ployment down to that level. If you were also to bring women's and
men's rates to the same level, that would be a larger figure.

Representative GRIFFITHS. That is the figure I want.
Secretary WIRTZ. That will present a very, very difficult problem.

In fact, I am not sure how much it can .be refined beyond this. We
are presently making a study, and reported the first results of it last
week, on the extent to which there continues to be an, unequal pay for
equal work, and the results of that study so far are quite inconclusive,
and leave some question about the amount of discrimination.

Now, on the distinction between the white and the nonwhite
Representative GRIFFITHS. I do not really care about that. I just

want to know if white and colored women are employed at the pay
and rates that white men are paid.

Secretary WIRTZ.. You will realize this is a pretty rough kind of
figuring.

Representative GRIFFITHS. Because Mr. Ackley's figure was between
colored people and white people.

Secretary WIRTZ. That is correct, a $5 billion_
Representative GRIFFITHS. Of course, that would be far lower than

the gross national product increase if you employed everybody and
paid them at the same rate you pay white men, because if vou em-
ployed colored men at the same rate-if you paid them at the' same rate
you paid white women, a lot of them would lose money.

Secretary WIRTZ. It 'should be brought to the committee's attention
that now for the first time a majority of the unemployed in this coun-
try are among those who have been out of work for less than 5 weeks.
This is the first time that has been true since-you have to go back to
about 1957 before that is true. It is a significant development, there
is a very sharp shift today toward shorter term unemployment.

Senator PROxMIRE. Has this always been true at times when unem-
ployment has been lower?

59-311-66-pt. 2-8
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Secretary WIRTZ. As unemployment has been reduced in the various
periods of experience, we have had the percentage of short-term un-
employment going up. The ratio of short-term-the percentage
amount of short-term unemployment rises as employment increases
and general unemployment decreases, so this has been true and is his-
torically true. It is the first time it has been true since 1957, that over
half of it is among the 5-weeks-or-less group.

Now, behind that record of success there is another record of-fail-
ure is the only word for it. There are two areas of particular concern.
First, what is receiving a lot of attention now is reflected in the fact
that teenage unemployment is still 12 percent. I have a real question
in my mind as to whether we are proceeding correctly in lumping the
unemployment and employment figures for adults, on the one hand,
and for the teenagers on the other.

We have been doing that, but we have been increasingly emphasiz-
ing the difference between those two sets of problems, and they are
very different.

There are in this country, as of January 1-in round figures-3.3
million unemployed people. About 800,000 of these people are teen-
agers. That is a fourth of the unemployed, although teenagers rep-
resent only about a tenth of the work force.

There is some misunderstanding about these figures. However,
only about half of the teenage unemployed are looking for full-time
work. The other half, or most of them, are in school and are looking
for part-time work.

That presents a very different set of problems from the problems
which are presented as far as the adult worker is concerned.

It is an interesting thing that in the almost 21/2 million jobs which
were added to the economy in 1965, about 1 million of them went to
teenagers, which is a very disproportionate number. That has to be
looked at carefully, too. To the extent that those increased jobs went
to boys and girls who are now out of school, so that the alternative
would be unemployment, I suppose it was a good thing; and yet, even
that presents a very real question because I think that probably most
of those children ought to 'be in school, training for something or
other, instead of out of school in jobs which machines are probably
very soon to take over.

Senator PROXMIRE. On the basis of your measure, how much, if
any, of that is because of the Job Corps program and the various
other Federal programs?

Secretary WIRTZ. A very substantial part of it.
Senator PRox3rim. I mean directly, not training people and put-

tin them in jobs. I mean the fact that instead of being unemployed
andout of the Job Corps.

Secretary WIRTZ. Quite a significant number. There are today
about 140,000 in the Neighborhood Youth Corps, which is the single
largest group.

Now, those are, most of them, in-school children, working only part
time, but there is every reason to think that a very substantial number
of them would be out of school and probably out of work if it were
not for that program.
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Then as you go on to the college program with the work training
program, which is administered by the Department of HEW, you
have about the same pattern in numbers as far as the 6 ollege students
are concerned, so there is that group of beneficiaries.

The Job Corps number so far is small, with only about 17,000. They
are not counted, incidentally, as employed, the Job C6rps people, but
there is every reason to think-well, they are figured now as being
outside-thew^ork-force-entirely,-most-of-theillwotlcd-probably-be-
unemployed.

Senator PROXMIRE. As if they were in school?
Secretary 'WIRTz. That is right.
Now, there is another, much harder figure to come at. I have

pointed in my statement to what I think is one of the most encouraging
figures which we have had this last year. There was very reason to
expect, because of the increased size of the college-age population,
that there would be an increase of about 200,000 more boys and girls
in college this fall, a larger increase than in previous years because
of the increase in population of about 200,000.

Instead of that, it turned out to be 495,000, which is'pretty hard to
translate directly into the kind of question that you are 'asking, but
is very relevant to it because it probably means,'it does mean that the
effect- of these antipoverty programs, the civil rights programs, the
Great Society programs of one kind or another are paying out in this
kind of measure.

I do not know what that extra 295,000 boys and girls would be doing
if they were not in college, but a lot of them would be out of work, so
that you have a very substantial effect in answering your question;
you have a very -substantial effect of those programs on 'the teenage
employment and unemployment figures.

Let me note the problem as far as the nonwhite unemployment rate
is concerned-it is 7 percent, that is down from 9 percent a year ago,
but it is still twice the white rate, and it understates the problem be-
cause'although'they may be employed, the nonwhites will most fre-
quently be in lower paid jobs. There is a much higher degree of
underemployment. I do not know what the disadvantaged nonwhite
rate is. It is considerably more than what is suggested here. 'Wed are
developing the manpower training programs and the antipoverty pro-
grams just as much as we can toward these two problems-th teenage
problem and the nonwhite unemployment problem.

I point out, too, that the nonwhite problem, particularly, is probably
merging rapidly now with the broader problem of the unemloyment
of the disadvantaged. whether for one reason or another. Those figures
are reflected most closely in. our hard-core unemployment figures and
a very interesting important thing has happened there, too.

When I say "hard-core unemployed," I mean those out of work 15
weeks 'or more. That number dropped very markedly during 1965.
Again, I think in substantial part or a large part a sequence not
only of the increased demand for jobs, but as a result of these programs
which are now being directed so much at the disadvantaged person.
That figure is down now to about 675,000, the number who have been.
our of work for 15 weeks or more.
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Now, that is both good or bad in terms of comparisons, depending
on what period you take. It is a million below what it was 5 years ago
this time, yet it is half a million above what it was in 1953, so I fall
back on the absolute figure that it is just too many, that any in this
group unemployed for more than 15 weeks is a mistake and is wrong.

The statement calls attention to the development of what -we are
calling a human resources development program, supplementing, add-
ing to the manpower development program. More and more the re-
maining unemployment problem is one which has got to be handled oil
a basis which includes reaching out to find the individual person who
needs assistance, training of one kind or another, and in the human
resources development program and in the youth opportunities center
program you find reflections of some of the things we are trying to do
there.

I have called attention in my statement next to the manpower short-
age situation, Mr. Chairman and members of the committee. In the
interest of time, let me summarize it here. We are increasingly con-
cerned about the manpower shortage situation; we are watching it now
carefully and closely. We are preparing monthly reports and we are
suplementing those now with surveys conducted in particular cities
and we have looked within the last 2 weeks at the situation in Milwau-
kee, and also with discussions with the representatives of particular
industries.

I would summarize that situation today this way: I do not think
there is presently a manpower shortage situation which is either im-
peding production schedules significantly or contributing significantly
to wage and price pressures. There are shortages in particular areas
and in particular occupations, with the areas being principally the
Great Lakes areas and with the occupations which present the most
serious problems, including the metalworking occupations, the ma-
chinists, that kind of thing, the professional occupations, the medical
help occupations, teachers, social workers, and so forth.

I think we are just at the point where we have to be exceedingly
careful about this situation, but it is so far not one of acute need.

We are reshaping and reorienting the Manpower Development and
Training Act program to meet that kind of situation. Our plans for
this year are that about 35 percent of the Manpower Development
and Training Act programs will be directed specifically against skill
shortages.

About 40 percent of them will involve the occupational reclamation
of the hard-core adult unemployed and about 25 percent will be
directed to disadvantaged youth.

As an approximation of the picture for 1966, I suggest to you that it
will probably look about like this: There will be another 1.3 million
people coming into the work force as the result of the increase in
population. We also estimate that about 300,000 will be coming back
into the work force, people who are presently outside it. We also esti-
mate that there will be a decrease in the present unemployed figure of
about half a million.

Senator PROXMIIRE. These are all net figures?
Secretary WmITZ. That is correct, and that the decrease in unemploy-

ment will be about half a million; our best suggestion to you is that
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during the year this unemployment percentage, the overall percentage

ought to move down to around 3.5 percent, compared with its present

4 percent.
Finally, about the matter of stabilization, which .1 know is very

much on the committee's mind as it is on the country's. Briefly sum-

marizing the situation as far as its wage aspects are concerned, my

approach is one of concern but of confidence as far as this problem

--goes. I~tseems to-me the-important lesson of the last 5 years is that we

.have exploded three myths. One of those was thaftthere hl-d-td-be

cycles of depression and prosperity. Another was that the price of

technological advance had to be unemployment, andthe other was that

poverty was implacable. Those are gone now.
We have yielded to what I have called their purpose of good sense.

I think the other assumption, that you have to have inflation when

unemployment gets down below a certain figure is going the same

course and that all this requires is the application of good sense.

We enter 1966 with a record already of extraordinary wage and

price stability. The most important net figure or overall figure is that

during the past 5 years real compensation per man-hour rose at an

average rate of 3 percent a year,- which was less than the increase in

productivity.
Unit labor costs have stayed in this country during the past 5 years

at remarkably stable levels. It is very substantially below the ex-

perience of the preceding 5, 10, 15 years, and significantly below the

levels of unit labor cost increases in the other industrial countries with

which we compete.
Unquestionably, 1965 saw some larger increase in wages and in prices

than had the 4 preceding years. *We have made a study of the major

-collective-bargaining agreements which were entered into in the first

9 months of 1965. A good many of those contracts cover 3-year

periods. What they show, in general, is for each year of the contract

an average increase in wage rates of about 3.3 percent. They were

loaded fairly significantly in the first contract years. The first year

average was 4.2 percent, but over the life of the contracts they appear

to average about 3.3 percent.
We have made two recent studies of the building and construction

industry. The most convenient measurement there, although not neces-

sarily the most valid, is in terms of union wage scales.
In the settlements which were entered into in a 12-month period be-

tween July 1964 and July 1965, union *-age scales went up about 4.1

percent.
Another study of a smaller number of trades, but one which brings

this up to very recent figures, shows that the increase- during 1965 in

union wage scales in. the building trades was about 3.9 percent. A

comparison of average hourly earnings in this industry as a whole for

the year as a whole shows a lower increase. On the other hand,-the

figures I have given you do not include fringe benefits, and if you in-

clude them, there will have been a higher increase during that year.

One of the interesting things that is developing is that the accelera-

tion of wage increases during this particular period was greater in the

unorganized establishments than in the unionized establishments, in

percentage terms, not in cents per hour. We do not have complete
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figures on those and wve do not have the figures for the smaller collective
bargaining agreements.

As nearly as I can pull all of these figures together, the presently
available evidence indicates that average compensation per man-hour
in the private economy averaged about 3.7 percent in 1965. In terms
of average hourly earnings for factory production workers, including
premium pay for overtime, the increase was about 3.1 percent, Decem-
ber to Decembei.

I think that is a healthy record. It is right as well as understand-
able that the public notice is centered on wage increases which are ex-
cessive for one reason or another. I think that is all to the good.
On the other hand, it tends to obscure the fact that the last 5 years
have witnessed overall an unparalleled demonstration of responsible
self-restraint.

As for the future, I am going to assume your questions about the
wage stabilization and price stabilization policies will probably go into
details which it is a mistake to try to anticipate. I note these central
facts. It is a relevant practical fact that there will be a very small
number of major collective bargaining agreements in 1966. It is also
obvious that whatever happens as far as the manpower supply situa-
tion is concerned will affect the question of whether there will be strong
wage measures or not.

It is quite clear that there is strong interaction between what happens
on the wage side and what happens on the price side.

Secretary Fowler, Chairman Ackley, and Director Schultze have dis-
cussed with the committee the fiscal measures which were part of the
proposal to meet this situation.

We also know there have been adjustments in the national monetary
policy. You will know the degree to which the President and all of
the members of his administration, including certainly the Secretary
of Labor. are very clear in their commitment to the stabilization pol-
icies which are spelled out in the President's economic message and in
more detail in the report of the Council of Economic Advisers.

So I say finally, Mr. Chairman and members of the committee, that
the future remains in the hands of the private decisionmakers, which is
right. The evidence is that the key decisions will be made responsibly
and with sufficient realization of the historic gains of the last 5 years
depend on the continued exercise of this responsibility.

PREPARED STATEMENT OF W. WILLARD WIRTZ, SECRETARY OF LABOR

Mr. Chairman, and members of the joint committee, you have requested astatement of my views regarding the manpower and stabilization aspects of thepresent and prospective national economic situation. I question how much, evenwhether, I can add to Chairman Ackley's illumination of these matters beforethe committee last week. I shall, in any event, start from and rely upon hiscomprehensive statement of the relevant facts and from his constrained under-statement of the remarkable economic gains which have been made in the past5 years.
My views proceed from unqualified commitment to the idea that full employ-ment opportunity-letting that phase mean all it says-is a proper, practicable,and first-priority national objective. This objective allows-in terms of theaccepted measurement-for no more than the 2- to 3-percent unemployment whichresults (i) from "transitional" movement into the work force and from onejob to another, and (ii) from the fact that a very few people in the work force(less than one-half of 1 percent) are not prepared to meet its demands. To stand
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now on the "interim goal" of 4-percent unemployment is to realize that it is in
fact only the 10-yard line.

This view recognizes employment and unemployment as not only' economic
but essentially human conditions. It counts underemployment as serious a mat-
ter-or almost as serious-as unemployment. It brings into question the defini-
tion of "employment" as the filling of whatever jobs the economic system wants
filled, and inquires as well into the extent of use of individual human potentials.

In this view, the aggregate and overall average unemployment figures-which
show a remarkable 5-year reduction from about 7 percent in early 1961 to about
4-percent-no Nvare-looked-at-coldly-for-their-coicealment of some less attractive
facts:

There are still 17 major areas in which unemployment is 5.5 percent or
more.

There are still more than 650,000 people-one-fifth of the unemployed-
who have been out for work for 15 weeks or longer.

There are still 13% million "employed" who want to work full time but
have only part-time work.

One out of every eight teenagers who are looking for work (half of them
only for part-time work) can't find it.

Negroes still constitute one-fifth of the unemployed-double their share
of the labor force. There are 200,000 unemployed Negro teenagers highly
concentrated in poor neighborhoods.

Over 3 million household heads are working full time but still living in
poverty.

Related considerations prompt my finding-substantial explanation of the em-
ployment successes of the past 5 years and much of the promise for the future
not only in fiscal and monetary policies which affect employment by what they
do to the economy but also in manpower development (or, better, human resources
development) programs.

It will follow, in the development of this view, that stabilization and full
employment opportunity are coordinate objectives; that neither should be 'or
need be compromised to achieve the other; that stabilization policies will be most
equitable, constructive, and effective as they take fullest account of the employ-
ment objectives, and vice versa. Just as full use of the human resources potential
of the country depends upon a combination of different policies and programs,
so the most effective defenses against inflation include a variety of safeguards.

Now in a little more detail-but with the anticipation of Commissioner Ross'
developing the more persuasive Bureau of Labor Statistics data:

1. Employment, unemployment, and underemployment
Five years ago (when the jobless rate was at almost 7 percent) or even two

(when it was still at 51½ percent), the national purpose was necessarily and
properly concentrated on strengthening and invigorating the economy so that it
would produce the large number of additional jobs which were needed. If there
were even then-and there were-particular concentrations of the unemploy-
ment problem, there was at the same time so general a job shortage that it had
to be met on the broadest possible basis.

Chairman Ackley has hardly suggested the historic proportions of the de-
cisions-made by an informed public through an enlightened Congress inspired
by strong Presidents, advised by wise economic counselors-to make the economy
a better servant of human purpose through the adoption of appropriate fiscal,
monetary and budgetary policies. The increase in employment (most of it in
full-time employment) by 2.4 million from December 1964 to December 1965, and
the reduction in overall unemployment during that year from 5 to 4.1 percent,
is only the latest index of the effectiveness of those decisions. They benefited in
special measure, furthermore, those groups (unskilled workers, younger workers,
and nonwhite workers) who had been bearing the brunt of the unemployment
burden.

It takes nothing from the magnificence of those decisions that the country
decided at the same time to do something more about some other things which
bore either directly or indirectly on employment. This course of action included
enactment of the Manpower Development and Training Act of 1962 and its sub-
sequent amendments, the Vocational Education Act of 1963, the Education Acts
of 1964 and 1965, the executive orders assuring equal employment opportunity
and title VII of the Civil Rights Act of 1964, and the Economic Opportunity Act
of 1961.
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So, simultaneously with the tax cuts, a series of revolutionary manpower pro-grams were undertaken to upgrade workers' skills and improve the matching of
workers to jobs. These innovations reflected a recognition that large numbers of
persons would benefit from enlightened fiscal policy only as they were freed fromthe effects of unenlightened racial prejudice, lack of education and training, andthe larger mobility of industry than of people. The concept of an active man-power policy, geared to the individual and the locality, was recognized as anecessary component of overall national economic policy. It has become clearer
that economic growth and stability require increasing the employability of
workers and reducing to a minimum the human dislocations of a rapidly chang-
ing economy.

As nearly as can be measured, these programs resulted in approximately half
of the reduction in unemployment in 1965. And those directly affected by these
-programs were almost exclusively men and women, and especially boys and girls,
who would have been least affected, so far as employment was concerned, by the
expansion of the economy.

At the end of 1965, over 100,000 men and women were being trained for future
employment under the Manpower Development and Training Act, and 50,000 long-
term adult unemployed who had previously been on public assistance were en-
rolled in the antipoverty work experience program. There were also between
10,000 and 40,000 otherwise unemployed individuals involved at some time during
the year in implementing community action programs at the local level.

At the end of 1965, about 150,000 boys and girls 16 to 21 years of age were
working in the Neighborhood Youth Corps, which provides work for students
from poor families, including many in school who could not otherwise stay there.
Another 17,000 boys and girls were participating in residential worker-training
programs in the Job Corps. And 100,000 college students, many of whom might
otherwise have been unable to continue their studies, were benefiting from the
work-study program which provides part-time work.

The Great Society programs have especially aided young persons. The number
of unemployed, age 16 to 21, was 175,000 less in December 1965 than a year
earlier, even though their number in the labor force was actually greater by
650,000. Much of the drop in the number of unemployed among these young
workers was the direct result of the antipoverty and MDTA programs.

If there should be disagreement about the extent to which the reduction of
unemployment to its present level results from enlightened fiscal and monetary
policies on the one hand, or from manpower, education, antipoverty, civil-rights
programs on the other, there would be no disagreement-or at least very little-
about the coordinate importance of these programs in meeting the unemployment
problems which remain. Continued expansion of the economy will be essential
if use is to be made of the expanding work force. But there is little prospect
of much further reduction in unemployment except as efforts are directed
specifically at the concentrations of unemployment and of unpreparedness which
remain. And the manpower and related programs take on a new significance as
the prospect of manpower shortages in certain areas and occupations develops.

There is not, today, an unemployment problem; there are several very different
ones. That the language offers a single phrase to cover them all, and the
statisticians supply a single figure, and people prefer to have as few problems
as possible-all tends to result in an averaging here of success and failure.

The unemployment rate for adult men (20 years and over) is down now to
2.6 percent, and to below 2 percent for married men. Most of the 1.5 million
in this group (1 million of them married) are seasonally unemployed, between
jobs, or so lacking in qualifications that only extensive basic training will equip
them to hold a job.

The adult women's rate is substantially higher (4 percent), but includes alarger number who are looking for part-time work. In answer to Committee
Member Griffith's question at last week's hearings, our best estimate is that ifthe unemployment rate for women could be reduced to that for men this would
be reflected in an increase of $3 billion in the gross national product.

The unemployment rate for the 20- to 24-year-old group (male) has been
running high (over 5 percent), but there is significance in recent reports indicat-
ing marked improvement in this situation.

Over half of the unemployed now have been out of work for less than 5 weeks-
the first time this has been true since 19.57. Less than 1 percent of those in
the work force have been unemployed for 15 weeks or more. But this is over
600,000 people.
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. Five years ago today, there-were 5,705,000 people in this country looking for
work and unable to find it; over 1,600,000 had been out of work more than 14
weeks. New workers have been pouring into the work force ever since and at an
increasing rate-so that every morning now there are (on the average) over 8,000
more than there were at the end of the preceding day. Yet we have cut unemploy-
ment so that there are today (making the most accurate possible estimate from
last month's figures) 3,300,000 people unemployed (instead of 5,705,000) and
only 600,000 of them (instead of 1,600,000) have been out of work for more than
14 weeks.,

But it is the very magnificence of this broad accomplishment that makes two
failures more acute, and emplhaisizes the necessity of loking behindtlhe camou-
flage of averages that include too many different things.

The unemployment rate for teenagers is now 12 percent. This is four times
the rate for adults. About 800,000 of the 3.3 million unemployed are in this
group, just about a fourth; although they represent less than a tenth of the work
force (about 7 million out of 75 million).

I question the validity of lumping teenagers and adults in our employment
statistics. And these 14 to 19 figures both overstate and oversimplify the
situation.

Half of the 800,000 teenage unemployed are in school and looking only for
part-time work. Their getting it may be the difference between their being able
to stay in school and their having to leave it. This problem is as serious in
some ways as the problem of the unemployed father of seven children; but it is
a different problem, warranting different analysis and different remedy.

Quite different situations are presented, too, by the 14- to 15-year-old group
(which probably shouldn't be in the employment/unemployment statistics at all) -
the 16 to 17 year group (high school); and the 18 to 19 year group (college). I
have asked the Bureau of Labor Statistics to separate these three groups out in
future monthly reports.

One of the significant factors in the 1965.increase of 2.4 million jobs in the
nonagricultural sector of the economy is that about 800,000 of this increase was
in this teenage group. This is a mixed gain. . To the extent that these jobs
went to boys and girls who are out of school (especially those who dropped out
of high school before finishing it) the satisfaction in seeing them employed in-
stead of unemployed is mitigated by the realization that many of these jobs are
unskilled jobs which will soon be replaced by machines, leaving the inadequately
trained boys and girls who now have them unprepared for anything else. To
the extent, on the other hand, that this job increase represents part-time jobs
for boys and girls who are thereby enabled to stay in school, they obviously
represent an unqualified gain.

There is increasing reason to believe that the first 20 years of most American
boys' and girls' lives ought to go into one kind of training or another, perhaps
in some cases into a mixture of education and work but with the emphasis on
preparation. "Later starting" would make more sense today than -"earlier
retirement." A preemployment equivalent of social security would make eminent
good sense. There is encouragement in last fall's college enrollment figures: a
200,000 increase in enrollment figures was anticipated on the basis of the popula-
tion increase in this age group, but the actual increase was 495,000. Perhaps
50,000 of this reflects the decision of some boys to stay in school instead of going
into military service. The rest of it is the antipoverty program at work, and
civil rights maturing into civil results, and the Great Society coming true in
people's lives.

The other "failure"-so far-involves nonwhite employment.
The current nonwhite unemployment rate is 7 percent-down from 9 percent

a year ago, but still twice the white rate. Among teenagers, one of every four
nowhites looking for work is denied it.

This situation is improving. But as the instance of flagrant discrimination
diminishes, the effects of undertraining and inferior education emerge more
sharply. The MDTA and OEO programs are directed increasingly -at compensat-
ing for decades of disadvantage, but the general education system moves ahead on
this front more slowly.

A complex problem-to which the first, easy answers are wrong-is presented
in the increasing evidence of the nonwhite worker's rejecting available unskilled,
low-paid work because he knows he would have 'been equipped for something
better if he had had a fair chance earlier, and because the work is itself a symbol
of previous economic bondage.
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The nonwhite unemployment problem is merging rapidly with the broader prob-
lem of the disadvantaged worker. The number of hard-core unemployed-those
out of work 15 weeks or more-dropped markedly between the last quarter in
1963 and the last quarter in 1965, from over 1 million to 675,000. But this is
still half a million more than the comparable figure for 1953. Any substantial
further reduction in this total depends very largely on special training programs,
usually including basic literacy training.

Continued expansion of the economy remains the central necessity. A decline
in the rate of job creation in the economy would mean losing ground against
the rapid labor force growth.

Yet the availability of jobs, even the availability of training programs, will not
solve all the problems of unemployment.

An effective Employment Service is also important. A special task force on
the Employment Service headed by Dean George Shultz, University of Chicago
School of Business, submitted its report at the end of 1965. This expert group
forcibly recommended that the Employment Service be established as a compre-
hensive manpower service agency providing support for government and private
manpower programs.

Another dimension of program need is reflected in the pilot "human resources
development program" which has been established in cooperation with civic, in-
dustry, labor, and government agencies in Chicago including the Chicago Asso-
ciation of Commerce and Industry, the Illinois Bureau of Employment Security,
the Cook County Department of Public Assistance, the public school system, the
Chicago Committee on Urban Opportunity, the Division of Rehabilitation, the
Urban League, and the NAACP. The needs and capabilities of each individual
are being assessed to develop a plan of action to assist him in the manner best
designed to increase his employability. This includes aid and assistance to
minority youngsters by providing preapprenticeship training to enable them to
be indentured into apprenticeship programs. It also includes enlisting the co-
operation of employers in developing jobs for the disadvantaged.

Representatives of the Department of Labor have met with officials of other
cities including Los Angeles, St. Louis, East St. Louis, Houston, and Rochester,
N.Y., to plan similar programs.

The setting up of Youth Opportunity Centers in over a hundred areas is
another illustration of the program now underway to reach out for those who
today need-to be plain about it-more than opportunity. They need a push
or a pull. Quite a few of them gave up too soon. A full employment program
today is not only an economic program, and not only a manpower program; it is
also a human resources development program.

2. Manpower shortages
Increasing concern is being expressed today about the problem not of un-

employment but of prospective manpower shortages, particularly in certain
areas and occupations.

At the instruction of the 'President, the Department of Labor has recently
instituted, in cooperation with the Department of Commerce and other Govern-
ment agencies, an active program of continuing surveys of possible developing
manpower shortage situations. A recent report, based on a December survey
and subsequent field advice, notes these illustrative items:

Continuing rapid increases in employment (up 570,000 in December,
seasonally adjusted) indicate adequate general labor supply still available.
Number of factory production workers passed 1956 peak for first time.

Average factory workweek (41.7 hours) highest for any December since
1945, but up only 0.2 hours over December 1964. Overtime hours at average
4 (up 0.4) since December 1964.

Employment turnover rates are inconclusive. Quit-rate in manufacturing
(2.2 percent) up from December 1964 (1.6 percent), but well below Korean
and World War II rates.

Few production schedules are being impeded significantly because of man-
power shortages, but production backlogs and unfilled orders are increasing
in a few industries, especially defense-related industries, and metalworking.
In the construction industry, the short supply of certain skilled workers
is resulting in bid rejections caused by too few bidders and sizable dif-
ferences between the low bids and the engineers estimates.

Geographically, the number of areas with very low unemployment rates-
2 percent or less-rose from 8 in November 1964 to 21 in November 1965.
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The number with rates of 6 percent or more declined from 20 to 11.
The most severe labor stringencies appear 'to be in the most heavily in-

dustrialized Great Lakes States, particularly Michigan, Wisconsin, and Illi-
nois. In Massachusetts and California, heavily defense-oriented States, un-
employment rates in many labor areas remained at 6 percent or more in
November 1965.

Occupations in shortest supply are engineers, technicians, draftsmen,
metalworkers, electricians, plumbers and pipefitters, medical and health
workers, and some types of mechanics and repairmen. Local employment

__secvice-offices-received-more-openings --this-December-t-han-in-any-other-De-
cember since 1945.

With the possible exception of metalworking machinery, recent price rises
for industrial products are not believed to be caused by shortages of labor.
However, wage levels for entry level workers and in some low-paying in-
dustries are rising as a result of intense competition for available qualified
workers.

Many employers are scheduding longer woxkweeks, raising the maximum
age at which they will hire new workers, and lowering educational and
experience requirements. Indications are that turnover among many of
these newly hired workers is extremely high, with possible future implica-
tions for costs and prices.

These general surveys are being supplemented by special task force surveys
of particular cities and industries in which there are reports of developing
manpower shortages. The findings of a survey team that looked into the sit-
uation in Milwaukee, Wis., 2 weeks ago are illuminating:

"1. There is no general or critical shortage of manpower yet in Milwaukee.
"2. But the supply of skilled labor has been stretched near its limits; and

there is a real shortage of experienced highly skilled workers, particularly
machinists; also of professional workers.

"3. There is a major problem of finding acceptable workers for entry level
jobs,-and a considerable turnover in entry level jobs.

"4. There is little sign of production being impeded significantly by labor
shortages.

"5. Delivery schedules in a number of plants are being lengthened by 1 to 2
months.

"6. There seem to have been no sharp increases in hourly wages.
"7. Hours of work are lengthening.
"8. The number of unemployed workers in Milwaukee is estimated at approxi-

mately 13,400; the quality of unemployed workers is considered very low by
employers, but this reflects in part previous ability to hire experienced workers.

"9. The Negro labor force is being underutilized."
In general, it is clear that manpower shortages in certain areas and occupa-

tions are now imminently possible. The indications are that these will not be
drastic shortages. But they warrant the immediate stepping up of the available
training facilities.

It is likely, from the available evidence, that this development will mean that
the 1.3 million increase in the work force expected for 1966 on the basis of
population growth will be augmented by the return to employment of approxi-
mately 300,000 who are not now seeking work. Our estimates are that the
number of presently unemployed will also be reduced by approximately 500,000
and that the unemployment rate will drop during the year-assuming fulfillment
of present production prospects-to 3.5 percent or possibly a little less.

Manpower policy, it is now clear, is as important in periods of high employ-
ment as when jobs are hard to find. With rising employment andtightening job
markets, the training programs have become increasingly important in easing
and preventing production bottlenecks, with their consequent inflationary pres-
sures.

The MDTA program is currently being reoriented to meet requirements for
specific skills in current or prospective shortage. During the first 2 years of
operation, its training programs were designed primarily to increase the skills of
the hardcore unemployed so that they could qualify for the job vancancies which
persisted even in the midst of widespread unemployment. The emergence of pos-
sible skill shortages, however, 'has required the broadening of the scope of train-
ing efforts under MDTA to include training persons who are working at less than
their full potential, to enable them to meet requirements for jobs in critical
demand.
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Approximately 35 percent of MDTA training in 1966 will be directed specifically
against skill shortages, 40 percent to the occupational reclamation of the hard-
core adult unemployed, and 25 percent to disadvantaged youth.

S. WVagis
The central point of the past 5 years' history in this country is that economic

forces, like those of nature, can be shaped to human purpose without compromis-
ing the principles of the free society. Three myths have given way before the
exercise of purposive good sense: That there had to be cycles of depression and
prosperity; that the price of technological advance had to be unemployment; and
that poverty was implacable.

Now the question is raised whether the price of prosperity in this country has
to be, as it has so often been in the past, wage and price inflation; or more par-
ticularly, so far as the subject of today's discussion is concerned, whether there
can be full employment without creating wage increase pressures which will lead
to inflationary spiraling.

There is already, at the 5-year point in this period of unprecedented economic
growth, considerable disproof of the theories of the inevitability of wage and
price inflation in a period of advancing prosperity and decreasing unemployment.

Wage increases have stayed in line, in general, with increasing productivity.
In fact, real compensation per man-hour rose at an average rate of 3 percent a
year between 1960 and 1965, which was less than the increase in productivity.

Unit labor costs have remained remarkably level. In manufacturing indus-
tries, they rose only one-fifth of 1 percent a year during the 5-year period between
1959 and 1964. That compared with an average rise in manufacturing unit
labor costs of 3.2 percent a year during the preceding 12-year period. And while
these costs stayed virtually level in this country between 1959 and 1964, they
went up by 11 percent in Japan, 12 percent in the United Kingdom, 15 percent in
Sweden, 21 percent in West Germany, 27 percent in France, and 28 percent in
the Netherlands.

In 1965, just ended, there were larger increases in both wages and prices.than
had been true in the preceding 4 years.

A study of major collective-bargaining agreements negotiated during the first
9 months of 1965 shows annual average wage increases during the period of the
contract of 3.3 percent. (The first year average increase was 4.2 percent, with
substantially lower increases during subsequent years.) This study does not
include fringe benefits in either the increases or the base upon which the increase
percentages are computed.
- Two recent surveys of union wage scale changes in the building and construc-
tion industry (not included in the study referred to in the preceding paragraph)
show that union scales in seven key trades were 3.9 percent higher in January
1965 than in January 1964; and that the rise between July 1964 and July 1965
(using a broader coverage of trades) was 4.1 percent. A comparison of average
hourly earnings in this industry for the year 1965 as a whole shows a substan-
'tially smaller increase over the 1964 average than is reflected in the scale changes.
On the other hand, inclusion of fringes along with the scale changes indicates an
even larger increase than in the wage rates taken alone.

There are no comprehensive surveys of smaller collective-bargaining agree-
ment adjustments (i.e., in terms of number of employees involved) available for
1965. Previous experience indicates that they average less, in terms of wage
and fringe increases, than the major agreements. Preliminary reports on wage
movements in establishments which are not unionized indicate more acceleration,
on the average, than in organized establishments.

The information which is presently available indicates that average compensa-
tion per man-hour in the private economy increased by 3.7 percent in 1965.
Average hourly earnings for factory production workers, including premium pay
for overtime, increased by 3.1 percent (on a December-to-December basis).

This is the wage record to date. It is, in general, a healthy record. The pub-
lic notice which has understandably and properly been focused on those cases
in which there have been excessive wage increases has tended to obscure the
larger fact that the last 5 years have witnessed, overall, an unparalleled dem-
onstration of responsible self-restraint.

The future is less clear.
It is a relevant practical fact that comparatively few major collective-bargain-

ing agreements will be negotiated this year.
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A good deal of significance attaches to the effectiveness with which the pro-
spective, or potential, manpower shortage situation are met. * -

It is plain that there will be a strong interaction between what happens to
prices and what happens to Wages.

Secretary Fowler, Chairman Ackley, and Director Schultze have discussed
with the committee the fiscal measures which the President is proposing to the
Congress to assure continued stable growth.

There have been adjustments in the national monetary policy.
In addition to this, the President and all of the members of his administration

have made clear their commitment-to thleprifciples-of-the-stabilization-policies-
embodied in the President's economic message and in the report of the Council
of Economic Advisers. This commitment is reflected in a series of affirmative,
and in general effective, actions.

The future remains in the hands of the private decisionmakers-which is
right in a democracy. The evidence is that the key decisions will be made re-
sponsible, and with sufficient realization that the historic gains of the past 5
years depend upon the continued exercise of this responsibility.

Chairman PATMANT (presiding). Mr. Ross is to be heard next and
then we will question the witnesses.

Mr. Ross. Thank you, Mr. Chairman.
I have submitted 'to the committee a statement of approximately 75

pages which I do not plan to read in full. May I ask that it-be entered
into the record?

'Chairman PAT3MAN. It will be inserted in the record at this point.

PREPARED STATEMENT OF ARTHUR M. Ross, COMMISSIONER, BUREAU OF LABOR
STATISTICS, U.S. DEPARTMENT OF LABOR

The Economic Situation in 1966

SUMMARY STATEMENT

This is my first opportunity, as the newly appointed Commissioner of Labor
Statistics, to appear before this distinguished committee. I hope it will not be
out of place if my initial comment emerges from 25 years as a professional econo-
mist rather than 3 months as a Government servant. Over the past two decades,
I have followed the hearings and reports of the Joint 'Economic Committee With
great interest and-unfailing respect. Along with the rest of the profession I have
come to realize how much the 'country owes to this committee, as well as the.
Council of Economic Advisers, for indispensable contributions to economic under-
standing and policy. The Joint Economic Committee has truly served as an in-
strument of public education as well as policy review.

For this reason, I was greatly complimented by the committee's request to pre-
sent a report on the current economic ,situation with particular reference to em-
ployment 'and unemployment, Wages and fringe benefits, productivity and prices.'
The invitation was doubly welcome because, as I have been reiterating rather
tiresomely since the end of October, the Bureau has a duty not only to collect and
disseminate statistics but also to analyze and interpret them.. This duty has been
heightened by the vast operating responsibilities which have been assigned to
the Department of Labor under the leadership of Secretary 'Wirtz. It is equally
important because the Bureau serves as the principal source of economic intelli-
gence for management and labor, the Congress and the administration, the press,

- the universities, and numerous other clienteles.
The Bureau is not a policymaking agency but we do desire to present our sta-

tistics and reports in a form which will have the greatest meaning and utility for,
decisionmakers in private ard public life.

The Bureau's report therefore attempts to explain the chanfges 'in employment,
wages, prices, etc., which have taken place during the past year. It undertakes,
to predict the course of developments throughout 1966. It points up the problems
which Will be encountered in maintaining economic eipansion, preserving a sub-
stantial degree of price stability, and offering employment opportunity not only
to those With attractive'qualifications but to all who are entitled to it as a matter
of right. My oral' summary this morning Will deal principally 'with the economic
prospects for 1966 as we view them.
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An unemployment rate of about 4 percent can hardly be regarded as exhaustion
of manpower reserves to a point where further economic expansion must be
reduced to a pace governed by future enlargement of the labor force. Apart
from the persistence of high unemployment rates among Negroes, teenagers, andunskilled laborers, we should note the great variations from one area to another.
If New York and Los Angeles have unemployment rates twice as high as Mil-waukee and Detroit, if Scranton and Wheeling have rates four times as high as
Lancaster and Cedar Rapids, it would be difficult to argue that manpower re-
serves have been exhausted. In any case the statistics do not show the extent
of underemployment nor the possibilities of upgrading the skills and contribu-tions of workers.

Our expectation is that the unemployment rate can be reduced to about 3.6
percent by the end of 1966. This figure results from our projection that realoutput can be increased by slightly more than 5 percent over the course of theyear, and that productivity per man-hour-which I will discuss shortly-will
advance by 2.8 to 3.0 percent in the total private economy. We calculate thatthe total labor force will rise from 79.4 million in December 1965 to 81 million
in December 1966, about 300,000 more than the increase which might have been
expected on the basis of the long-term trend. These additional 300,000, we
believe, will be drawn into the labor force by the attraction of abundant employ-
ment opportunity.

If the military services expand in accordance with our present understanding,
the civilian labor force will rise from 76.6 million in December 1965 to 78 million
in December 1966. Civilian employment will rise from 73.4 million to 75.3 mil-lion; and unemployment will fall from 3.1 million to 2.7 million. (The monthlyestimates are seasonally corrected.)

A forecast of this kind can only be approximate within a range of one or two
tenths. Needless to say, any important change in military manpower plans,defense procurement, or the scale of hostilities in Asia would affect the pro-
jections.

I would not want to suggest that the anticipated Employment increase ofnearly 2 million for 1966 can be achieved as easily as an increase of even greater
magnitude was accomplished in 1965. On the contrary, our projections assume
that unpresedentedly vigorous measures will be taken to reconcile the character-
istics of manpower demand and supply. For the fact is that they match ratherpoorly as we look ahead further into the year.

Up to the present, manpower shortages have been only spotty and have beensubject to considerable exaggeration. But as the year progresses, three types
of employees will become increasingly difficult to find: (1) engineers, scientists,
doctors, economists, and other professionals; (2) skilled tradesmen in metal-
working and construction; and (3) poorly paid but essential workers forhospitals, rest homes, restaurants, laundries, and other services establishments.

The labor supply will consist of the present unemployment plus the new addi-tions to the labor force. While there were 3 million unemployed in January,
900,000 of these were teenagers. Those under 18 were mainly in school and
seeking part-time work. Many of the 18- and 19-year-olds wanted full-time
work, but this group, in general, does not have industrial skills or professional
training. Another 900,000 were adult women, unaccustomed to heavy industrial
employment where so many jobs are developing. About 300,000 were awaiting
recall from temporary layoff or had already lined up jobs to begin in the future.
About 300,000 had been out of work more than 26 weeks, an indication of severe
economic handicaps in the active job market of 1966. (Note: There is some
overlapping among these categories; they should not be added together.)

The expected increase in the labor force also requires careful analysis. Onthe basis of the long-term trend and the age profile of the population, one would
have expected a net increase of about 650.000 males and an equal number offemales. More than one-third would be teenagers, the majority in school anddesiring part-time work. This picture will change as a result of military in-
ductions and the attraction of extra people into the labor force. Inductions willreduce the number of draft age men available for civilian jobs. We expect-
that an extra 300,000 individuals'will enter the labor force, but these will consist:mainly of women and teenagers, along with some middle-aged and older men.who may come out of retirement.

It is quite obvious that the matching of manpower requirements with avail--
able workers will require the most vigorous efforts. Training and upgrading-
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programs of all types will have to be accelerated. Jobs will have to be re-
designed. Educational and experience requirements will have to be reappraised.
Substandard wages and working conditions in many establishments will have
to be improved. Workers will have to be drawn out of surplus areas into
shortage areas. Women, young persons and older workers will have to be used
in jobs where they have not previously been employed. It can be expected that
overtime work and moonlighting will become more common.

The implications concerning Negro employment are equally obvious. Pro-
fessionally trained Negroes have good opportunities, but only a small percentage

- -of -Negroes -have-professional-training-a "yt. AhiF8 percetof Negro male
employees are construction or metal craftsmen, as compared with about 14
percent of white male employees. Negroes are generally welcome in the low-
paid service occupations, it is true, but are increasingly reluctant to settle for
substandard wages and working conditions.

Thus, further progress toward full employment will not be easy. But there
was never any reason to assume that the goals of the Employment Act could
be achieved without difficulty or strenuous effort. On the contrary, the lesson of
American as well as foreign experience is that effective manpower utilization
programs are most necessary, and can be most successful, as full employment
is approached. I have always believed that a full employment goal-in terms
of an unemployment ratio-cannot be defined in vacuo. It depends on the
intensity of efforts to overcome the obstacles which lie in the path. In the last
analysis, therefore, full employment is a political rather than a statistical
concept.

The report discusses numerous measures of compensation and attempts to
show how they are related. For contracts negotiated during 1965, wage in-
creases scheduled to go into effect within 12 months from the date of settlement
averaged 3.9 percent. But when all wage increases to become effective during
the life of each agreement are averaged over the life of the contract, the average
is 3.3 percent per year. Our information on fringe adjustments is not good, but
they were probably somewhat greater than wage adjustments. We do know
that union wage scales in construction rose 4.1 percent between mid-1964 and
mid-1965, while increases in total compensation averaged 4.8 percent for that
industry.

While union wage increases during 1965 were greater than in previous years,
this tendency was even more pronounced in the case of nonunion employment.
The southern textile industry, for example, granted three rounds of wage in-
creases in a period of approximately 18 months. We also find that earnings for
a selected group of occupations have been rising more rapidly in the less unionized
areas than in the more highly organized areas.

Practically all measures of wage change have been moving up more rapidly
in recent years, but two other facts-should be pointed out in order to put the
situation in perspective. First, current increases are considerably less than
during the 1955-57 period, when unemployment averaged slightly more than 4
percent of the labor force. (Negotiated wage adjustments averaged 5.4 percent
in 1955 and 1956, as compared with 3.9 percent in 1965.) Second, built-in esca-
lation of the wage structure (resulting from oversized adjustments in pattern-
making situations, large deferred increases, and widespread cost-of-living
clauses) is by no means as great as during the Korean war or the 1955-57 period.

Under these circumstances, we do not anticipate that this year's compensation
increases will differ very much from last year's except that new social security
taxes, equivalent to about two-thirds of one percent, have gone into effect, and
nonunion rates will probably go up more rapidly, especially in low-wage indus-
tries. Predictions concerning organized workers can be made with some assur-
ance. Over 4 million workers will receive deferred increases, averaging about.
3.2 percent, under collective agreements. Two million of these will obtain an-
other 2 or 3 percent in accordance with escalator clauses. Relatively few major
contracts are subject to renegotiation; these are concentrated in electrical prod-
ucts; communications, air transport, coal mining, railroads, and west coast
longshoring.

As the committee knows, unit labor costs are affected not only by changes in
compensation but also by movements of productivity. The increase in produc-
tivity for the private economy as a whole was 2.8 percent in 1965, a lesser rate
of advance than in the previous several years. Since output per man-hour con-
tinued its rapid advance in agriculture, the retardation took place in nonagricul-
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tural industries, where the rate of increase was 2.4 percent. Within the latter
category, productivity in manufacturing continued to increase more rapidly than
in nonmanufacturing industries.

Evidently pressure on resource supply, especially in trade and service indus-
tries, was beginning to be felt during 1965. This pressure will certainly continue
throughout the present year. On the other hand, the cumulative impact of the
1964-65 investment boom, and the incorporation of new technology, will serve to
maintain the rate of productivity advance. Our estimate is that the increase
in output per man-hour for the total economy will be about 2.8 to 3 percent in
1966.

Finally, a word about retail and wholesale prices in 1965 and the prospect for
1966. The 2-percent rise in the Consumer Price Index between December 1964
and December 1965 was dominated by higher prices of meats and consumer serv-
ices, including household, medical, and transportation services. Eggs, footwear,
fuel, and tobacco products also contributed to the increase. Some observers have
suggested that if the Bureau were to make greater allowance for quality improve-
ments, the recorded increase would not be so high. It is not at all evident,
however, that significant quality improvements were made during 1965 in the
consumer goods which advanced in price (with the notable exception of cigarette
filters). The quality of consumer services deteriorated, if anything. Quality
improvements were involved in the 1-percent decline in the price index for
durable consumer goods. although the removal of excise taxes was chiefly re-
sponsible for the reduction.

At the wholesale level, price increases of livestock, poultry, and eggs at the
farm, and processed foods at the next stage of production, accounted for the bulk
of an over all 3.4-percent increase. Other important components which advanced a
in price were metalworking machinery, nonferrous metals, lumber, and petroleum
products. A dramatic increase in hides and skins had little effect on the whole-
sale index but did contribute to the rise in leather and shoe prices.

Construction costs rose about 4 percent as a result of higher costs for labor
and various building materials.

Looking ahead into 1966, it is likely that price problems will be largely con-
centrated in the same sectors where they were located in 1965. Meat prices will
continue to advance for some months at least, although probably at a slower rate.
Fruit and-vegetable prices, which declined in 1965, are impossible to predict.
Various raw materials and industrial products are moving up to a certain extent.
Whether these increases can be insulated from the consumer depends on whether
other costs can be held in check and whether the President's appeal for price
and wage restraint is heeded. In view of efficient new capacity, ample supply
of products and high profit levels in consumer durable industries, one is entitled
to optimism about the prospects of price stability there. The substantial offset
against price advances elsewhere afforded by the elimination of excise taxes
will not be available this year, however. And as I emphasize in the body of the
report, consumer services will continue to be a problem area.

It seems evident to us that the pressure of demand this year will require the
strongest vigilance to prevent excessive and harmful price increases.

In submitting our report, I know that the committee is aware that economic
projections have a certain margin of error in any circumstances and >are more
than usually hazardous amidst the uncertainties of the present moment. I re-
gret that our information on certain subjects-such as fringe benefits, job
vacancies, and industry changes in productivity-is not what is should be. We
are proposing to improve our program of data collection and analysis in these
and other respects during the forthcoming fiscal year.
. Notwithstanding these deficiencies, I hope that the body of our statement

will contribute to the discussion of this year's splendid Economic Report.

I. THE EMPLOYMENT SITUATION

The year 1965 witnessed great improvements in the Nation's employment
situation. The annual rise in civilian employment was the largest since 19.56. -
This in itself was unusual coming after a long span of good years. But as the
year progressed, the demand for labor accelerated, and in December was stronger
than at any time during the year. By the fourth quarter of 1965, employment
had reached an alltime high of nearly 73 million, and the total unemployment
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rate was down to 4.2 percent,.' its lowest quarterly average since the spring of
1957. The rate has since declined further.

This rapid economic growth, combined with increases in the defense program,
resulted in a steadily tightening job market. Although there was no general
labor, shortage, stringencies in some occupations, industries, and areas became
evident by the end of the year.

The 1964-65 gain in employment deserves special attention. When the year
opened, the uptrend in employment had persisted longer than in any previous
cycle since World War II. The annual average gain from 1963 to 1964 had been

-substantial-(*5-million-)-,-but-it-was-greater-in-1965,-even-exceeding-the-1958-59-
gain when the economy was recovering from a recession. Moreover, the up-
trend actually steepened somewhat as the year drew to a close.(chart 1).
Pull-time and part-time employment

While voluntary part-time.employment continued to rise in line with long--
term trends, the extra growth in employment during the past 2 years was in
full-time jobs. This was a sharp departure from earlier postwar trends. To
illustrate this point, from 1963 to 1965 the number of workers on full-time
schedules rose by 31/4 million, while the number of voluntary part time advanced
by 800.000. This was a ratio of 4 to 1. From 1956 to 1963, on the other hand,
the ratio was only 11/2 to 1.

The accelerated growth in full-time employment since 1963 can be attributed
mainly to stronger demand for labor in the goods-producing and related indus-
tries. These developments had several important consequences.

1. The number of nonfarm workers on part time for economic reasons (such.
as slack work or inability to find a full-time job) was reduced by 350,000 as
workweeks were lengthened and more full-time jobs became available. By the
fourth quarter of 1965, the number involuntarily working part time had been
reduced to 1.8 million, a 10-year low.

2. A 10-year uptrend in unemployment was reversed. After recovery from
each of the 1954, 1958, and 1961 recessions, the unemployment rate had leveled
off at a higher point than before the recession began. In early 1964, however, a
trend began which moved the rate below its pre-1961 recession levels by the end
of 1964 and returned it to the average 1955-57 rates (4.2 percent) by the end of
1965. Thus, the interim goal has been achieved (chart 2).

3. The reduction in unemployment for full-time workers and for adult men
was sharper than for the labor force as a whole. The unemployment rate for
full-time workers, which had been .very close to the total rate in early 1963,
was 0.5 percentage point below in the fourth quarter of 1965. The jobless rate
for men 20 years of age and over went below 3 percent for the first time since
October 1953.

Manufacturing employment
Employment growth in this sector had accelerated in 1964, stimulated in large

part by the tax cuts, but even the impressive performance of 1964 was exceeded
in the following year. In 1965, expansion in the demand for goods was strong
enough to boost employment and hours of work, even though productivity con-
tinued to rise. As a result, manufacturing employment expanded by 700,000 to
a record high of 18 million, accounting for nearly one-third of the expansion in
nonfarm employment over the year.' Moreover, the expansion in factory em-
ployment accelerated in the fourth quarter. Nearly every manufacturing indus-
try reflected the yearend pickup in employment, with especially strong gains in
machinery, transportation equipment, electrical equipment, and fabricated
metals.

The unemployment rate in manufacturing fell very sharply over the past 2
years, reaching 31/2 percent in the final quarter of 1965, its lowest level since
the Korean war. In late 1965, the hiring rate was at its highest and the layoff
rate at its lowest point in over 12 years. The quit rate began to rise, after a
long period of stability, also indicating the greater availability of job oppor-
tunities.

' Annual data cited In this section are averages of the 12 monthly figures. Data forspecific months and quarters are seasonally adjusted.
2 The Industry employment figures are based on establishment reports of the numbers ofemployees on payrolls. The figures cited are preliminary annual averages of the data for12 months. In most industries, changes in employment from December 1964 to December1965 were greater than year-to-year changes in the annual averages.

59-311-66-pt. 2--9
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The number of factory production workers advanced by 600,000 to 13.4 million
from 1964 to 1965. The 1963-65 developments for production workers were in
sharp contrast to the trend of the preceding decade. From the end of the
Korean war to 1963, the number of production workers had moved unevenly
downward. In the recovery periods following each recession, the numi er of
production workers had leveled off below the prerecession peak. With the
1963-65 upsurge, production worker employment surpassed the 1960 cyclical
peak and approached the 1956-57 highs. However, it still remained wvell below
the 1953 peak and even further below the World War II high.

Employment growth among nonproduction workers in manufacturing was
somewhat smaller between 1961 and 1965 than in previous expansionary periods.
This development, together with the recent surge in production jobs, has halted
the advancing ratio of nonproduction workers to all employees in manufacturing.
This proportion had increased over the postwar period-from 16.4 percent in 1947
to 26 percent in 1961-but held steady in the 1961-64 period and actually dipped
to 25.6 percent in 1965.

The factory workweek rose sharply in 1965, accompanying the gains in employ-
ment. The evidence suggests that the upturn in overtime, which began in the fall
of 1964, represented mainly a normal adjustment to the Nation's vigorous eco-
nomic expansion, and was not a result of shortages of labor. Increases in hours
in 1965 were attributable to a need for immediately available labor input. Since
employment gains also accelerated during the year, there was clear indication
that employers could find and would hire new workers.

The workweek of production workers in manufacturing industries averaged
41.1 hours in 1965, an advance of nearly one-half hour from a year earlier and
the highest level recorded since World War II. Increases in the workweek
occurred in virtually all major manufacturing industries, and were especially
large in the durable goods industries. The entire rise in the workweek took
the form of overtime work at premium pay. Overtime averaged 3.6 hours per
week, up one-half hour from 1964, and was at its highest level since this series
originated in 1956.

Employment advances in other industries
The service-producing industries continued to provide large numbers of new

employment opportunities. Both retail trade and State and local government
expanded their employment by about 400.000 between 1964 and 1965, somewhat
more 'than in the previous year, and reached new alltime highs.

An increase of 85,000 was recorded in transportation and public utilities. This
was the second consecutive year of expansion. but, at 4 million in 1965, employ-
ment in this sector averaged 200,000 below 1957 levels. The impetus for the
1964-65 gain was provided by motor freight, air transportation, and communica-
tions. These gains more than offset the continuing secular decline in railroad
jobs.

Employment in contract construction rose by about 150,000 to an alltime high
of 3.2 million. Rising commercial and industrial construction, which reached a
new high, more than offset a slowdown in housing starts.

Mining and agriculture were the only industry divisions that did not contribute
to the employment expansion in 1965. Mining employment has shown little
change since 1963, apparently stabilizing at about 630,000 after a long-term de-
cline. Agricultural employment was reduced by 200,000, about in line with long-
run trends.

Major occupational developments
Mainly reflecting developments in manufacturing and construction, blue-collar

employment rose 900,000, the largest gain since the Korean war. About half
of the rise occurred among semiskilled operatives, with employment reaching
a record. high of 13.4 million. Since 1961, employment of workers in the semi-
skilled occupations has grown steadily, but it was not until the first quarter
of 1964 that their jobless rate 'began a sustained downtrend. By the fourth
quarter of 1965, it had been reduced to 4.9 percent, its lowest level since 1953.

There was also a substantial employment advance-250,000--for skilled crafts-
men in 1965. Employment in this occupation reached an alltime high, and by
yearend the jobless rate fell below 3 percent for the first time in 12 years.
- Unskilled workers found more new employment opportunities than in any year
since 1951. The employment of nonfarm laborers, which had shown no persistent
trend from 1952 to 1964, rose by 250,000 in 1965, with a high proportion accounted
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for by teenagers. The jobless rate for laborers was reduced to less than 8 percent
by the end of 1965, a 12-year low. Most of the additional jobs were in the service-
producing industries, which are less affected by technological innovation.

White-collar employment continued its long-term uptrend, rising by about
1 million. The steady growth in the white-collar occupations in the last two
decades has closely paralleled the very rapid rise in the service-producing indus-
tries. Nearly 75 percent of all white-collar workers are employed in trade,
finance, insurance, and real estate, miscellaneous services, and government.
Clerical employment in the past year expanded by almost half a million. This
was-the-largest gain in-nearlya-de-caUdei aifodlowed a rif0400O0h-tween
1963 and 1964. Over four-fifths of 'the 1965 increase was among women. Sales
employment in the past 2 years advanced by 350,000, with most of the gain in the
last year. The healthy economic climate in manufacturing and trade contributed
to the rise in this occupation, where employment had been on a 4-year plateau.
Both sales and clerical employment were at alltime highs.

The demand for professional and technical workers remained high in 1965,
as 350,000 workers were added to this occupation.. Over the postwar period,
professional workers have been the fastest growing of all occupations, expanding
at an average rate of 300,000 per year.

The only white-collar occupation which showed an employment decline was
managers, officials, and proprietors. In this group, a drop in self-employment
offset small increases among salaried managers.

Annual employment growth in the service occupations, which had averaged
some 200,000 workers since 1961, slowed to 100,000 during 1965 because of a slight
decline among private household workers (reflecting improving opportunities
in other occupations) and only a moderate advance (150,000) in the other service
occupations.

Unemployment-Substantial improvement but continuing probleis
Improvements in the unemployment picture in 1965 were evident throughout

the labor force. For adult men, full-time workers, and blue-collar workers, un-
employment rates were reduced below those prevailing during the 1955-57 cycli-
cal peak (the last time the total rate was as low as 4 percent). The same was
true for married men; their jobless rate was below 2 percent by yearend. (Chart.
2.) In addition, there were significant reductions in unemployment for adult
women, continuing the trend which began in the spring of 1964.

Pockets of high unemployment still remained as 1965 came to an end. Despite
notable improvements, the problem of providing jobs for the long-term unem-
ployed, teenagers, and Negroes continued to require serious attention.

The long-term unernployed.-The average number of persons unemployed for
15 weeks or longer was down to 675,000 in the last quarter of 1965, accounting
for one-fifth of total unemployment. (Chart 3.)

Declines in long-term unemployment actually accounted for nearly half of the
total reduction in unemployment over the past 2 years.. In absolute numbers, the
net decline in the total seeking work 15 weeks or longer was 350,000. A large
part of the drop was among those out of work 6 months or longer. Negroes,
older workers, and unskilled workers shared in the improvement.

Despite these recent declines, the number of long-term unemployed was still
about 200,000 higher than in the boom year of 1956 and about 500,000 higher than
in 1953. The burden still falls disproportionately on unskilled and semiskilled
manual workers and on those with no previous full-time work experience. These
three groups accounted for one-half of the long-term unemployed as contrasted
with only one-fourth of the civilian labor force. Similarly, while improvements
have been noteworthy among Negro workers, they were still represented dispro-
portionately among the long-term jobless.

As long-term unemployment declined, "frictional" or short-term unemployment
constituted a greater share of the total number iof unemployed. For the first
time since 1957, fully half the unemployed had been seeking work less than-5
weeks. A large and growing proportion of the unemployed were youngsters
looking for part-time work or their first-full-time jobs, women reentering the
labor force in search of work, or persons who had quit, one job to look for an-
other. Because this kind of "frictional?.' unemployment is inherent in the oper-
ations of a free and dynamic labor market, it is more difficult to -reduce.
However, 'there is no fixed level of frictional unemploynient. When the demand
for labor intensifies, less time is lost between jobs or in finding' a first job, and
frictional unemployment declines.
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Teenage jobseekers.-The unemployment rate of teenagers rose betwen 1962

and 1963 and remained at very high levels in 1964, as their numbers in the labor
force grew markedly. Teenagers did not share in the general reduction in job-

less rates in 1964 and early 1965. (Chart 4.) This disappointing record, to-

gether with the fact that so many more would be reaching age 18 in 1965, had

aroused great concern about their job outlook. As a result, extraordinary ef-

forts to find jobs for young people were undertaken by governments, private in-

dustry, and community organizations. Enough jobs were provided to absorb

the record number of young workers entering the labor force, and teenage unem-
ployment remained unchanged at the 1964 average level of 1 million.' This must

be credited as one of the major achievements on the job front during 1965.
As had been expected, an unprecedented number of teenagers were added to

the labor force in 1965 (550,000 on an annual average basis), but the surprise
was that an equal number obtained jobs. The over-the-year employment rise

was the largest ever recorded and brought the number of employed 14-to-19-
year-olds above 6 million for the first time. Teenagers, who represent less than

10 percent of total employment, accounted for 30 percent of the 1964-65 em-
ployment increase.

Although there was no reduction in the number of teenagers unemployed, the

jobless rate declined slightly-from 14'/2 percent in 1964 to 13 percent in the sec-
ond half of 1965. At this level, it was more than three times the rate for all
workers. Thus, despite their success in finding jobs during the year, the un-

employment of teenagers continued to represent 'a major problem. Moreover,
their continuing high rate of labor force entry insures that it will remain a prob-
lem throughout the 1960's. During the school years, about half of the teenage
unemployed are students seeking part-time jobs.

Nero workers.-Negroes benefited considerably in 1965 from the economic

expansion and the various manpower programs. Although they still accounted
for one-fifth of the unemployment total in late 1965 (twice their share of the
labor force), their unemployment rate fell below 8 percent for the first time since

1957.4 Adult men accounted for most of the improvement. On the other hand,

there has been no gain in the employment situation for nonwhite youngsters. As
in other recent years, 1 out of every 4 Negro 14-to-19-year-olds in the civilian
labor force was unemployed in 1965; the number looking for jobs averaged about
200,000. The problem of Negro youth unemployment is magnified -by its heavy
concentration in the poorer neighborhoods of large cities.

One important reason for higher jobless rate of Negroes is the concentration
of Negro workers in occupations most susceptible to unemployment. Despite

continuing progress in upgrading Negro workers, even in 1965 they were still
highly concentrated in unsteady, low-paying, unskilled jobs. The upgrading

during the last 5 years has been a relatively slow process, moving the propor-
tion of nonwhite workers in white-collar and craftsmen occupations from 23.8
percent in 1960 to 27.4 percent in 1965.

Emerging manpower shortages
With the sharp rise in employment and the continuing decline in unemployment,

specific manpower shortages have begun to appear. The expected pressure of

demand in 1966 resulting from economic growth, together with the expanding out-
lays and rising military manpower requirements of the Vietnam conflict, requires

a careful review of the balance between manpower demand and supply.
Evidence of shortage may appear in many ways: difficulty in meeting produc-

tion schedules; a slowing down in employment growth accompanied by rises in

hours of work; sharp increases in earnings; rises in the quit rates; increases in

unfilled job openings and declines in applications for employment. These signs
of shortages may be reflected in a group of workers, an area, an occupation, or an
industry. Each piece of evidence has its own significance, and each must be

analyzed separately, since rarely do all the signs point in the same direction. A

more detailed explanation of what some of these indicators showed in 1965 may
help to clarify the present situation.

a During the school year, teenage unemployment averaged about 800,000, including about
450,000 who were seeking part-time work. The annual average is swelled by those entering
the work force in the summer months to look for temporary jobs.

' Statistics for all nonwhite persons have been used to depict the employment situation
for Negroes. Negroes represent about 92 percent of all nonwhites In the United States.
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Employment growtlu.-The rapid and widespread employment growth in 1965
shows that labor shortages did not develop to the point where employers were
unable to find the workers they needed.

The over-the-year increase in employment of adult men, however, is one sign
of the tightening situation and provides some cause for concern. The number of
adult men employed in December 1965 was only 400,000 greater than in December
1964. During the previous year the corresponding increase had been 700,000.

The retarded increase in employment of adult men was not entirely unexpected,
however, *in view of the very low unemployment levels obtaining throughout
1965.-In December-1965, theseaasonallyadjusted rate of unemployment for adult
men was 2.6 percent, the lowest level since the latter part of 1953. This lower un-
employment partly reflects the results of increased draft calls. While about 1.2
million adult men are still unemployed, allowance must be made for seasonal and
frictional elements. Of the remainder, some have such severe educational or
other handicaps that they are unlikely to enjoy steady work eveen in the most
active job markets.

Falling unemployment rates for particular occupational groups are also signs
of a tightening job situation (chart 5). Especially noteworthy are the recent
sharp declines among key skilled and semiskilled workers, which not only reached
particularly low levels last year but appear to be headed for further declines.
The unemployment rate for craftsmen was down to 2.8 percent in the fourth
quarter of 1965 (seasonally adjusted) ; this is especially significant because it is
considerably below the 4.1 percent in the fourth quarter of 1964 and the 4.7 per-
cent in the fourth quarter of 1963. Unemployment rates for professional and
technical workers (at 1.4 percent in the fourth quarter of 1965) have been rela-
tively low for several years. On the other hand, the rates for nonfarm laborers
(7.7 percent) and semiskilled operatives (4.9 percent) were still fairly high in
the fourth quarter of 1965. The unemployment rate of 7.7 percent in construction
reflects casual employment relationships and 'high turnover among many con-
struction workers. It does not negate the evident shortage in certain crafts and
localities.

Hours of work.-Hours of work did not increase very much in 1965. The
workweek in manufacturing was 41.4 hours (seasonally adjusted) in December,
only one-fifth of an hour higher than a year previously. In the mining indus-
tries, transportation and public utilities, the workweek was up only fractionally.
In most other industries for which data are.available, there was little or no
increase.

Among the major blue-collar groups, the average workweek for craftsmen and
foremen was 42.3 hours in December 1965. For operatives the average was
41.6 hours, and for laborers, 35.6 hours. These workweeks were virtually un-
changed from the levels of December 1963.

Labor turnover.-Turnover rates-particularly quit rates-provide some indi-
cation that the manpower situation tightened in 1965. The quit rate in manu-
facturing was about 1.9 percent per month, somewhat above the 1.5 percent
average in 1964, and about the same as that of 1955 and 1956, but well below the
2.8 rate during the Korean war and the 6-percent rate during World War II.
Employers still are able to find new workers, since the rate of new hires has also
been rising. In December 1965, for example, the new hires rate (seasonally
adjusted) was a relatively high 3.8 percent, as compared with 2.9 percent in
December 1964.

Differences among industries.-Significant differences in the manpower situa-
tion appear when individual industries are examined. Although there were
widespread reports of labor shortages in many industries, there was little real
evidence that production schedules were being delayed to any significant extent,
with the' possible exception of metalworking and construction in some localities.
This is not to say that employers found all the qualified workers they needed,
for many did not. Mature, experienced and capable workers were increasingly
hard to find in 1965. Nevertheless, the situation did not reach the critical stage.

Concern was voiced in late 1965 about the industries most closely related to
the defense effort-aircraft and parts, ordnance, electronic components and
accessories, communication equipment and private shipbuilding and repair. On
an overall basis, these industires were able to increase their employment sharply
in 1965. In December 1965, employment in these 5 industries reached 1,856,000,
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the highest monthly level since comparable data became available in 1958. Yet
the picture became mixed as the year progressed. Most of these industries com-
plained of shortages of scientists and engineers, technicians, draftsmen, machin-
ists and tool and die makers. At the end of 1965, there were sharp increases
in hours of work. In aircraft, for example, average weekly hours reached 43.6
in December 1965 (unadjusted), nearly comparable to the levels at the time of
the Korean war. There was also a substantial increase in the ratio of unfilled
defense orders to shipments.

Serious manpower problems also began to emerge in the metalworking
machinery industry. Although firms in this industry were able to expand em-
ployment significantly in 1965, weekly hours and overtime hours increased even
more sharply. The average workweek stood at 46.3 hours in December, very
close to the peak level reached during the Korean war. Difficulties in meeting
production schedules, as well as recent rises in the wholesale price index for
metalworking -machinery, were attributed in part to manpower shortages.

Still another industry in which manpower problems emerged during 1965 was
the contract construction industry, although labor stringencies do not appear
to be *as serious as in the other industries mentioned. Employment in this
industry rose by more than 190,000 between December 1964 and December 1965,
and hours of work inched up somewhat during this period. The unemployment
rate for this industry dropped sharply during the year. In construction, as in
other industries, the problem is one of shortages in some areas and some skills,
rather than a general exhaustion of manpower reserves.

Manpower problems also arose in some of the lower paying, nondurable goods
manufacturing industries and service industries. With the sharply increased
demand for workers in durable goods industries. many workers moved from low-
paid employment to more remunerative industries and higher skilled jobs. As
a result it has become more difficult to fill positions in the low-wage industries,
as well as entry-level jobs in the higher wage industries.

Geo graphic differences.-As the manpower situation differed among industries,
so did it vary among geographic areas. Nearly all of the Nation's major job
centers shared in the recent decline of unemployment. One-third of the 150
major labor areas-nearly double 'the number a year ago-aehieved low unem-
ployment rates of approximately 3 percent or less. At yearend, 19 major labor
areas-the lowest number since 1957-remained in the "substantial unemploy-
ment" category, with rates of 6 percent or more, including several in California,
Massachusetts, Pennsylvania, and West Virginia. Within individual cities there
were heavy concentrations of unemployment in some neighborhoods, especially
in the Negro ghettos such as Harlem, Watts, and West Oakland. It should
also be noted that no important labor area was suffering a general labor shortage
at the end of 1965.

The tightest job markets are found in the Great Lakes region (e.g.. Detroit,
Milwaukee. Cleveland, Cincinnati, and Chicago). w here the heavy manufacturing
industries are centered. Estimated unemployment in these areas was in the
neighborhood of 2 to 2.5 percent toward the end of 1965.

In Detroit, 'the unemployment rate in November stood at 2.2 percent. the
lowest since the Korean war. Production schedules in tool and die shops were
being maintained only with great difficulty. Construction of hundreds of dwell-
ings was 'being delayed by a shortage of carpenters. In the auto industry, how-
ever. overtime was being used successfully to maintain production schedules. In
an attempt to solve their manpower problems, many employers in the area
relaxed hiring specifications, used extensive overtime, and engaged in nationwide
recruitment and importation of foreign workers; some factories were hiring
women for jobs normally performed by men.

Unemployment in the Milwaukee area was 2.2 percent in November 1965. a 9-
year low for the area. Metalworking establishments in Milwaukee were being
particularly hard hit. Many firms have instituted training programs and have
begun to redesign their jobs for less skilled workers and to relax hiring specifi-
cations. The backlog of orders has grown and delivery dates have been extended.

Although the unemployment rate in Cleveland stood at 2.8 percent of the area's
workforce in November 1965 (only slightly less than in November 1964), labor
shortages were apparently affecting production in tool and die shops, as reflected
by backlogs of orders and longer delivery schedules.
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Unemployment in the Cincinnati area declined from 4.4 percent in November
1964 to 3.2 percent in November 1965. Although wages still appeared to be
relatively stable, some "raiding" of smaller employers was reported, particularly
in machine tool, metal fabricating, and aircraft industries. In these industries,
shortages of workers began to impede production.

In Chicago, the unemployment rate was 2.6 percent in November 1965, con-
siderably lower than the 3.2 percent figure 1 year earlier. Job shortages did
not appear to have significantly restrained the growth pace of the area. Never-
theless, machine and tool and die shops were being pressed -to complete orders
and were-passing-uppopportlinities to bid on others.

Other areas reporting manpower problems of lesser intensity are Boston,
Seattle, Minneapolis, and Houston. In still other cities (including New York,
Pittsburgh, Baltimore, and Philadelphia), there were no indications of serious
shortages. And as already noted, job markets were relatively loose in many
New England and west coast areas. Fresno, Los Angeles, and San Diego, Calif.,
all had unemployment rates of 5 or 6 percent, as did Fall River and Lawrence in
Massachusetts. Other eastern cities, with high unemployment rates included
Altoona, Scranton, Wilkes-Barre, Atlantic City, and Miami. The persistence of
excessive unemployment in these cities, and in the Negro neighborhoods almost
everywhere, clearly demonstrates that a 4-percent overall unemployment rate
does not mean full employment.

Occupational differences.-From what has already been said, it is clear that
three types of occupational shortages emerged in 1965. First were the pro-
fessional employees-engineers, scientists, mathematicians, economists, physi-
cians, nurses, et cetera. Second were skilled craftsmen in metalworking and
construction-machinists, turret lathe and milling machine operators, sheet-
metal workers, shipfitters, boilermakers, welders, carpenters, etc. Third
were low paid but essentially personnel such as hospital attendants, cooks,
waiters, dishwashers, domestics, tailors, and laundry and dry cleaning em-
ployees. Poor wages, unfavorable working conditions, limited opportunities for
advancement, and lack of prestige combined to aggravate the hiring difficulties in
these occupations.

Usefulness of job vacancy data.-The Department of Labor has made experi-
mental job vacancy surveys in 16 areas, and will continue these pilot studies
during the first half of 1966.. Our own surveys corroborate those of. private re-
searchers in showing that .vacancies can be identified and reported; that oc-
cupational, wage rate and other details can be collected so that the character of
each vacancy is accurately defined; that vacancy data can be most helpful in
understanding the situation in specific labor areas, especially when analyzed in
connection with related labor turnover and unemployment data; and that impor-
tant policy implications emerge. Examination of such data helps to indicate
areas where manpower demand is seriously, deficient; areas with a serious im-
balance between the requirements of available jobs and the qualifications of
available workers; vacancies which cannot be filled because of low wages and
other unattractive conditions; situations where training and upgrading of
workers must be accelerated and hiring specifications must be relaxed; situa-
tions where workers should be encouraged to come in from other areas; situa-
tions where workers must be moved more expeditiously from declining to expand-
ing .industries; and so on.

Thus the value of continuing, comprehensive knowledge of job vacancies-
with occupational, wage rate and other dimensional detail-seems quite evident.
The Department of Labor is proposing to initiate a full-scale program of job
vacancy surveys in fiscal 1967.
Prospects for 1966

Rising manpower requirements of the Armed Forces and defense industries,
combined with continued economic growth, will give rise to a greater-than-normal
expansion of the labor force, raise employment levels and reduce unemployment
rates below their present levels.

Labor force expectations.-Past trends in labor force participation rates of
various age and sex groupings would produce a labor force increase of 1.3 mil-
lion workers between 1965 and 1966. These trend projections would be valid if
we could assume that the present size of the armed services and the overall un-
employment rate of about 4 percent were to continue unchanged. In that case,
the expected increases in civilian labor force and employment would be ap-

0
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proximately equal to the growth in the total labor force. The 1.3 million trend
increase would consist of the following broad groups:
Total change ------------- ------------------------------------ 1,310, 000

Males, total-------------------------------------------------- 650,000

14 to 19_------------------------------------------------ 270, 000
20 to 24_------------------------------------------------ 150, 000
25 plus------------------------------------- 230, 000

Female, total------------------------------------------------ 660, 000

14 to 19- -__________________________________ 190,000
20 to 24_------------------------------------------------ 100, 000
25 plus- -_-- - 370,000

We already know, however, that some of these assumptions, made for the
purpose of long-range projections, will not hold in 1966. The armed services are
expanding, rapid employment increases are occurring in some sectors of the
economy, and the unemployment rate will surely decline below 4 percent. Con-
sequently it must be expected that labor force and employment growth will
diverge from the projected long-term trends during 1966.

The Armed Forces are scheduled to increase to 3.0 million by June 30, 1966,
and to average 3.0 million during the year, as compared with 2.7 million in 1965.
The additional 300,000 will count against the expected labor force growth of
420,000 males under 25 years of age. Rising demand for higher education, as
well as increasing draft calls, has apparently boosted the number of young men
enrolled in college on a full-time basis beyond expectations. Here, again, the
expected net gain in the number of young men in the civilian labor force is
reduced. The 1966 increase for this age group may be no more than 100,000 in-
stead of the 420,000 implied by the trend. The 230,000 increase in men 25 and
over will constitute the main additional resource of male workers for the civilian
economy.

Another factor affecting labor force growth in 1966 will be the strong demand
for labor. There is evidence that labor force participation of women and
youngsters responds to improvement of job opportunities. The increase pace of
economic activity in the next year will not only permit the reemployment of some
of the jobless, and absorb the labor force growth expected on the basis of long-
term trend, but will undoubtedly attract additional workers into the job market.

The size of this addition can be tentatively estimated by a previously estab-
lished relationship between deviations from trend increases of employment (in-
cluding Armed Forces) and deviations from trend of unemployment. Based on
observed post-World War II developments, an approximated 3-to-2 ratio has been
found between these two factors. For example, if employment rises by 300,000
more than trend, there would be, on average, a reduction of 200,000 in unemploy-
ment, thus leading to the employment of an additional 100,000 more than expected
from groups outside the labor force.

The increase in demand for workers in 1966 will be substantially above the
long-term trend rate of growth. Given the expected increase in gross national
product and assuming some small increase in average hours of work, as well as an
increase of 3 percent in productivity, civilian employment may rise by 1.8 million.
Together with the 300,000 expansion in the armed services, this means a net
increase of 2.1 million-about 800,000 more than the calculated long-term trend
increase.

If the 3-to-2 ratio of employment to unemployment deviations continues to
hold, the 800,000 additional posts in military and civilian activities would be
filled from 2 sources. The volume of unemployment would be reduced by about
500,000, and 300,000 additional persons attracted into the labor force. Thus the
labor -force increase would equal 1.6 million rather than 1.3 million, as calculated
from long-range projections. The total labor force would average 80.0 million
for 1966. Our estimate is that if appropriate policies are pursued by private and
public decisionmakers, the unemployment rate can be pushed down to about 3.5
percent by the end of this year. The sources of this greater-than-trend labor
force growth may be inferred from analysis of experience in the post-World
War II period. Sharp increases in labor demand such as occurred in 1951-52
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and 1955-56 elicited rapid response from women and young workers. They are
the main groups whose work commitment responds to changes in labor demand,
since almost all men 25 to 59 years old who are not disabled are already in the
labor force regardless of the shortrun employment situation.

Recent changes in total labor force by age and sex provide some further insight.
From the fourth quarter of 1964 to the fourth quarter of 1965, total labor force
increased by 1.7 million, including about 550,000 men and 1,150,000 women. For
men 18 and 19, the actual increase was considerably less than trend, apparently
due to a sharp spurt in school enrollment. Among men 55 to 64, there was a

___decline-of-about 50,000Oinstead of the expected trend increase of 100,000. On the
other hand, the number of youths 14 to 17 in the labor force increased more than
expected, but most of these were seeking part-time jobs. For all men taken
together, the growth was only slightly less than the expected annual average
increase.

The over-the-year change for women was 500,000 greater than the trend in-
crease. The response to expanding job opportunities not only affected the
teenagers but also the younger married women whose home and family respon-
sibilities are frequently a deterrent to working outside the home.

There has been considerable speculation concerning the number of additional
adult men who could be induced to enter the labor force with increasing demand
for labor. There has been a slight slippage in labor force participation rates
of adult men in recent years as compared with the highest levels of observed
rates in earlier post-World War II years. This has led to the view that con-
siderable numbers of adult men had given up the search for work, discouraged
after being unable to find jobs over an extended period of time. Presumably,
these men would welcome the opportunity to rejoin the labor force once sufficient
job opportunities became available. However, upon closer analysis, this slippage
in participation rates represents primarily some increase in the number of men
able to retire on disability and a growing propensity to retire at earlier ages
rather than discouragement over employment opportunities.

One bit of evidence is the fact that, as noted above, there was a decline instead
of the expected increase over the past year in the number of men 55 to 64 years
old in the labor force, despite expanding employment opportunities. Attempts
at direct measurement of the effects of job discouragement suggest that the num-
ber is not very large. Questions are being used on the experimental Monthly
Labor Survey to obtain information on this group. Persons not in the labor
force who intend to look for work in the next year, or whose last job was
terminated because of economic reasons are asked why they are not looking for
work. Based on an average of the results for the last 6 months of 1965, the
questioning revealed that only about 60,000 men, aged 25 to 64 years of age,
were not looking for work because they believed no work was available. This
category includes workers idled by a seasonal lull, and those who believe they
can't get jobs because of racial discrimination, lack of education, inadequate
training, or lack of skills or experience.

There is a possibility that a greater number of -men with severe disabilities
are now reporting themselves as not in the labor force. Men under age 50 may
now receive disability benefits under OASDI, and there has been a considerable
increase in the number of male disability beneficiaries. Although disability
beneficiaries must be unemployable in order to qualify for benefits, some niay
have been reported as unemployed prior to receiving disability payments.

In the monthly labor force survey, there has been an increase in the number
of men 35 to 64 years old who are reported as unable to work but the increase
in ages 35 to 54 is only about equal to the effects of increased population. Only
in ages 55 to 64 has there been some increase in the proportion of the population
reported as unable to work.

In summary, young workers and women remain the primary source of addi-
tional labor supply, with relatively few adult men. Men 60 years and over, whose
labor force participation rates have been declining primarily because of retire-
ment, might conceivably provide a limited source of additional workers.

Summary
Manpower demands will clearly intensify in 1966. Continuing capital expan-

sion, the needs of an expanding defense effort and overall economic growth will
require iuore workers with better qualifications. Higher draft calls will reduce
the potential labor supply. The industries, occupations, and areas-discussed
earlier in this section-already feeling the pinch will be the ones most affected
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in 1966. At the same time we face the problem of reducing unemployment in the
areas where it is still excessive and offering work opportunity to those persons
whose economic handicaps are so great that they cannot participate even in the
unprecedented national prosperity of 1966. Thus, the period ahead will test our
ability to use our human resources to an even fuller extent in order to meet
production schedules, eliminate inflationary bottlenecks, maintain satisfactory
economic growth, and make the promise of the Employment Act a reality for all
our people.

II. CHANGES IN cOMPENsATION

In 1965 both wage increases negotiated under collective-bargaining agreements
and those put into effect for unorganized workers showed the effects of the long
sustained economic upturn. The effect was apparently somewhat greater on un-
organized workers whose wages are more sensitive to changes in the level of
economic activity. Although wage increases were higher in 1965 than in the
previous year, they were generally smaller than in 1957 when a comparable rate of
unemployment was last reached.

The heightened activity took the form primarily of more frequent or wide-
spread wage increases than in previous years, although it also affected the size
of wage increases in individual situations. Workers in basic steel and related
industries received their first cash wage increase since 1961. In a number of
other major collective bargaining situations, such as petroleum refining, men's
suits and coats, and the northern cotton textile industry, the interval between
general wage changes was shortened from the previous pattern in the industry.
Negotiated increases

In major collective bargaining contracts concluded during 196.5, the wage
adjustments negotiated and scheduled to go into effect within the first contract
year averaged about 3.9 percent, according to preliminary estimates, whereas in
1964 the comparable figure was 3.2 percent, and in 1963 it was 3 percent. The
differences between 1964 and 1965 exaggerate the differences in total wage in-
creases going into effect over the entire life of these contracts. The automobile
contracts negotiated in 1964 provided for a very small or no first-year wage in-
crease, while 1965 settlements in basic steel and related industries concentrated
much of their wage increase in the first contract year. Moreover, because of
delays in reaching some settlements, the number of workers receiving two wage
increases within 12 months was relatively large in 1965. If, instead of exam-
ining only increases for the first year, all the wage increases to become effective
during the life of the agreement are averaged over the length of the contract, the
average is 3.3 percent per year for contracts negotiated in 1965 compared with
3 percent in 1964 and 2.3 percent in 1963.V

Earnings of workers in a group of metropolitan areas studied by the Bureau
of Labor Statistics also rose significantly faster between the fall of 1964 and
the fall of 1965 than during the preceding year. For example, weekly salaries
of office-clerical jobs rose about 3.4 percent from late 1964 to late 1965; during
the preceding comparable period they rose about 2.8 percent. The picture for
skilled maintenance jobs and for unskilled workers was similar, as table 1
indicates.

The step-up of wage advances in 1965 was apparently more marked for non-
union than for organized workers. Many nonunion plants do not change wages
every year; in most recent years between 50 and 60 percent of the workers in
unorganized manufacturing plants have been employed where general wage in-
creases are put into effect in any given calendar year. However, in 1965, pre-
liminary data indicate this proportion probably rose to about 70 or 75 percent.

Other information indicates that earnings in selected occupational groups rose
somewhat faster in the less unionized than in the more highly organized cities.
Generally in the years before 1965 the reverse relationship was found.

The southern cotton textile industry is the outstanding example of the quick-
ened pace of wage activity in nonunion establishments. Wage increases these

6 This analysis was based on contracts affecting 10,000 or more workers; these contracts
cover about half the workers covered by all major collective bargaining situations. The
survey of all major contracts refers to settlements affecting 1,000 or more workers in all
industries except construction, the service trades, finance, and government. Wage changes
in construction are discussed subsequently.

GThe data covered 28 metropolitan areas out of the 82 areas in which the Bureau of
Labor Statistics makes occupational wage surveys. Results of the 1965 surveys are avail-
able for these 28 areas. Cities in all regions of the country are Included.
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mills announced in mid-1965 were their third round in about 1S months; sup-
plementary benefits were also liberalized during the year. Previously, these
textile mills had made general wage changes no more often than every 2 or 3
years. The textile increases reflect not only the widespread prosperity in the
country as a whole, but circumstances special to this industry, including the
effect of the cotton equalization law, improved equipment and management,
union organizing pressures, and increasing difficulties of recruiting textile work-
ers from rural areas.

While the significance of these larger and more widespread increases in rates of
pay should not be overlooked, two facts should be emphasized:

1. As chart 6 indicates, general wage changes during 1965 were somewhat
smaller on the average than those that went into effect in 1957-the last previous
year when the unemployment rate was at about the same level.

2. Available information indicates that there was less contrast between 1964
and 1965 in the size of total package settlements-i.e., in the average cost of nego-
tiated changes in wages and fringe benefits combined-than in wage changes
alone. Some of the wage increases negotiated in 1965 represent a shift in empha-
sis away from measures designed to increase income and job security as the rate
of unemployment fell rather than a real acceleration in costs. On the average,
the proportion of the settlement cost represented by changes in fringe benefits fell
between 1964 and 1965. For example, a comparison of the basic steel settlement
of 1962, 1963, and 1965 could yield, in terms of wages, zero increases in 1962 and
1963 and an annual rate of about 2.3 percent in 1965 (with a first-year wage in-
crease of about 4.2 percent) ; in terms of wages plus benefits, the increases would
be about 2 or 2.5 percent in 1962 and 1963 and about 3 percent in 1965.

Earnings and compensation changes effective in 1965
The preceding discussion has focused on decisions that were reached in 1965.

Actual changes in wages and in hourly compensation (wages plus benefits) were
affected not only by these decisions, but by decisions reached in earlier years:
Thus, the 1964 automobile agreement to increase pensions raised expenditures on
pensions in 1965. A variety of other factors, such as changes in the composition
of the labor force (its distribution among jobs and industries with different wage
levels), affect earnings while changes in the age and length of service of the labor
force can affect expenditures on such benefits as vacations. Variations in the
amount of overtime and lateshift work at premium rates can also affect average
earnings.

Thus, in 1965 the effect of wage increases on average hourly earnings of manu-
facturing workers was partly offset by expanding employment. Because new
workers are usually hired at the lower end of the wage scale, average hourly
earnings in manufacturing, excluding premium pay for overtime, actually rose
less in 1965 than in 1964. These hourly earnings rose 2.8 percent for December
1964 to December 1965 and 3 percent for December 1963 to December 1964.

Because hours and hence premium pay for overtime rose, gross hourly earnings
advanced more in 1965 than in 1964 (table 2). In retail trade, despite a growth
in employment, gross hourly earnings advanced rapidly in 1965 (about 4.8 per-
cent), in part because of the increase in the Federal minimum wage applicable
to this industry. The increase in earnings in other nonmianufacturing industries
was greater than in manufacturing but less than in retail trade.

Compensation increases in the construction industry
As in other industries, the increase in construction wage rates was greater in

1965 than in 1964. Union wage scales in construction rose 3.7 percent from mid-
1963 to mid-1964 but 4.1 percent between mid-1964 and mid-1965. Increases in
union wage scales plus employers' contributions for benefits amounted to 4.5
percent in the earlier period and 4.8 percent in the year ending July 1965.

These figures include the changes in wage rates and benefit contributions that
actually became effective between July 1964 and July 1965, including changes
that had been agreed to under contracts negotiated in earlier years. To the ex-
tent that they included increases agreed to in earlier years, they do not fully
reflect the current bargaining situation in the construction industry.

A special tabulation was made of the increases in construction wage rates
and benefits that were agreed to in 16 major settlements covering at least 5,000
workers each. Altogether, they covered about 340,000 workers (table 3). The
total increases in wage rates and benefits were averaged over the length of these
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new contracts. The resulting annual increases range from 4.3 to 8.3 percent,
with an average of 6.1 percent. It should be emphasized that these contracts,
which were heavily concentrated on the west coast, may not be typical of the
country as a whole. Moreover, there is evidence that increases negotiated in
settlements affecting large numbers of construction workers exceed the increases
for all settlements in industry. However, perhaps the most significant aspect of
these 1965 settlements was that almost all provided substantially larger increases
than the previous contracts for the same groups of workers. The annual rates of
increases provided by the earlier contracts ranged from 3.4 to 6.4 percent and
averaged 4.8 percent.
Prospects for 1966

The major new factor that will affect expenditures on wages and supplemen-
tary benefits in 1966 will be the increase in social security taxes that went into
effect on January 1. The new rates, plus the higher taxable earnings base
(which went to $6,600 from $4,800 a year), will add approximately two-thirds
of a percent to hourly labor costs.

Except for social security taxes, other components of hourly labor costs will
probably rise about as fast, on the average, in 1966 as in 1965 or perhaps slightly
faster. This forecast is based on the following reasoning: (1) The further
growth in employment will continue to dampen the effect of increase in wage
rates, although shortages of labor may result in upgrading of workers and pos-
sibly more hours of overtime at premium rates; (2) on the average, the increase
in wage rates and benefits going into effect for unionized workers will not be ap-
preciably different in 1966 than in 1965; and (3) increases in compensation for
nonunion workers will likely be larger than last year.

The estimates for organized workers can be made with some assurance since
changes in wages and benefits for large numbers are already determined by
agreements negotiated in 1965 or earlier. About 41/t million workers under ma-
jor collective bargaining agreements are scheduled to receive deferred wage in-
creases in 1966. In addition, major collective bargaining agreements for over a
half million workers provide that there shall be no across-the-board wage in-
crease during 1966. These include workers in basic steel and aluminum. Among
the workers who will receive deferred wage increases during 1966 are 2 million
in manufacturing, including 600,000 automobile workers, who will receive in-
creases averaging about 10.5 cents, or 3.4 percent, as well as employees in meat-
packing, the aerospace and the can industries. Others who will receive deferred
increases include almost 450,000 railroad nonoperating employees, workers in
retail trade, and truckdrivers, as well as about 750,000 workers in the construc-
tion industry. Deferred wage increases in manufacturing and selected non-
manufacturing industries (other than construction) are summarzied in table 4.
The construction scale increases are concentrated at 10, 15, 20, 24, 25, 30, and
35 cents; with increases of at least 25 cents for almost 2 out of 5 construction
workers scheduled to receive a deferred adjustment next year.

Even though the workers who are covered by cost-of-living escalator clauses
will receive substantially larger escalator adjustments, average expenditures per
hour (except for social security taxes) for all workers covered by deferred wage
or benefit increases will probably rise slightly less in 1966 than in 1965. (Paren-
thetically, it may be pointed out that only about half as many workers are cov-
ered by cost-of-living escalator clauses as at the peak of popularity for such
escalation. The wages of about 2 million workers under major contracts, in-
cluding workers in the automobile, automobile parts. farm equipment, aerospace,
meatpacking and trucking industries, are subject to adjustment under cost-of-'
living escalator clauses; in 1958 and 1.959, about 4 million were under similar
clauses." Hence, during the coming year any acceleration in the increase of the
Consumer Price Index will have little effect on the average on the wages of
workers covered by long-term contracts that do not expire. However, even in
the absence of formal escalation provisions, the course of the Consumer Price
Index is a major factor in bargaining and in wage determination for unorganized
workers.)

Relatively few major collective bargaining contracts are subject to renegotia-
tion or reopening this year. As table 5 indicates, contracts for less than a fifth of

7 In addition, at least 200,000 unorganized workers-mostly in establishments where
union production workers have contracts-are covered by provision for cost-of-living esca-
lation, and an estimated 325,000 production workers in nonunion and smaller union estab-
lishments In manufacturing were under cost-of-living escalator clauses In mid-1965.
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the workers covered by large collective bargaining agreements (those affecting
at least 5,000 workers each) are scheduled to expire during the year. Among
the industries where negotiations are scheduled to take place are electrical prod-
ucts, telephones, air transportation, and Pacific longshoring. In addition, con-
tracts in bituminous and anthracite coal can be renegotiated. In the railroad
industry, the nonoperating brotherhoods can negotiate but they are bound by,
terms of existing agreements to defer any wage increase until 1967.

Of the contracts that will be renegotiated during the year. some are in indus-
tries that historically negotiate somewhat smaller increases than steel or auto-
mobiles, and none is usually pattern setting. In these 1966 contracts, the reduc-
tion in take-home pay resulting from the workers' share of higher social security
taxes, plus the more rapid increase in the Consumer Price Index, may lead to
some diversion of 1966 settlements away from fringe benefits toward wage in-
creases. However, adding together the picture of deferred wage and benefit
changes to anticipated changes resulting from 1966 negotiations would indicate
about the same increase on the average for all organized workers as in 1965.

While 1966 will be a relatively light bargaining year, 1967 will be a heavy one.
Among the contracts that will be renegotiated next year are those in automobiles,
trucking, rubber, and meatpacking. As in all years, substantial numbers of
construction contracts will be renegotiated.

It is more difficult to predict the course of wages in nonunion than in or-
ganized establishments. Unionized firms are, of course, committed regarding
general wage increases and changes in benefits for the length of their collective
bargaining agreements which, in many cases, extend for a period of at least 2 or 3
years. In periods of labor shortage, they may, of course, increase the pay of
individual workers and, hence, their hourly earnings by more rapid advancement
and more liberal job classification. Their costs may also rise because they em-
ploy a larger number of workers on late shifts or increase that amount of work
subject to premium overtime rates, and those with escalator clause may have
greater increases in cost-of-living allowances than anticipated. On the other
hand,. their plantwide average hourly earnings may be reduced if employment
expands substantially, since new workers are often hired at below-average pay.
Nevertheless, the provisions of their union contracts are the major factors
affecting their hourly wage costs.

Nonunion firms, however, are free to change their wages and benefits at any
time they feel they need to do so in order to compete for labor. They may
give all their workers higher rates of pay-that is, make general wage increases-
or. especially if they are small, they may be more liberal in adjusting the pay
of individual workers. For these reasons, projections for nonunion wages are
more risky than for organized workers. However, it is probable that the in-
greases in wages in nonunion firms will be at least as large as in 1965, and three
factors might cause nonunion firms to give somewhat larger increases in wages
than in 1965. These are (1) growing shortages of workers; (2) the more rapid
increase in prices, since nonunion employers have traditionally been heavily in-
fluenced in their wage decisions by increases in the Consumer Price Index; and
(3) the reduction in workers' take-home pay resulting, from their share of the
higher social security tax. A new minimum wage would affect some unorganized
workers, although part of the increase in wages of workers directly affected by
a new minimum would probably occur anyway in response to market forces.
As in the case of collective bargaining negotiations, the increase in wage rates
may, in some cases, be substituted for liberalized supplementary benefits, espe-
cially in view of medicare and the 1965 increase in regular social security benefits.
Hence, the increase in wage rates may not represent a net speedup in the increase
in hourly compensation costs compared with 1965.

Total compensation is affected, of course, not only by wage increases but also
by increases in supplementary benefits. The importance of these benefit expendi-
tures is illustrated by information contained in table 6, which shows the expendi-
tures on a variety of supplementary benefits as a percentage of the salary of
white-collar workers in 1963. Since that time, these benefits have continued to
grow. Unfortunately, the Bureau does not have adequate information on fringe
benefit costs and increases. But, putting everything together our expectation
is that wage and fringe adjustments (taken together) for union and nonunion
employees (taken together) will not be much greater in 1966 than in 1965, apart
from the advance in social security taxes.
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III. PRODUCTIVITY TRENDS

During the past few months there has been a general impression of a slow-
down in our rate of productivity growth. It is important to review this develop-
ment in 1965-to see whether there was, in fact, a slowdown and, if so, whether
it implies a continuing lower rate of productivity gain. Such a development
'would have important consequences for the rate of growth of our economy, for
employment, and for the costs of production, particularly employment costs per
unit of output.

A real slowdown in the rate of productivity advance over a period of several
years would be an unfavorable factor in the total employment situation. If
there should be a drag on productivity, the factors which caused such a drag
would probably have a similar effect on the growth of the economy-so the lack
of sufficient economic expansion would have a negative impact on employment.
At the same time, lower productivity rates would tend to result in higher rates
of increases in unit labor costs.

Productivity (output per man-hour) rose 2.8 percent in 1965.8 In some re.
spects, this figure does not really indicate a drastic curtailment in the rate of
productivity advancement. Past experience with data covering many years
suggests that some annual fluctuations should be expected-what happens in a
single year is not necessarily indicative of a new or changing longer term trend.
The 1965 rate is somewhat below the postwar average annual gain of 3.2 per-
cent, but it is certainly higher than the previous long-term rate of 2 percent
(1909-47).

However, the 1965 change does seem low when it is related to two other
factors-the change in output and the productivity experience in recent years
(table 8).

Over the long run, technological improvement is a pervasive factor in the
advancement of productivity. There is also a close relationship between
changes in output and changes in productivity, particularly over short periods
of time. As output increases, the productive capacity of the economy tends
to be more efficiently utilized, with a resultant improvement in output per man-
hour. Generally, the larger the increase in output, the larger the increase in
productivity. In 1965, private GNP rose 5/2 percent. Ordinarily, with this
large a gain in output a productivity gain of as much as 3½,/2 percent might be
expected, rather than the less than 3-percent gain which actually occurred.

The second factor is the experience of the period 1960-64. Productivity in
that 4-year span rose 3.8 percent a year, partly a result of the great tech-
nological improvements which were taking place among different industries,
partly related to the high-4.6 percent-rate of gain in output. These trends
led many to expect a continuation of high rates of productivity gain.

Why, then, did the productivity gain drop to a less than 3-percent rate in 1965,
while output rose as much as it did? Although sufficient data are not available
for accurate appraisal, a partial explanation seems to arise out of other factors
which have been recognized in previous years and which also might have been
expected to occur again. As the economy continues to operate at higher and
higher levels to meet increasing demand, additional or reserve resources of plant
and equipment, labor and management, are drawn into the production process.
On the average, these additions tend to be more marginal, and often less efficient,
than the average resources in use. The combination of these less efficient re-
sources would exert some downward pressure on potential productivity increases.

A related factor is the pressure on existing capacity. An increase in the rate
of capacity utilization frequently results in higher productivity of all factors-
including labor and capital. However, when the utilization rate approaches its
maximum, the gains in efficiency may be slowed down. Some evidence of this
shows up in manufacturing where the operating rate had reached 89 percent in
December 1965,9 compared with a preferred rate of 92 percent. In some industries
the rate was equal to or in excess of the preferred rate.

Pressures on productive resources were further indicated by the labor short-
ages which appeared in various occupations and regions, by the increase in
average hours, and by the higher turnover rates (both accessions and quits)
which occurred in 1965.

8 The productivity measures used in this analysis are based on employment and man-hour
data derived primarily from establishment reports.

Sources: Federal Reserve Board and McGraw-Hill. See also Economic Report of the
President, January 1966, table 9, p. 68.
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It is difficult to assess the future importance of these factors because the
economy has rarely experienced such long, sustained periods of growth except
during wartime. Nevertheless, some of the factors which contributed to the
smaller productivity gain in 1965 can be expected to continue to operate for the
next few years, particularly should output continue to increase at a high rate.

At the same time, there are three other major factors at work which may
act to stimulate productivity increases.

Foremost among these, perhaps, is the increase in new plant and equipment
which is resulting from the unprecedented growth in capital investment over
recent years and which is likely to relieve some of the pressure on capacity. In
both 1964 and 1965 investment in plant and equipment increased over 10 percent;
most of these gains were in the form of producers' durable equipment (table 9).
Such a gain over a 2-year period has not previously occurred in the 18 years of
the postwar period. This high rate of capital spending is expected to continue
through 1966, according to both Government and private surveys taken in the
latter part of 1965.

There is, however, a lag between the time when expenditures on plant and
equipment are made and when they are realized as actual operating facilities.
There is also a timelag before new facilities, incorporating technological ad-
vances, become efficiently operative (the shakedown period).

Thus, although sharp increases in investment took place in 1964, the impact
on productivity was probably not significant in 1965. The cumulative increase
of investment in 1964 and 1965 should have a substantial influence on productivity
growth over the next few years.

A second factor is that much of the new investment not only increases the
total of available capital resources, but also incorporates technological innova-
tions. This includes the most recent technological advances as well as the ac-
cumulated improvements in products, processes, and materials brought about by
the application of science and engineering. A BLS report soon to be published
shows extensive advances in automation and other forms of technology taking
place in all kinds of industries-manufacturing, transportation, construction,
electric power production, insurance, among others.'0

The third factor influencing productivity gains is related to the quality of
the work force participating in the productive process. The long-term rise in
educational attainment plus the intensification of various manpower development
and training programs by the Government and private organizations in recent
years will provide an increment to the productivity potential of the work force.

Thus, there are factors operating on both sides with regard to productivity
gains. Pressures on capacity, spot labor shortages, and use of marginal resources
will continue to dampen the rate of gain somewhat. On the other side, the
combination of new investment, technology, and training should enable produc-
tivity to maintain its rise in manufacturing. The results in agriculture will
depend upon weather and harvest.

Major sectors and industries
The trends in productivity for the private economy reflect the diverse move-

ments which have occurred in its component sectors. Productivity in agricul-
ture, for example, has, during both the entire postwar period and the last 5
years, outdistanced the gains in the nonagricultural economy (chart 7). From
1947 to 1965, output per man-hour in agriculture increased at the rate of 5.7
percent per year, an extremely high rate for such a long period. Over the last
5 years the average gain was 5.2 percent, including a more than 7 percent in-
crease in 1965.

The high rate of growth. in agriculture has had an important impact on the
rise in productivity of. the total private economy, particularly over the early
and middle years of the postwar period. However, agricultural employment is
now a much smaller part of the economy and the overall impact of its high
productivity gains is and can be expected to be less important.

In the nonagricultural sector of the economy output per man-hour rose 3.3
percent per year during the last 5 years, higher than its postwar rate of about
21/2 percent. It was in this part of the economy where by 1965 the pressures
on existing capacity exerted the strongest influence, reducing the increase in
1965 to 2.4 percent, very much below the rate for the 5-year period.

10 "Technological Trends In Major American Industries," BLS Bulletin 1474, February
1966.
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Revised postwar data for manufacturing are not yet available" so our esti-mates for this sector are-not quite up to date. The indications are that theaverage productivity gains in manufacturing for the last 5 years markedlyexceeded those for the postwar period as a whole. This much better recordpartly reflects the larger increases in output which occurred in the period
1960-65.

Individual industries, in both manufacturing and nonmanufacturing sectorsof the economy, show widely divergent movements in productivity. Unfortu-nately, the BLS has, thus far, been able to produce estimates for only a fewindustries and these do not represent an adequate cross section of the economy.Nevertheless, these few industry measures are useful to illustrate the wide
range of productivity change that does occur (table 10 and chart 8).Average annual increases in productivity as high as 6 percent or more forthe period 1959-638 were experienced by industries such as gas and electric
utilities, petroleum refining, tires and tubes, and railroads.Annual increases of less than 3 percent occurred in industries such as glass
containers, steel, concrete products, and footwear.

Thus, some industries experienced higher than average gains, some lower thanaverage. It should be noted that the industry measures are based on a somewhatdifferent concept" than the broader measures for the economy and its majorsectors. Moreover, the broader measures reflect not only the trends among
various industries but also the changes in the relative importance of the com-ponent industries (e.g., shift from low-productivity to high-productivity in-
dustries).
Unit labor costs and real labor payments

Unit labor costs.-In 1965 unit labor costs in the private economy rose slightly
less than 1 percent (0.9). This increase was about half the average yearly
gain for the entire postwar period; although less than the increase of 1964, it was
higher than the small average gain (0.4 percent) experienced in the 4 years,
1960-64.

As can be seen in chart 9 the growth in unit labor costs during the postwar
period has not been uniform A distinct break in the direction of the trend
occurred around 1960. From an annual rise of over 2 percent during the firstpart of the period, the rate fell to slightly over one-half of 1 percent from 1960
through 1965 (table 11).

Unit labor costs can be viewed as the ratio of hourly compensation to produc-
tivity. Compensation includes wages and salaries plus contributions of employers
to social security programs, private health, welfare, and pension funds and addi-tional minor items of labor income." Trends in unit labor costs reflect divergent
movements in these two components. Increases in compensation per man-hour
do not necessarily result in increases in labor costs per unit of output, if the
former are offset by productivity gains. Over the postwar period as a whole
compensation per man-hour has risen more rapidly than productivity, and unitlabor costs have increased. The break in unit labor cost trends results from
differential movements in the two components. Hourly compensation rose 4.3
percent a year in the 4-year period 1960-64, a smaller gain than the 562 percent
rate which occurred in the earlier part of the postwar period. At the same time,
productivity in the private economy rose faster in the previous 4 years than it
did for earlier years. Thus, the change in the direction of the trend of unit
labor costs resulted from both greater than average increases in productivity
and less than average increases in hourly compensation.

u GNP originating In manufacturing (in 1958 dollars) consistent with the revised post-war estimates of total GNP will be published by the Department of Commerce in the near
future.

"2Data for most Industries are available only through 19C3. For a few industries 1964
data are available."The indexes of output per man-hour for selected industries are based on the physicaloutput concept; the broader measures covering the economy and its major sectors are basedon GNP, ie., a net output concept. The broader measures reflect not only the trends ofthe Individual industry components but also the changes in the relative importance of thesecomponents.

14 All the rates are computed on the basis of the least squares of the logarithm of theIndexes. Rates derived on the basis of a single average of the percent change-compound
form-may differ slightly from these.

'5 In order to develop hourly compensation data consistent with productivity measures(which refer to all persons engaged in the production activities of the private economy)an estimate of the wages, salaries, and fringe benefit part of the Income of the self-employed
was derived, and Included in the compensation data.
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The larger increase in unit labor costs in 1965 reflected primarily the slacken-
ing in the productivity gain since compensation per man-hour rose somewhat less
than over the previous 4 years.

Real labor payments-Compensation can be viewed as income for employment
as well as a cost of production. As such, the trend in compensation per man-
hour, adjusted to reflect real purchasing power, can be compared with the trend
in output per man-hour to determine whether increases in real earnings have
kept pace with productivity gains.

In the past 5 years, 1960-65, real compensation per man-hour rose 3 percent
per year and did not keep pace with the greater than average advance in produc-
tivity. However, there have been other times during the postwar period when
real compensation per man-hour moved up more rapidly than productivity. In
fact, over the entire postwar period the average increase in real hourly compen-
sation of all persons in the private economy was identical to the increase in pro-
ductivity (chart 10).
Unit labor cost trends in mansufacturing, United States and eight industrial

countries
From the standpoint of labor cost per unit of output, American manufacturers

are in a better position relative to overseas producers than they were in the late
1950's. For the United States and Canada, unit labor cost (the ratio of total
labor expenditure including supplements to total output) has been nearly stable
since 1957, whereas such cost has risen in Europe and Japan. The stability of
U.S. labor cost applies to both the production worker and nonproduction worker
segments of the manufacturing labor force, particularly since 1960.16

From 1950 to 1957, all nine countries underwent substantial inflationary pres-
sures, varying in degree but generally sufficient to buoy unit labor costs markedly
upward. Since 1957, many of the countries intensified their efforts to achieve
price and cost stability as competition for foreign markets sharpened (table 13).

Nevertheless, the indexes continued to rise. Between 1957 -and 1964, the in-
crease in all-employee unit labor cost was just 5 percent in the United States and
3 percent in Canada; but 11 percent in Japan; 16 percent in Sweden and the
United Kingdom; and over 20 percent in Germany and the Netherlands. The
1957-64 increase was 42 percent in France, but only 9 percent after taking ac-
count of devaluations of the franc. The increase in Italy was 17 percent, based
on figures for production workers only.

Afore striking are the trends since 1960. For the United States and Canada,
unit labor cost showed no rise at all, while cost rose 10 to 30 percent in the other
seven countries. The evidence shows that many of the countries checked the
labor cost rise at least temporarily between 1963 and 1964, since only the Nether-
lands and Italy show significant increases during that period. The rise may have
resumed in 1965, however.

Preliminary U.S. data for 1965 show no increase in manufacturing unit labor
cost over 1964. In fact, unit cost may have declined by a small fraction. Can-
ada shows a small increase, estimated at about 2 percent. The European coun-
tries and Japan appear to have posted cost increases during 1965, although in-
formation is not yet complete enough to make a careful estimate. Continued
wage gains abroad, together with a slower tempo of production and productivity
gains, indicate unit labor cost increases of 3 to 6 percent in each of the major
countries abroad.

The indexes are intended only to measure trends in unit labor cost. They
do not provide absolute comparisons from country to country, nor do they meas-
ure cost trends for production factors other than labor. The indexes apply to
all manufacturing industry combined for each country. Trends for individual
manufacturing industries or plants may differ considerably from the trends for
all manufacturing. Also, trends for nonmanufacturing industry may vary from
trends for manufacturing.

IV. RETAIL AND wHOLESALE PRICES

It is not difficult to understand the widespread concern over the price in-
creases that took place in the United States during 1965,-because of their con-
trast with the unusual stability that prevailed during the preceding 6 years.

16 These findings, through 1964, are contained In two articles published In the September
1965 Monthly Labor Review. The countries covered are the United States, Canada, France,
Germany (Federal Republic), Italy, Japan, the Netherlands, Sweden, and the United
Kingdom.
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The Wholesale Price Index for December 1965 was up by 3.4 percent over a year
earlier, compared with practically no change on an overall basis from 1958
through 1964. The Consumer Price Index rose by 2 percent during 1965, com-
pared with an average annual increase of 1.3 percent in the prior 6 years.

-At the same time it is important to view these developments in a broader
prospective. The advance in prices last year was appreciably less than that
which we experienced as recently as 1956 and 1957, and considerably smaller
than the jump during the first year of the Korean conflict. The Wholesale Price
Index went up 4Y2 percent during 1956 and the Consumer Price Index nearly 3
percent. The increase in wholesale prices moderated to about 2 percent during
1957, but consumer prices continued upward by another 3 percent.

From June 1950 to June 1951, the Wholesale Price Index jumped nearly 15
percent and the Consumer Price Index almost 9 percent. During that year, as
in 1965, the largest increase was in prices of farm products (20 percent) and
foods (15 percent at wholesale and 11Y2 percent at retail). At the same time,
industrial commodities at wholesale averaged about 14 percent higher by the
end of the first year of the conflict in Korea, whereas they rose by only one-tenth
as much (1.4 percent) during 1965. The continued relative stability of industrial
prices last year is highly significant for the 1966 price outlook.

Whether a 2-percent consumer price increase and a 3-percent wholesale price
should be described as "inflation" is purely a matter of definition. From one
point of view any advance in prices may be deemed inflationary. A more sig-
nificant concept would involve self-reinforcing speculative phenomena such as
inventory accumulation, manpower hoarding, and accelerated velocity of money.
From the latter standpoint the 1965 price increases would not constitute a true
inflation.

Farm products and foods
About two-thirds of the total increase in the Wholesale Price Index during 1965

was caused by advances in prices of farm products (11 percent) and processed
foods (81/2 percent). Nearly half of the rise in the Consumer Price Index also
resulted from a 3y2-percent rise in retail food prices caused largely by sharply
higher meat prices. Livestock and meats had been in oversupply during 1963 and
1964, and prices were depressed causing a cutback in production and marketing,
beginning in late 1964, especially for pork. Total pork production dropped about
10 percent last year and cold-storage holdings were sharply depleted. Beef pro-
duction was maintained, but supplies were inadequate to meet the growth in
demand. Some of the demand shifted to poultry and eggs, causing prices to rise
in spite of very high production.

As a result of this situation, livestock and poultry prices averaged 31 percent
higher in December 1965 than a year earlier, while egg prices were up nearly 39
percent (table 14). These increases were reflected promptly in 24 percent higher
wholesale prices of meats, poultry. and fish. and in a 13Y2-percent advance in
retail meat prices (tables 14 and 15). Eggs at retail were up by 1512 percent.

Fruit and vegetable prices also advanced sharply during the second quarter
of 1965 because of a drought-shortened 1964 crop of potatoes and unfavorable
weather in the fresh fruit and vegetable growing areas during the winter and
early spring which hampered planting, cultivation, and harvesting operations.
Retail prices of fresh fruits and vegetable reached their highs in June and July,
but dropped sharply thereafter and, by yearend averaged about 3 percent below
1964 levels.

While further increases in farm and. food prices are expected for 1966, the
sharp advances of 1965 are not likely to be repeated. Meat prices probably will
rise somewhat with higher demand, reflecting enlargement of the Armed Forces
and 'a continued strong advance in personal incomes. Per capita consumption
of meats is higher in the Armed Forces than in the population generally, and
the proportion of the food dollar going for. meats increases as family incomes
rise. On the supply side, slaughter of cattle and calves will be lower than in
1965 if cattlemen expand their breeding herds, as expected. Lamb prices will
increase for the same reason. Retail pork prices will probably rise in the next
few months because the "pig crop" In the fall of 1965 was relatively small. It
is possible that pork prices will decline a little in the second half of 1966 because
the high "hog-corn ratio" will encourage pig production in the first half of the
year.
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No reliable prediction can be made concerning prices of fruits and vegetables,
the second most important food category because supplies are so highly dependent
on weather conditions. Heavy damage to winter vegetable crops has already
been reported from the recent freezing weather which extended far into the
South. After midyear, harvests of fruits and vegetables were abundant in 1965.
Harvests will again be abundant this year if weather conditions are normal in
the growing areas.

If the rate of increase in farm and food prices slows down this year, as ex-
pected, one of the principal sources from which upward pressure on the general
price level came during 1965 will be moderated..

Industrial comnmodities
While the overall 1965 advance in prices of industrial commodities was quite

modest, there were sharp increases for several commodities. A 47-percent rise
in wholesale prices of hides and skins resulted from a strong increase in demand,
particularly for export, because of a decline in exports to world markets from
Argentina. There also appears to have been a strong speculative element in the
runup of hide prices not warranted either by the volume of current or prospective
military orders for boots and shoes. However, leather prices reacted with an
increase of nearly 10 percent during 1965, and footwear prices were raised about
4',4 percent at wholesale and 31/2 percent at retail. Further increases in footwear
prices have already been announced.

Apparel prices rose only moderately during 1965-1.3 percent at wholesale
and less than 1 percent at retail. However, wholesale prices of wool products
were up by 2%/. percent and cotton products nearly 2 percent. After several
years of suffering from overcapacity, the textile industry operated at a rate of
about 95 percent of capacity against a preferred rate of around 96 percent. This
development created a favorable climate for price increases, some of which prob-
ably should be characterized as "speculative." Military requirements for Viet-
nam involve little in the form of woolens. Purchases of cottons could have
had little direct impact on the total textile market from the quantities that have
been ordered so far.

Prices of nonferrous metals had begun to advance in the latter part of 1968,
and the increases continued in 1964 and 1965. In December 1965, they averaged
3.7 above a year ago. Domestic producers' prices of copper ingots advanced by
about 6 percent last year and copper 'scrap prices were up by 15 percent. Foreign
producers' prices rose considerably more, and prices in the dealers' market
bounced upward to as much as 70 cents a pound, nearly twice the U.S. producers'
price of 36 cents. Since many U.S. copper users cannot fill their needs from do-
mestic production, they were forced to pay the higher'dealers' prices. As a result,
prices of copper products have moved up sharply. During 1964 and 1965, prices
of copper wire and cable -products rose by an average of 17 percent, and copper
tubing by 23 percent or more.

'Price increases for some other nonferrous metals, including nickel, zinc, and
tin, have been held in check to some extent through sales from Government stock-
piles and the tariff on nickel from Canada, the major U.S. supplier, was suspended
until mid-1967. While the early November increase in aluminum ingot prices
was subsequently rescinded, ingot prices still had risen about 9 percent since Sep-
tember 1963 although not all of this increase has been passed through to prices of
fabricated aluminum products. Likewise, the full effects of advances in finished
steel prices for such items as tin plate, cold finished bars, and structural shapes
-may not yet have been reflected in prices of metal containers, machinery, and
construction. By the end of last year, prices of raw durables as a whole had
risen about 16 percent since September 1963, whereas prices of finished durable
manufactures were up by less than 3 percent over the same period.

Machinery prices did go up last year. The largest increase was for metal-
,working machinery, 4 percent, while agricultural and construction machinery
prices advanced 2'/2 percent. Prices were stable, however, for electrical machin-
ery and equipment which has been encountering stiff import competition. With
investment in new equipment continuing to rise strongly this year, there may be
further price increases for some types of machinery.

Construction costs were up about 4 percent in 1965, somewhat more than in
other recent years, in spite of the fact that materials prices rose only about 2
percent. Higher labor costs were the principal cause. Lumber prices averaged
4 percent 'higher over the year, mostly because of a 6-percent increase in southern
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pine prices. Concrete reinforcing bars cost 4 percent more, while structural steel
shapes were unchanged during 1965 but went up 4 percent last month. Prices of
asphalt roofing also were raised about 4 percent, but gypsum products dropped
more than 8 percent in price and flat glass was down 2 percent. With an increase
in housing construction and a further rise in other types of construction expected
for 1966, prices of building materials may advance more rapidly this year.

Prices of refined petroleum products, which had previously fallen to unusually
low levels, increased more than 41/2 percent at wholesale during 1965. Home
heating oil prices rose nearly 3 percent, while retail gasoline and motor oil prices
were up more than 31/2 percent. Petroleum product prices are expected to be
firm this year, but they -probably will not rise as much as they did last year.

Consumer durables
For the past several years, price advances in some sectors of the economy have

been offset to a considerable extent by price declines for such consumer durable
goods as new cars, appliances, radio and television sets, and phonographs. List
prices for many of these goods have risen somewhat, but improvements in quality
have exceeded the increases in list prices. In compiling the price indexes, the
Bureau of Labor Statistics adjusts the quoted prices for changes in the quality
of the products insofar as possible. As a result, the Bureau of Labor Statistics
price indexes for new cars have declined since 1959, and the index for electric
refrigerators is now lower than it was in 1940.

The outlook for continued price stability of durable consumer goods (especially
automobiles and household appliances) is good despite the fact that raw materials
and certain other costs have been rising. The reasons include (a) efficient new
capacity coming into use, (b) continued increases in productivity, although per-
haps at a lower rate than in the past, (c) excellent profit records and (d) ample
supplies on the market. At the end of December, for example, dealers had 45
days' supply of new cars in inventory, the largest for several years. In addition,
the used car market has been softening somewhat. The outlook for price stability
of numerous branded products such as drugs, toilet goods, soaps and detergents
is also good. Major producers in the durable goods and brand-name industries
have significant market control, so that one cannot predict from a supply-and-
demand analysis how they will exercise their discretion in 1966. If consumer
durable prices do not decline further, an important offset to price increases
elsewhere in the economy would be eliminated.

Furthermore, a significant part of the 1965 price decline for consumer durables
resulted from reduction or removal of the Federal excise tax on these items.
Special studies by the Bureau of Labor Statistics for the Treasury and Council
of Economic Advisers showed that the tax cut from 10 to 7 percent on new cars
was completely passed on to consumers by manufacturers and dealers. With
respect to household appliances and home entertainment equipment (radios,
TV, etc.), manufacturers held their prices, permitting dealers to give their cus-
tomers the full benefit of the tax cut, but about 20 to 40 percent of the dealers
failed to reduce their prices accordingly. Overall, the Bureau of Labor Statistics
estimated that about nine-tenths of the tax reduction was passed on to consumers
in lower prices, including practically all of the retailers' tax previously levied on
such items as jewelry, furs, toiletries, etc. These cuts had a downward in-
fluence on the CPI last year amounting to about 0.3 percent on the all-items index,
with a large part of it applying to the durable goods segment.

The additional cut from 7 to 6 percent in the tax on new cars effective Janu-
ary 1, 1966, will further reduce the new car price index slightly unless Congress
should rescind it. However, most of the other excise tax reductions this year
relate to services, such as telephone, movie admissions, cabarets, club dues, etc.
Prices of consumer durables' other than new cars will not be subject to any
further downward influence from this source.

While the picture for consumer durables is mixed, the combination of efficient
new productive capacity, ample supply of products and high profit levels entitles
one to be optimistic about the prospects of price stability.

Consumer services
One of the principal causes of the upward creep of the Consumer Price Index

since 1958 has been the persistent rise in prices of consumer services. Rents
have risen steadily, by a little more than 1 percent a year; but other services
have shown much sharper increases. Likewise in 1965, rents went up by just 1
percent, while the advance for other services averaged 2.9 percent.
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Transportation service costs rose nearly 4 percent in 1965, mostly because of
sharp increases in automobile insurance premiums (10½2 percent) and in charges
for automobile repairs (2½2 percent). Public transit rates averaged about 1½2
percent higher over the year.

The cost of housekeeping services (domestic service, babysitters, laundry,
child care, etc.) advanced 412 percent last year, and personal care service
(mostly barber and beauty shops) were up by 3 percent. Home maintenance and
repair services cost 3Y2 percent more. The proportion of the consumer dollar
spent for services rises as incomes increase, and the service industries have not
been well prepared to meet the greater demand thrust upon them in recent
years. Wages in these industries are traditionally low, but they constitute a
large element in operating costs. Productivity improves very slowly, if a't all,
and any rise in wages tends to be promptly translated into higher prices.

In spite of the fact that average hourly earnings of workers in the service
industries rose more rapidly than they did for workers in manufacturing during
1965, the service industries found it difficult to obtain and keep competent em-
ployees. The quality of services deteriorated further and prices were raised.
Manpower training programs have been instituted to prepare people for work
in the service industries, but not on an adequate scale to meet the need. It
seems inevitable that wages will have to be raised in order to attract workers
into the service industries. These industries are not characterized by large,
profitable enterprises which can successfully be drawn into a program of volun-
tary price restraint.

Medical care, among consumer services, has many special aspects. With the
rapid growth of medical and hospital insurance programs paid for partially or
entirely by employers, many families have been able to enjoy adequate medical
care for the first time. This has put a tremendous strain on hospital facilities
and on the supply of doctors and nurses. Wages of service personnel in hos-
pitals, like those in other service industries, have risen somewhat from their
traditionally low level, but are still not high enough to attract sufficient workers.

The number of physicians, in relation to the population, has not increased for
several decades despite the greatly expanded demand for their services. It is
estimated that general practitioners had an average workload of 169 patients
per week in 1965, up sharply in just 1 year from 157 in 1964. When the medi-
care program becomes effective at mid-year 1966, the load on medical facilities
and personnel seems sure to increase greatly, since many of the elderly who have
not been able to afford adequate medical care will desire to take prompt advan-
tage of this opportunity. Unless effective measures can be taken to augment
facilities and manpower in medical services, costs will advance *more sharply
than the 31/2-percent increase that took place in 1965.

Summary of the price outlook
As noted earlier, one of the most significant aspects of the current picture is

the modest extent of the overall advance in industrial prices during 1965, com-
pared with the first year of the Korean conflict and even with 1956 and 1957.
Chemicals, textiles, paper and rubber showed only moderate price increases last
year, as did metal products and machinery on the whole (finished steel prices
were up by only 1.4 percent). Price of nonmetallic mineral products were stable,
and furniture and other household durables at the wholesale level actually de-
clined slightly.

This continued relative stability of industrial prices is particularly important
since higher costs for these basic items would eventually be reflected in higher
prices for finished producer and consumer goods. The experience of several
other industrialized countries in this respect will illustrate the point.

Since 1958, the U.S. wholesale price index has risen by only 3.7 percent, com-
pared with about 12 percent in Canada, 9 percent in Belgium, 15 percent in Den-
mark, 21 percent in France, 8 percent in West Germany, 11 percent in Italy, 51/2
percent in Japan, and 10 percent in Switzerland. These differentials between
U.S. price increases and those of other countries undoubtedly have made a
major contribution to improvements in our balance of trade and to the solution
of our international payments problems. Furthermore, although most of the
countries listed were able to slow down the rate of advance in their primary
market prices during 1965, their consumer prices continued to rise at a more
rapid rate than the United States. Compared with the 2-percent rise in our
Consumer Price Index, consumer price indexes increased by about 21/2 to 3 percent
in Belgium, Canada, West Germany, France, and Italy; 4 percent in Switzerland;
9 percent in Denmark; and 10 percent in Japan. Considering the moderation of
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the advance in our industrial prices, I would not expect the Consumer Price
Index in the United States to show as much increase in 1966 as most other coun-
tries had last year, in spite of the scheduled military buildup.

Needless to say, deescalation or cessation of hostilities in Vietnam would change
the picture, as would a drastic enlargement of the conflict. It seems evident
to us that the pressure of demand this year will require the strongest vigilance
to prevent excessive and harmful price increases.

TABLE 1.-Median area percent of increase in average earnings of selected
occupational groups in 28 metropolitan areas, selected periods '

Year ending In latter part
of-

Occupational groups

1965 1964

Office clerical (men and women) -3.4 2.8
Skilled maintenance trades (men) -3.7 3. 0
Unskilled plant workers (men) -3.3 2. 7

1 Source: Locality occupational wage survey program. Wage rate data for individual areas relate to a
month in August-December 1965 and to the same months in 1964 and 1963; estimates for skilled maintenance
workers based on 27 areas.

TABLE 2.-Average hourly earnings in selected industries, December of 1962-65

Decem- Decem- Decem- Decem- Percent increase
Industry ber ber her ber

1962 1963 1964 1965 1
1962-63 1963-64 1964-65

Manufacturing-2. 43 $2.51 $2. 58 $2.66 3.3 2.8 3.1
Mining -2.74 2.78 2.86 2.97 1.3 2.9 3.8
Contract construction-3.41 3.53 3.63 3.76 3.5 2.8 3.6
Wholesale trade -2.41 2.48 2.55 2.65 2.9 2.8 3. 9
Retail trade 2_ .................. 1.74 1.81 1.87 1.96 4.0 3.3 4.8
Finance, insurance, and real

estate - - -2.34 2.43 --- 3.8

I Preliminary.
2 Excludes eating and drinking places.

TABLE 3.-Annual rate of increase in wage scales and benefits in selected major
building trades settlements, 1965

Annual rate of increase
(percent)

Situation
1965 Previous

settle- settlement
ments in same

situations

Philadelphia carpenters -- --- --------------------------------- 4. 3 3. 8
Chicago carpenters-3. --------------------- - 5.1 3. 9
Chicago sheet metal workers- 5.2 4. 4
Eastern Washington and northern Idaho carpenters--. 3 4. 7
Western Washington building laborers- 5.4 4. 3
Southern California carpenters ---- 5.---- ----- S. 4 4. 5
Western Washington carpenters-5.4 .0
Southern California cement masons- 5. 6 4. 7
Southern California operating engineers -. 7 5.1
Chicago laborers -3-- ------------------------------------------------- 5.7 5. 6
Southern California building laborers -3---- 5.8 3.4
San Francisco Bay area carpenters-6.8 6. 4
Oregon and southwestern Washington carpenters -6.9 4. 9
Northern California laborers ------------------------ 7.8 6. 3
Oregon laborers -8.0 4. 0
Northern California carpenters-8. 3 5.4

NOTE.-Informatiom taken predominantly from secondary sources.
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TABLE 4.-Deferred wage -increases, major collective bargaining situations,
1962-66; t

Approximate number of workers affected
(in thousands)

Average deferred wage increase (cents per hour) (in thousa-ds)

1962 1963 1964 1965 1966

All deferred increases--------- 1 970 2 2, 686 21,540 3,091 2 3, 504

Under 5 cents - 77 188 204 99 143
5 and under 6 cents -127 196 190 183 159
6 and under 7 cents -839 573 341 325 294
7 and under 8 cents -224 873 353 987 192
8 and under 9 cents- 254 129 118 . 391 475
9 and under 10 cents -147 123 69 555 617
10 and under 11 cents -97 241 125 208 1,151
11 and under 12 cents -82 208 48 99 113
12 and under 13 cents -32 33 13 169 81
13 and under 14 cents -40 33 30 9 1
14 cents and over - 50 64 37 59 71
Not specified or not computed -3 19 13 8 13

I Average increase for all workers covered by a settlement. Excludes construction, the service trades,
finance, and government.

2 Includes 195,000 workers in 1966, 101,000 in 1964, and 112,000 in 1963 employed where deferred wage in-
creases were provided but estimates of the average increase for each bargaining unit were not made.

TABLE 5.-E.piration dates specified in S06 agreements covering 5,000 workers or
more'

Number of Number of
Year and month agreements workers Significant contract expirations

(thousands)

Total -306 5,243.5

1966 -93 976.2

January-3 34. 2
February- 5 29.7
March- - 2 13.0
April- 8 55.6 Construction.
May -7 65.5
June - 13 _ 143.0- Construction; Pacific longshoring.
July -5 41.7
August- 5 33.6 Apparel.
September -13 120.6 Communications.
October -17 252.3 Electrical products; communications.
November- 8 134.5 Communications.
December -l . 152.5

1967 -107 2, 063.9

January -6 175.8 Apparel (dresses).
February ------ 5 94.3 Food products.
March -28 453.4 Trucking; communications; paper.
April -9 125.4 Rubber.
May -------------------- 18 238.0 Food products; apparel; construction.
June - ---------------- 4 40.7
July -3 31.5
August ---- 9 90.8 Food products (meatpacking).
September -10 682.3 Automobiles; machinery.
October - 6 61.1 Machinery.
November -6 49.3
December -3 21. 3

1968 -75 1,231.1

January-June -45 616.6 Aluminum; fabricated metal;rapparell(men's
,clothing).

July-December-- 30 614.5 Steel; aircraft; maritime.

1969 -14 168.1 Hotels and restaurants; construction; maritime.
1970 -5 82.5 Construction.
Open end -12 721.7 Coal mining; railroads.

X Based on agreements known to be in effect on Jan. 1,1966. For 45 situations, covering 434,300 workers,
agreements effective in 1966 were not available.
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TABLE 6.-Supplementary compensation for nonproduction employees in private
industry, 1968

[Average employer expenditures as a percent of basic salaries]

All Employers
Item reporting with

employers expenditures

Total paid leave, excluding sick leave- 8.0 8.0

Vactions -------------------------------------------- 4.8 4.8
Holidays -2.9 3.0
Miscellaneous paid leave - .3 .4

Retirement programs -7.4 7. 4

Legally required programs -- ------------------ 2.6 2.6
Private pension and retirement plans -4.9 5.5

Unemployment programs -- 1.6 1.6

Legally required programs - ------------------------ 1.5 1.5
Severance or dismissal pay-1 .3
Supplemental unemployment benefits-(2) .3

Health benefit programs -4.2 4. 2

Legally required work-connected disability programs -0.3 0.3
Other legally required programs 3 

-
() .2

Sick leave ---------------------------------- 1.5 1.6

Health, accident, and life Insurance -2.5 2.6

Life insurance, accidental death and dismemberment insurance,
and death benefits- 0.9 1.0

Hospitalization, surgical, and medical plans and sickness and
accident insurance ---- 1.6 1.6

Savings and thrift plans ----- .3 2.5
Yearend and other special bonuses -2.3 4.6
Penalty pay -3.2 3. 3

Total overtime pay --------------- 3.0 3.1

At straight-time rates -------- 2. 1 2. 1
At premium rates -------------------------------. 9 1.0

Shift differentials -- 0. 2 0.4

'iIncludes military, jury,- witness, voting, and personal leave.
2 Less than 0.05 percent.
a Primarily temporary disability insurance.

TABLE 7.-Average annual percent change' in output per man-hour and related
data, 1947-65

Item 1947-65 1960-65

Total private economy:
Output per man-hour 2__________________________3.2 3.7Output pe a-or2--- ----------- --- -- -- ------ -- -- ------- -- -- ------ ---- 3.2 3 . 7O utput'-.. . . . . . . . .. . . . . . . . . . .. . . . . . . . . . .3.8 4.8

Employment -. 8 1.2
Man-hours -. 4 1L1

Agriculture:
Output per man-hour --------------- 5.7 5.2

Output -1.4 1.0
Employment -- -- -------------------------------------- -3.3 -4.0
Man-hours ----------------------------------- -4.0 -3.9

Nonagriculture:
Output per man-hour -2.6 3.3

Output ---------------- 3.7 5.0
Employment -1.3 1.7
Man-hours ----------------------------------- 1.0 1.6

I Computed from least squares trend of the logarithms of the indexes.
2 Output refers to gross national product in 1958 dollars; man-hours based primarily on establishment

reports.



JANUARY 1966 ECONOMIC REPORT OF THE PRESIDENT 317

TABLE S.-Year-to-year percent change in output, output per man-hwour, mail-
hours, 1947-65'

Total private economy Agriculture Nonagriculture

Period Out- Out- Out-
Out- put per Man- Out- put per Man- Out- put per Man-
put man- hours put man- Hours put man- hours

hour hour hour

1947to 1948 -- 4.9 4.2 0.5 11.8 16.2 -3.7 4.4 3.0 1.4
1948 to 1949 --. 3 3.2 -3.3 -3.2 -2.5 -. 6 -. 1 3.9 -3.8
1949 to 190 -10.3 8.3 1.9 5.4 13.8 -7.4 10.6 6.4 3.9
1950to 1951 -6.3 2.9 3.3 -5.2 .2 -5.2 7.0 2.0 4.9
1951 to 1952 -2.5 1.9 .6 3.3 8.4 -4.8 2.5 1.0 1.5
1952 to 1953 -5.0 4.1 .8 5.3 13.1 -6.9 5.0 2.9 2.1
1953 to 1954 -- 1.3 2.3 -3.5 2.0 5.1 -2.9 -1.5 2.2 -3.6
1954to 1955 -8.5 4.4 3.9 2.5 .6 1.8 8.9 4.4 4.3
1955 to 1956 -1.9 .1 1.8 -.5 4.1 -4.4 2.0 -.6 2.7
1956 to 1957 -1.4 3.0 -1.5 -2.4 5.7 --7.7 1.6 2.2 -.6
1957 to 1958 -- 1. 3 2.9 -4. 2 2.5 10.4 -7.1 -1.5 2.5 -3.8
1958.to 1959 7.0 3.7 3.2 1.4 1.7 -.3 7.3 3.5 3.6
19590to 1960 -2.5 1.6 .9 3.8 5.3 -1.5 2.4 1.3 1.2
1960to 1961 -1.9 3.4 -1.5 1.4 7.9 -6.0 1.9 2.9 -1.0
1961 to 1962 - 6.8 4.6 2.0 -.5 2.0 -2.4 7.1 4.6 2.4
1962 to 1963 -4.0 3.5 .6 3.6 9.2 -5.2 4.0 2.8 1.2
1963 to 1964 -5.2 3.6 1.6. -2.6 .9 -3.5 5.6 3.6 2.1
1964 to 1965 -5.7 2.8 2.8 4.5 7.3 -2.6 5.7 2.4 3.3

Output refers to the gross national product in constant dollars; man-hours based primarily on establish.
ment reports of the Bureau of Labor Statistics.

TABLE 9.-Year-to-year percent change in constant dollar capital investment,
1947-65

Nonresi- Producers' Nonresi- Producers'
Period dential fixed durable Period dential fixed -durable

investment equipment investment equipment

1947-48 ----- ----- 5.0 4.5 1956-7 -0.2 1. 0
1948-49 --------------- -9. 2 -12.1 1957-58 - ---- -12. 2 -14.1
1949-50 - 8. 7 9. 7 1958-59 -6. 0 11.6
1950-51 -5.6 2.8 1959-60 -6.8 6.1
1951-52 -- 3.3 -3. 5 1960-61 -. -3. 4 -5.1
1952-53- 6. 3 4.9 1961-62 -9. 2 12.8
1953-54 -- 2. 7 -5. 0 1962-63 -- 4. 4 6. 6
1954-55 -I . 10.9 13.1 1963-64- 10. 0 13.3
1955-56 -7.7 4.0 1964-65 -13.8 14.4

Source: Survey of Current Business.
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TABLE 10.-Output per man-hour in selected industries, average annual percent
change, 1959-63

Industry All Production
employees workers

Bituminous coal and lignite mining -() 8. 0
Coal mining -- ------ -------------- 8.0
Copper mining, recoverable metal -' () 2 5.3
Gas and electric utilities -- 26.8 273
Iron mining, usable ore -(- 6.2
Railroads, revenue traffic- 6.3 2 6.4
Candy and other confectionery products - -2.8 2.2
Cement, hydraulic -- 5.7 6. 3
Concrete products -------------------------- 2.3 2.9
Flour and other grain mill products--6.2 5.4
Footwear ---- ------------------------------------ 1.0 0.8
Glass containers -- 2.3 2. 3
Malt liquors -- 5.3 4.9
Manmace fibers ---------------------- 3.9 4.4
Paper, paperboard, and pulpmills -- 5.2 5.4
Petroleum refining ----------------------- 6.0 6.5
Primary aluminum --- 4.7 4.8
Primary smelting and refining ofcopper,lead, and zinc - -4.4 3.8
Steel --- 2.9 '2.4
Tires and inner tubes ------------------------------------ 6.2 6.4
Cigars -- 7.5 7.8
Cigarettes, chewing ano smoking tobacco, ano snuff - -5.4 5.8

I Not available.
2 1959-64.
a Nonsupervisory workers.

TABLE 11.-Average annual rates of change in output per man-hour, hourly
compensation, and unit labor costs in the private economy for selected years'

Item 1947-65 1960-65

Unit labor costs-1 .8 0.6
Output per man-hour -3.2 3.7
Compensation per man-hour 5.0 4.2
Real compensation per man-hour -3.2 3.0

I All rates computed from the least squares trend of the logarithms of the index numbers.

TABLE 12.-Indexes of output per man-hour, compensation per man-hour and
unit labor costs in the private economy, 1947-65

[1957-59=100]

Output Compen- Unit labor Output Compen- Unit labor
Year per man- sation per costs Year per man- sation per costs

hour man-hour hour man-hour

1947 -69. 2 54.5 78. 8 1957 -96. 9 95.8 98. 9
1948 -72.1 59.3 82. 2 1958 -99. 7 99.7 100. 1
1949 -74.4 60.3 81. 6 1959- 103.4 104. 4 101. 0
1950 -80. 6 64.5 80. 0 1960 -105.1 108.5 103. 2
1951 -___ 82. 9 70.9 85.5 1961- 108. 7 112.5 103. 5
1952 -84.5 75.3 89.1 1962 -113.7 117.5 103. 3
1953 -88.0 80.1 91.0 1963 -117.7 122.1 103. 7
1954 -90. 0 82 5 91.7 1964 -121.9 128.3 ln5. 3
1955 -_--__ 94.0 85.1 90.5 1965.. .- - 125.3 133. 2 106. 2
1956- 94.1 0. o 95.6



TABLE 13.-Indexes of unit labor cost in manufacturing for. selected countries, 1950-64

[1957-100J

C-4
Selected countries 1950 1951 1952 1953 1954 1955 1956 1957 1958 1959 1960 1961 1962 1963 19641

NATIONAL CURRENCY BASIS .

All employees:
United States:

Series A 2 80 87 91 93 95 92 96 100 103 1o0 101 101 101 too 99 co
Series B 3_........-....... 76 82 86 90 92 90 97 100 102 102 106 106 104 105 105 3

Canada -77 84 90 92 94 91 93 100 101 101 104 103 102 103 103 0
France - ---- ------------------------ 50 67 76 80 82 87 92 100 113 115 115 123 132 141 142
Germany, Federal Republic of -87 97 95 93 92 02 99 100 103 102 105 111 119 123 124 0
Japan - 109 107 113 102 105 106 106 100 106 100 98 100 108 113 111 0
The Netherlands-72 78 81 78 81 85 92 100 103 98 100 108 ill 119 126 Z
Sweden --------------------- 0 69 83 87 91 95 99 100 102 101 102 100 113 110 1106 .

The United Kingdom -0-- 09 74 83 84 85 88 96 103 105 104 105 113 117 116 117
Production workers: ;

United States: .
Series A 2 87 95 97 98 97 95 98 100 100 98 98 95 95 95 94
-Seriesfl

m
3
-

8---------- ----- 3 89 02 91 94 92 98 100 100 99 102 100 99 100 100
Germany, Federal Republic of ---------------- 89 100 97 94 91 94 100 100 102 100 102 108 114 116 117
Italy ------------------------------- 109 107 111 106 . 102 100 101 100 98 91 91 92 99 109 114 O

-Sweden4 -063 74 88 89 93 96 100 100 100 98 98 101 105 107 106 0
-The United Kingdom - 71 75 83 86 87 90 98 100 103 102 103 109 111 110 110

U.S. DOLLAR BASIS 5 0

All employees:
Canada- 68 76 88 90 '92 88 91 100 100 100 103 97 92 91 91
France - ------------ ---------- 54. 73 82 86 88 94 100 100 93 88 89 94 101 108 109
Germany, Federal Republic of -87 97 95 93 92 92 99 100 103 102 105 117 125 129 130
The Netherlands -72 78 81 78 81 85 92 100 103 98 100 114 118 126 133 '0

Production workers: 5
Germany, Federal Republic of -89 100 97 94 91 94 100 100 102 100 102 113 120 122 123 58

1 Preliminary. markets. Adjustments for France are based upon changes that occurred in 1957 and 1958. U
2 Based on Federal Reserve Board index of manufacturing production. Adjustments for Germany and the Netherlands are based upon changes in par value that
3 Based on estimates of gross national product originating in manufacturing, published occurred in March 1961. 3

by the U.S. Department of Commerco, Office of Business Economics. Source: U.S. Department of Labor, Bureau of Labor Statistics, Division of Foreign
:4 Manufacturing and mining.
a Adjusted for chalges in the official or commercial exchange rate. Until 1961, the Cana- Labor Conditions (BIC), February 1966.

dian dollar had no par value and was allowed to fluctuate freely in international exchange I:>
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TABLE 14.-Change in wholesale prices during 1965, major components and
selected specific items

Percent
change Effect on all

Commodity December commodities
1964 to index I

December
1965

All commodities ------------------------ +3.4-
Farm products 3--------------------------------------------------------- +11.1 +1. 1

Fresh and dried fruits and vegetables -- 6.6 -.1
Livestock and poultry -+31.2 +1. 0
Eggs -+38. 6 +.2

Processed foods 2- -_______________________________________-------_-- +8.5 +1.2
Meats, poultry, and fish -+24.3 +1. 0
Canned and frozen fruits and vegetables -+3. 2 0
Refined vegetable oils - ------ ------------------- +11.3 0

Industrial commodities 2- _-________----------------------------------- +1.4 +1.1
Hides and skins -+46. 7 0
Silk products --- +22.3 0
Leather ----- +9.9 0
Wastepaper - -------------------------------------- +9.1 0
Petroleum products, refined ---- +4.7 +. 2
Footwear --- +4.4 0
Lumber -+4.2 +.1
Metalworking machinery and equipment -+4.1 +. 1
Metal containers-+4.0 0
Gas fuels -+3.7 0
Nonferrous metals -+3.7 +.1
Asphalt roofing -+3.7 0
Fertilizer materials -+3.1 0
Agricultural machinery and equipment -+2. 5 0
Construction machinery and equipment -+2.5 0
Household appliances -- 2.0 0
Flat glass -------------------------------------------- -2.2 0
Television, radio receivers, and phonographs -- 2.4 0
Manmade fiber textile products- -5.1 -. 1
Fats and oils, inedible -- 5.7 0
Gypsum products- -8. 3 0

' The change (increase or decrease) for each listed product alone would have caused the all-commodities
Index to go up or down by the amount shown.

2 Includes a number of products in addition to those listed.

TABLE 15.-Change in consumer prices during 1965, major components and
selected specific items

Percent
change Effect on

Item December all items
1964 to index '

December
1965

All items -+2.0
Food 3------------------------------------------------------------------- +3.5 0.8

Meats -+13.5 .6
Fruits and vegetables -- 3.1 -.1
Eggs -+15.5 .1

Other nondurable commodities 23___________________.________________ +2.0 .5
Footwear -+3.5 .1
Gasoline and motor oil -+3.7 .1
Tobacco products -' +7. 4 .1

Durable commodities ' -- 1. 0 -. 2
New cars -- 2. 9 -.1
Used cars -- 4.4 -.1
Appliances -- 3.2 0

Services '_---------------------------------------------------------------- +2.7 .9
Rent of house or apartment 5_--------------------------------------- +1. 0 .1
Other household services 5

2 -
----------------------------------------- +2.4 .3

Transportation services-+3.9 .2
Medical care services -+3.5 .2

' The change (increase or decrease) for each listed product alone would have caused the all items Index
to go up or down by the amount shown.

2 Includes a number of items in addition to those listed.
* Due mostly to increases in State taxes on cigarettes and other tobacco products.
* Largely the result of reduction or elimination of Federal excise taxes.
' Covers mainly domestic service, babysitters, laundry, and drycleaning.
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Ch-rt 1.

TRENDS IN EMPLOYMENT AND UNEMPLOYMENT
January 1949 to date (Aetial and seasoually adjusted)
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Ch-nt 2.

SELECTED MEASURES OF UNEMPLOYMENT AND PART-TIME EMPLOYMENT
January 1955 to date

(Seasonally adjusted)
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W. .. ..

UNEMPLOYMENT RATES AMONG TEENAGERS AND ADULT WORKERS
--~ ~ Januarv 1955 to date

UMEPLOYMENT RATES OF WHITE- AND BLUE-COLLAR WORKERS
AND SERVICE WORKERS
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Chart 6. Negotiated Wage Rate Adjustmente-' and the Unemployment Rate, 1954.65
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Chart 7. Output per Man-hour - Total Private Economy, Agricultural
and Nonagricultural Sectors, 1947-65
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Chart 8. OUTPUT PER MAN-HOUR IN SELECTED INDUSTRIES
Average Annual Percent Changes, 1959-1963'
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Chart 9. Total Private Economy
Output Per Man-Hour, Compensation Per Man-Hour, and Unit Labor Coast, 1947.65
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Chart 10. Total Private Economy
Output Per Man-Hour and Real Compensation per Man-Hour, 1947-65
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Chart 11.
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,Chart 13. CPI: MAJOR TYPES OF FOOD
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Chart 14.. WPI: HIDES, LEATHER, AND
FOOTWEAR PRICES
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Chart 15. WPI: SELECTED INDUSTRIAL PRICES
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Chart 16. WPI: DURABLE RAW AND MANUFACTURED
GOODS
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Chart 17. WPI: STEELCAR, & APPLIANCE PRICES
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Chart 19. YEAR-TO-YEAR CHANGES IN CONSUMER PRICES
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TESTIMONY OF ARTHUR M. ROSS, COMMISSIONER, BUREAU OF
LABOR STATISTICS, U.S. DEPARTMENT OF LABOR

Mr. Ross. -Mr. Chairman, as the newly appointed Commissioner of
Labor Statistics, this is my first opportunity to appear before this
distinguished conmmittee. I hope it will not be out of place if my
initial comment comes from 25 years as a professional economist
rather than 3 months as a Government servant.

Over the past couple of decades I have followed the hearings -and
reports of this committee with great interest and unfailing respect.
And along with the rest of the profession I have come to realize how
much the country owes to the Joint Economic Committee as well as
the Council of Economic Advisers for indispensable contributions ton
economic understanding and policy. The Joint Economic Committee,
in the view of the economic profession as a whole, has truly served as
an instrument of public education as well as policy review. And
for that reason I was greatly complimented by the committee's re-
quest to present a report on the current economic situation with par-
ticular reference to employment and unemployment, wages and fringe
benefits, productivityoand prices.

We do feel the Bureau has a duty not only to collect and disseminate
statistics but also to analyze and interpret them. Indeed, this duty
has become more important by the vast operating responsibilities
which the Congress has assigned to the Department of Labor under
the leadership of Secretary Wirtz. And it is also true that the
Bureau serves as the principal source of economic intelligence for
management and labor, the Congress, and the administration, the
press, the universities and our numerous other clienteles.

Therefore, in our report we attempt to explain the changes in
employment, wages, prices, et cetera, which have taken place during
the past year. We undertake to predict the course of developments
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throughout 1966 insofar as that is possible in the uncertain milieu of
the present day.

We try to point out the problems which will have to be encountered
in maintaining economic expansion, preserving a substantial degree of
price stability, and offering employment opportunity not only to those
with attractive qualifications but also to those who are entitled to it
as a matter of right.

My oral remarks this morning will deal principally with the eco-
nomic prospects for 1966 as we view them.

Senator JAVITS. Mr. Chairman, would the witness yield?
The Senate is having a cloture vote at 11 o'clock. I ask the chair-

man to ask the witness how long he would plan to take, because we
lose our opportunity to question either in a very few minutes.

Chairman PATMIAN. I wonder if it will be agreeable for you to
suspend temporarily and without objection let the Senators be heard
first, taking the time until 11 o'clock.

Will that be satisfactory?
Senator JAVITS. Fine.
Chairman PATMAN. Will that be satisfactory with you?
Mr. Ross. Of course.
Chairman PATMAN. Go ahead, sir.
Senator JAVITS. Mr. Chairman, I will limit myself to 9 minutes so

we can both get over there in time.
Mr. Secretary, first, of course, it is always a pleasure to welcome you.
I am struck by two things in your testimony. One is, that I find no

comments on the Automation Commission's report; the other is that
your comments on the wage-price guidelines are rather implicitly ex-
pressed. It is indicated at the very end where you deal with some
aspects of the wage curve.

Now, could you tell us if there is any reason, for example, why you
did not deal with the Automation Commission's report?

Secretary WIRTZ. I am prepared to discuss it in any detail. Frank-
ly, I finished my reading of it late last night. The pressures of time
have been severe. I want no misunderstanding about it, there is no
affirmative reason for leaving it out of here. It is a repQrt to the
Congress as well as to the President. It is in your hands and it had
seemed to me there would be a redundancy about my commenting on it
as an independent matter. I have no reservations.

Senator JAVITS. Mr. Secretary, is there any administration policy
on two big elements of that report? One is the cost of carrying a
half-million floating unemployed, that is the problem of the transi-
tion from job to job because of automation, and the other is the
reverse income tax, the guarantee of a basic annual income to overcome
-one effect of this new phenomenon.

Secretary WIRTZ. There is, so far as I know, no administration
policy on the second point. I feel no reservations about expressing a
personal view. On the first point there is a very clear policy and a
good deal of what we are doing in the Manpower Development and
Training Act program and in the antipoverty program, in the educa-
tional programs, including the vocational educational programs
directed toward removing the burden of that half a million as far as
the economy is concerned.
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Senator JAVITS. Is it done in any planned way? You say there is
an administration policy. Is the administration taking half a million
men as a likely addition to the force of unemployed and say here is
our plan to deal with them?

Secretary WiRTz. Yes, but if the question, Senator, suggests or in-
quires as to whether we have a specific for that situation our answer
would be that it will not lend itself to a specific, the answer to it must

-include not only the application of the fiscal and the monetary policies,
but also very specifically a concentration of these other programs on
this group. We know at this point almost exactly where they are
physically. We know now a great deal more than we did before about
who they are. We are presently engaged in trying to develop name-
by-name inventories in the various cities.

Senator JAVITS. Are you saying that the administration does accept
the figure of 500,000 and states to us that it has plans to deal with that
number of people?

Secretary 1ViRTz. I do not mean to accept to that extent, the detail
of the Automation Commission's report, which I have not read in
detail. I have no reason for rejecting it. Our own approach, per-
haps, is toward a somewhat different group than that one. It in-
cludes, as I have suggested here, a very strong emphasis on the present
long-term hard-core unemployed. It also includes very definite
emphasis on the teenage unemployment group, perhaps more emphasis
than there was there, and I think there is this difference in approach
between the two.

I find in the administration's policy more emphasis upon the neces-
sity of programs, manpower, training, educational programs, which
are directed specifically at that group than I do in the Automation
Commission's report where there is a larger emphasis, comparatively
in terms of this balance, on the fiscal and monetary figure.

Senator JAVITS. What is your figure in men? 'What is the Labor
Department's figure as contrasted to the Automation Commission's
figure of 500,000?

Secretary WIRTZ. I do not remember the definitions of that figure
well enough to know what the difference is.

Our figures show this, they show a long-term hard-core unemployed
of about 650,000, which I think is much that same thing.

Senator JAVITS. You said you would state your personal view on
this reverse income tax idea, but Mr. Secretary, I am not here to entrap
you in any answers. You are an administration official and if you
wish to answer, fine. If you don't just say so.

Secretary WIRTz. I do not mean to press it at all. I don't think it
has much value, but my own personal view is that the answer is nega-
tive as far as I am concerned. I want to make it clear that is a per-
sonal view.

Senator JAvrrs. May I ask you to submit a statement for the record
which will deal with the 500,000 or the 650,000, as you will, of hard-
core unemployed, and pinpoint for us the ways in which is planned
to deal with the training or retraining of these people and the transi-
tional problem which they have?

Secretary WIRTZ. I will be glad to do it now. It is probably better
if it be added for the record.

Senator JAVITS. Add it for the record.
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(The information below was submitted by the Department for the
record:)

As of January 1966, there were 678,000 persons unemployed for 15 weeks or
more, the official definition of "long-term unemployment." These men and
women constitute 20 percent of all the unemployed during that month.

Throughout the history of the Manpower Development and Training Act, con-
siderable emphasis has been given to these long-term unemployed. As a matter
of fact, 40 percent of all enrolled trainees under MDTA, through the end of 1965,
were long-term unemployed-double their corresponding proportion in the labor
force.

Senator JAVITS. May I ask you if you feel the amounts provided
in the President's budget are adequate for the job which you are
describing?

Secretary WiRTz. Yes; I do.
Senator JAVITS. I notice another very sticky problem here, and that

is the problem of, again, nonwhite unemployment which is very much
higher, about double that of white. I am going to leave the problem
of teenagers aside because I think you are very right about the fact
that the lumping of the problem of teenagers looking for part-time
jobs in the unemployment figure is a very disturbing factor, not
necessarily legitimate.

But taking nonwhite unemployment, do you feel that if we amended
and stiffened up the FEPC provisions of the 1964 Civil Rights Act,
do you think it would deal more effectively with correcting that situa-
tion?

Secretary WIRTZ. That act deals with the discrimination aspects of
the program and my view is that there is still somewhat more that
could be done as far as discrimination is concerned. My own pre-
occupation has been a good deal more with the training aspects of the
problem, the disadvantage aspects of it. I think they are more funda-
mental today than the discrimination aspects. I think there is more
that can be done on this program.

Senator JAVITS. I have just one minute. May I ask you this: What
do you think of the idea that has been urged of some massive Marshall
plan-type attack on the problem of bringing Negroes, to be very spe-
cific, up to parity, as a means to remedy the denial of opportunity, in
terms of education, et cetera, which has been visited upon them for
100 years? Do you think that rather than through the law, the dis-
crimination question, this problem could be dealt with in terms of a.
massive program which would take special money, et cetera? This
is another Appalachia: an infinitely bigger one.

Secretary WIRTZ.. Yes; I would subscribe completely to the ap-
proach. I think that probably there are today significant elements
of that plan already at work. Let me simply answer your question,
in your terms, in agreement, and in mine I would simply say it seems
to me that the point is civil rights, equal rights, and until we get there
we have not accomplished much.

Senator JAVITS. Would you also, for the record, submit a state-
ment as to what is being done along those lines of zeroing in- on the
problem of Negro unemployment which is so much higher?

Secretary WIRTZ.. Yes, sir. It will be primarily- in the form, if
this is all right, of showing the extent to which the MDTA, antipov-
erty, training, education, vocational educational programs, deal with
it.
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Senator JAVITS. Give it to us in terms of the number of people in-
volved, if you can.

Secretary WIRTZ. Fine.
Senator JAVITs. Finally, I will ask you to submit for the record

comments other than what is contained in your statement on the guide-
lines question and their validity, whether they work out satisfactorily
and effectively in the view of your Department. If you could submit
something to us on that score.

Secretary WIRTZ. I am less clear about what it would be you had
in mind.

Senator JAVITS. I think we ought to know from the labor point of
view what you think of the whole guidelines concept and if it is work-
ingo You made no comments on the 3.2 percent guidelines in your
statement. Labor is agitating that they are arbitrarily fixed at 3.2
percent; that they should be 3.6 percent.

Secretary WIRTZ. I want to be as general as possible. Any state-
ments of mine will be very much in line with those you have received
from the Council of Economic Advisers.

Senator JAVITS. Let us say that.
Secretary WIRTZ. I meant that to be the point of the paragraph.
(The following materia-l was subsequently supplied by the De-

partment:)
The statement which follows is the response to query of Senator Javits as to

whether a special massive program has been developed to solve the nonwhite
employment problem and what the Federal Government is doing in the way of
training, education, etc:

The employment problems of Negro Americans are several and varied and
programs designed to meet them are similarly diverse. In short, these problems,
like the "problem" of unemployment as a whole, do not yield to a single, massive
program. We do have a number of specific programs, however, which bear to
a large extent on the employment problems of Negroes.

Statistical data on the employment assistance provided Negroes through the
Employment Service are not available because current policy prohibits the
recording of an applicant's race, creed, color or national origin on any official
record. (As a matter of information to the committee this policy is currently
under review and, after thorough study of the pros and cons. need for change
may be indicated.) Nevertheless, it seems a fair assumption that a substantial
proportion of the 6,047,100 agricultural placements made in fiscal year 1965 were
nonwhite and that nonwhites constitute a sizable fraction of the 6,329,700 non-
agricultural placements made during the same period.

Job development activities of the Employment Service gear-in closely with
the Service's work under the Equal Employment Opportunity Act and there is
no doubt that significant contributions have been made in both areas. Employ-
ers are encouraged to follow equal opportunity hiring practices and are assisted
in finding qualified applicants, including nonwhites. The Employment Service
-cooperates fully with the Urban League and other such organizations interested
in equal employment opportunity by encouraging employers not only to eliminate
discrimination but also to open up job opportunities hitherto regarded as for
"'white only."

In recent years the Employment Service has intensified its efforts to provide
,occupational information and job placement services to students and graduates
of predominantly Negro colleges. Sixty-five percent of all Negro college students
are in these colleges. -The substantial increase in employer recruitment at these
colleges has not benefited all graduates, especially those majoring in such fields
as social work, social science, the humanities, industrial arts, and teaching.
The Employment Service tries to help with this problem by encouraging seniors
to register in their local employment offices for both local and interstate referral.
- School integration has resulted in displacement of some Negro teachers from

employment in some localities; in others, it is still in prospect. The Employ-
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ment Service, together with professional teacher associations at State and na-
tional levels, is attempting to assist these persons by offering placement service
tailored to their individual needs and preferences, through job development,
interarea recruitment, training, mobility grants, and other services. The Em-
ployment Service is helping to achieve full utilization of this important man-
power resource.

In order to promote and open up new apprenticeship opportunities for Negroes,
apprenticeship information centers are being established in local employment
offices in selected metropolitan areas. There are currently 10 such centers in
operation and we expect to have a total of 24 by the end of fiscal year 1966.

Selective 'Service rejectees include a high proportion of Negroes. The Employ-
ment Service encourages those who fail to pass the Armed Forces Qualification
Test to report to their local employment offices for counseling, testing, training,
and placement services.

The Employment Service is establishing .a network of 200 youth opportunity
centers in public employment offices in 139 major metropolitan areas to provide
needed service to disadvantaged youth. Of these, 122 centers a-re already in
operation. These services include intensive individual counseling and assistance
in preparing for and obtaining employment. They serve as a principal recruiting
and referral center for the Job Corps, Neighborhood Youth Corps and training
provided under MDTA. The YOC's are invariably situated in areas with a high
proportion of Negroes in the population. Consequently, it can be assumed that
Negro youth are among their principal beneficiaries.

Cooperative programs developed with public and private high schools through-
out the country are an important element of the Employment Service's assistance
to youth. The purpose of these programs is to provide counseling, -testing, and
job referral services to prospective graduates and to potential "dropouts." Dur-
ing the 196465 school year, the Employment Service served approximately
600.000 high school seniors in schools -which awarded over two-thirds of all high
school diplomas. In addition, more than 50,000 high school dropouts benefited
from this program. About 125,000 high' school graduates and 25,000 dropouts
served through this program were placed in jobs after leaving school during the
1964-65 school year.

All of the foregoing programs and activities are operated by the U.S. Employ-
ment Service. The U.S. Employment Service records do'not reflect the race, color,
creed, or national origin of the persons 'served. However, from the nature of
these programs and the geographic location within major metropolitan areas of
the offices from which the programs are administered, it can be inferred that the
numbers and proportions of Negroes benefited are 'high.

However, records kept under the Magovern Act of training programs show that
approximately 375,000 persons have been authorized' to receive institutional
training in the 3 years MDTA has been operative. Over 250,000 persons were
enrolled for training and 131,000 completed training.

From the detailed information available on most persons enrolled through June
1, 1965, it is clear that Negroes -are very well represented. Approximately 30
percent of MDTA enrollees are nonwhite-a substantially higher proportion than
nonwhites represent of all jobless workers. Even more significantly, nonwhite
representation has been steadily increasing in order to meet the needs for provid-
ing them with the means for competing on a more equal basis in the job market.
Thus, for the first half of 1965, it was 33 percent, up from 27 percent in 1963.

Unemployment problems are intensified for workers at the two extremes of the
age scale. Our training program has had relatively more success in reaching
younger than older workers but both age groups are under represented a's will be
noted from table 1, attached.

Education is a major factor in qualifying for institutional training. Those
with the least formal schooling have the most difficulty. Part of this may be
due to being unaware of opportunities and failure to apply for training. Table II,
attached, reflects the educational attainments of persons enrolled in institutional
training programs. ' '

On-the-job training experience under MDTA is comparable to institutional in
all respects save one-the placement rate is somewhat higher. Nearly 80 per-
cent of Negroes who complete on-the-job training courses obtain employment as
against approximately 68 percent for those who complete institutional training
courses.
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* Statistics on operations of the Neighborhood Youth Corps, the Department of
Labor's part of the War on Poverty (Economic Opportunity AA of 1964, title I,
part B), show that antipoverty programs, too, focus heavily on the Negro. De-
tailed data on the first 49,712 enrollees, representing approximately 25 percent
of the total number of youth enrolled during fiscal year 1965, show that Negroes
were among the primary beneficiaries (see table III, attached).

TABLE I.-Persons enrolled in MDTA institutional programs by color and age and
sex, cumulative through June 1, 1965

[Percent distribution]

MDTA institutional
trainees

Age and sex trainees

White Nonwhite

Total ---------------------------------------------- 100.0 100.0

Under 19 years -13.1 12.3
19 to 21 years -21.6 27. 4
22 to 44 years -52. 5 55.0
45 years and over -12.8 5. 4

Male - ------------------------------------ ----------------------------- 100.0 100.0

Unler 19 years - ------------------------------------------------------- 12.3 12.5
19 to 21 years -23.3 27.0
22 to 44 years -54.1 53. 9
45 years and over -10.3 6.5

Female -- 100.0 100. 0

Under 19 years -14. 6 12.0
19 to 21 years -18.5 27.9
22 to 44 years -49. 7 56.2
45 years and over -17.1 4. 0

TABLE II.-Educational attainment of white and nonwhite persons enrolled in
MDTA institutional programs cunnsulative through June 1, 1965

[Percent distribution]

MDTA institutional
trainees

Highest grade completed trainees

White Nonwhite

Total, both sexes ------------------------------------------- 100. 0 100. 0

Less than 8th grade -6.0 6.5
8th grade -- -------------------------------------------------------------- 10 0 6.7
9th to 11th grade- 30 1 37.9
12th grade -47. 0 41.9
Over 12th grade -- 6.9 7. 0

TABLE III.-Persons enrolled in New York City in-school and out-of-school
projects through June 1965, by race (sample)

[Percent]

Color All In-school Out-of-
enrollees school

White - --- 0----------------------------------- 60.7 63.1 48. 7
Negro -36.5 33.9 49.2
Other -2.8 3. 0 2.1

Total - -------------------------------------------- 100.0 100.0 100.0

The Office of Education advises us that vocational education enrollment data are not collected on the
basis of race.

I
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- Chairman PATMAN. Senator Proxmire?
Senator PRox3mE. First, Mr. Secretary and Commissioner Ross, I

want to complement both of you. I think that the administration has,
as you say, done a superlative economic policy job. Very few people,
even the most optimistic, thought we could have the kind of growth
we have had, the kind of prosperity and stability, and I think that
more than perhaps any other official of'the administration you and
your Department have to deal with the knottiest problem of achieving
that price stability while we have economic growth and I think that the
programs that you have so well enunciated here certainly, as I say,
have been mighty responsible, and Mr. Ross, I want to welcome you. I
happen to be Chairman of the Statistics Subcommittee of this com-
mittee and I have followed your career and your announcements
since you have been in office with hearty approval.

I am delighted to see the kind of inquiring and thoughtful approach
vou have and the kind of innovations you have suggested for the future
for statistics.

Mr. Ross. Thank you, sir.
Senator PROXMIRE. There is no question that the basic reason for

the big economic policy progress we have made has been because of our
greatly improved statistics, but there is plenty of room for more, as you
have so often said.

Now, you say, Mr. Secretary, that about one-half of the reduction
in unemployment came from changes in manpower training programs
of various kinds, and civil rights and about half from fiscal and mone-
tary policies.

What does this leave for the actions of the free market, for the
innovative originality of American businessmen and so forth?

Secretary WIMTZ. I appreciate the question and the amendment that
it suggests. In other cases, situations, I have used what is only a con-
versational statistic that 90 to 95 percent of it is in the workings of
the private economy and that the role of Government is probably ef-
fective only in the area of 5 to 10 percent and would answer your
question that way.

And these figures are intended to refer only to that area of the effect
of the Government policies.

Senator PROXMIRE. The catalyst-
Secretary Wnrrz. Yes, of course, when you get into programs like

the Neighborhood Youth Corps program, the other fairly large-scale
employment programs, there is a more direct Government element
there.

I would still think in terms of whatever the Government may do in
a supportive capacity as being only part of this 5 to 10 percent and the

rest of it is the working of the private economy.
Senator PROXMIRE. On price stability I think you have made a

strong case, and other administration spokesmen have, too, but the
contrary side has been put strongly in a column in the Washington
Post, I would like to read a couple of excerpts from it and ask you
to comment. Particularly there is- an almost unanimous opinion
among business executives and industrial economists that the labor
shortage is having a serious inflationary effect on costs.

They complain that economic policymakers in Washington do not
seem to recognize it. Then'this article goes on to say:

59-311-66--pt. 2--12
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"To the executive on the firing lines, the statistics indicating stable
labor costs, do not reflect the increases in cost caused by rising fringe
benefits, rising overtime pay, the increase in the cost of materials pur-
chased, the recent increases in social security taxes, the adverse effect
on costs resulting from increased work of unskilled workers and less
efficient standby equipment.

"Many of these executives indicate that this inflation will have to be
offset by higher prices; administration admonition to the contrary
notwithstanding."

I notice that just the other day there was a revision of the labor cost
per unit manufacturing output, indicating there is an even more stable
situation than we suspected in this area with labor costs between June
and December being not simply stable, but having declined from 98.8
in June to 98.1 in December. The December figure is preliminary?

Secretary WIRTZ. Yes.
Senator PROXMIRE. Hoowever, executives around the country, in Mil-

waukee and elsewhere, as I have indicated, do feel this does not state
the full case. What is your answer?

Secretary WIRTZ. The description of the attitude of the executives
in the story would confirm the position of the executives; I think it is
only a very partial statement of the case. There is a lot of detail.
One thing that is not mentioned there is what has happened to profits
over the last 5 years, which is interesting. Profits have gone up 50
percent before taxes, 65 percent after taxes.

In just good, old-fashioned terms, it is about as good a round meas-
ure of this kind of thing as I know.

The only other point I would mention in my answer is the one to
which vou have referred-I wish the country could realize the sig-
nificance of what has happened as far as unit labor costs in manufac-
turing in this country are concerned in the past 5 years. I wish they
could realize the importance of the fact they have stayed almost level
for the last 5 years wohere before they were going up 3 to 3.5 percent
a vear.

I wish they could realize the significance of the fact they have stayed
level in this country during 5 years when they have gone up 11 percent
in Japan, 28 percent in the Netherlands and by varying percentages
in between in the meantime.

Now, the unit labor cost is the figure which does measure the rela-
tionslhip between wage increases and productivity and it is the point
that goes into profits and my basic reaction is that that kind of report
leaves out too much.

Senator PROXMIIRE. Is it not the marginal cost that is likely to in-
crease the prices? As you indicated in your statement, it is harder
now in many lines to hire skilled, competent workers and consequently
the most recent workers hired cost more in needed training or in com-
petence. Furthermore, under this kind of a rationing system it is
harder to meet orders.

Under these circumstances, has there not been a traditional tendency
in American business and elsewhere in the world for prices to rise?
Will this not take an extraordinary degree of statesmanship on the part
of business?

Secretary WIRTZ. Yes, but I think the lesson in the last 5 years, we
have infinitely more good sense, self-restraint, responsibility than w as
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exercised before with respect to precisely these matters. I think it is
a great national asset.

Senator PROX-MIRE. Also, you forecast a drop in unemployment from
4 to 3.5 percent. Isn't it going to be even more difficult in the coming
year than it was in the past year to achieve price stability, assuming
that your predictions are correct?

Secretary WIRTZ. It is going to require more balance, the, balance
of self-restraint. I do not believe there is any more reason than there
was before to anticipate trouble.

Senator PROXMIRE. Apropos of your suggestion on teenagers, I
understand that there is a recent suggestion for a split minimum wage
recognizing that 12 percent of teenagers are out of work, 1.8 percent
of married men are out of work. The contention is that what a
minimum wage does is to, of course, discourage some employers from
hiring the less efficient, less experienced, less reliable worker and the
more experienced and more mature worker is more desirable.

Do you think under these circumstances there mighlt be a case for
a lower minimum wage for-teenagers, a higher minimum wage for
those who are older and perhaps even a greater-even a further dis-
crimination along the line?

Secretary WIRTZ. I would be opposed to the split; I would recog-
nize that in a higher order of things there would be reason for recog-
nizing different minimum wage situations, but in the lower and present
practical order of things I think the possibilities of abuse of a split
would far outweigh the advantages of it and would, therefore, be
opposed to a split in the minimum wage.

I would add only one other thing, a report submitted to the Con-
gress last week reflects our study of whether there has been a de-
pressive or adverse effect on employment'resulting from the minimum
wage increases of the last 5 years. The evidence is negative. And
I do not believe that there will be

Senator PROXMIRE. Is there not some hard prima facie evidence
inasmuch as there are 12 percent of the teenagers out of work? Do
you think that is any extent, because we do have $1.25 minimum
wage?

Secretary WIRTZ. No, I do not. In Japan there is no unemploy-
ment of teenagers or children. In Japan every single boy or girl is
employed. They come into a department store and they will be
employed with no questions asked, and the reason is because the entry
wage is way. way down, so it is quite clear that if you reduced a wage
far enough, vou would find full employment.

No question about that at all.
Now, the rest of the story, of course, is that partly as a result of

this, the standard of -living in' Japan is much lower than it is here.
I understand your -question to be within ther'ange of practical possi-
bility that we have in mind, and my answer is within thaf range:.

I would, of course, recognize that you could eliminate unemploy-
ment among the teenagers, by putting in a 25-cent starting rate, but
I am sure we do not want that.

Senator PROXMIRE. From that standpoint we will have a discrim-
ination inasmuch as those who are not covered by the Federal minimum
wage laws are covered only by the State minimum wage laws, which
in general are lower, and less comprehensive.
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In general, the teenagers get the jobs that are not covered by the
Federal law.

Secretary WIRTZ. That discrimination is very repugnant. The
present minimum wage laws cover two-thirds of the white workers in
this country and only half of the nonwhite workers.

Senator PROxMIIRE. Any figures on the percentage of teenagers?
Secretary WIRTZ. About 40 percent of all teenagers are employed

in activities subject to the minimum wage. They also cover in their
present coverage, two-thirds of the men in the country and only half
of the women, so the discrimination to which you refer is very real.

Senator PROXMIRE. In an article this morning in the Wall Street
Journal on the U.S. Job Corps, there is an assertion by a Mr. Herbert
Hill, director of the labor programs for the National Association for
the Advancement of Colored People. He is for it; but he says it must
be increased a hundredfold if it is really going to have real social
meaning, if it is going to do its job.

The Job Corps offers some beautiful examples of individual
achievement, but it is too small to have the kind of real impact this
country is going to need in view of the job ahead?

Secretary WIRTZ. I do not think so. When the Job Corps program,
which is Mr. Shriver's direct administration, becomes fully effective,
it is my impression there will be about-I think that article includes a
figure-I think it is 10,000 to 15,000 graduates a month when the pro-
gram gets moving.

If Mr. Hill's hundredfold applies to the present output from the
Job Corps, I think we would all agree with it, but if he is talking
about the program when it levels out, which will be quite soon now,
during this year we will be up to 10,000 graduates a month, that will
reflect over a third of the OEO budget, the application of the OEO
budget. I would not think that that should be enlarged in those com-
parative terms.

Senator PROXMIRE. Thank you Mr. Chairman.
Representative CURTIs. Mr. dhairman, I wonder inasmuch as we

have started on the interrogation and the statements are with us and
we have had a chance to view them, whether we cannot just go ahead.

Chairman PATMAN. Is there any objection?
(No response.)
Chairman PATMAN. Will it be all right with you, Mr. Ross?
Mr. Ross. Of course.
Chairman PATMAN. I see you have a very comprehensive statement

here; you have some fine tables and charts and we appreciate them
very much.

Mr. Ross. Thank you.
Chairman PATMAN. They will be in the record then at the point in-

dicated and we will continue to interrogate you and Mr. Wirtz then.
Mr. Curtis?
Representative CuRTIs. First, I want to get something straight.

You said, Mr. Secretary, that there were a smaller number of wage con--
tract bargainings to take place this year.

I have seen a statement that they are larger-more people will be
involved in the wage contract bargaining to come in 1966. I am won-'
dering if what you are saying is that there is a smaller number of large
collective agreements, or is the overall number of employees smaller?
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Secretary WIRTZ. It would be smaller in both respects, Mr. Curtis.
Representative CURTIs. Both?
Secretary WIrTZ. Yes, both in number of contracts and in number of

people covered by them.
Representative CURTIS. In other words, you were not referring to a

smaller number of large collective contracts?
Secretary WIRTZ. I Was referring to that' and it is true in those

terms; it is also true in terms of the number of people covered by the
contracts.

Representative CURTIS. I wonder if you would for the record give
us the actual figures you might have on that, because I would like to
reconcile these two different points.

Secretary WIRTZ. I think that enumeration is in Mr. Ross' statement.
Representative CuRTIs. Is it in your statement, Mr. Ross?
Mr. Ross. Yes, it is. (See table 5, p. 315.)
Representative CURTIs. I have not yet had a chance to get to this.
Now, I want to direct m'y first line of questioning to this problem

of inflationary forces. I have been a little bit surprised at your state-
ment, Mr. Secretary., as well as those of the previous Government wit-
-nesses. The Consumer Price Index rose from Decembef to December,
by 2.2 points, and the Wholesale Price Index rose from December to
December by 3.4 points, with the heavy rise occurring in'the last 4
months, roughly, which was the point of departure from the previous
expenditure policy of the Federal Government.

Up until September, the aniual rate of expenditutr in the admin-
istrative budget had been running at about $97 billion. ' In September
it increased to about $110 billion. But in spite of these indexes, you do
not feel that these inflationary 'forces are so strong that they are
breaking through?

Secretary WIRTZ. I am not quite sure about the specific f6rm of the
question. Was the question whether I think that the -inflationary
forces are sufficiently strong that they are breaking through?

Representative CURTIS. Breaking throfigh, turning once more to the
Consumer Price Index, breaking through the wage-price guidelines, if
you want to answer that way.

Secretary WIRTZ. I would say I would not expect to see what you
are referring to as ia breakthrough; I would expect to see a Continuing
situation which requires continuing close attention, but I think I under-
stand what you mean by the bi'eakthrougho -

'You mean the kind of thing we had in the Korean period, the kind
of thing we had a couple of times during the 1950's, and I do not expect
to see that.

Representative CURTIS.r No, in aluminum pricing and steel pricing,
and copper pricing, and up in New York in the transit workers settle-

-ment and the innumerable instances Where the Chairman of the Coun-
cil of Economiic Advisers tells me they have moved in to try to bring
about adherence to the wage-price guidelines.
' They said the cases I 'was specifically talking about were the ones

that have been well publicized, but there aie all sorts of other-efforts.
~ 'What are you doing? What -forces are you resisting in going

through these motions of persuading people to hold the wage-price
guidelines? What'are these forces'? ''
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Secretary WIRTZ. To the extent that your question, and I perhaps
misunderstood it, inquires as to whether I think there will be occa-
sional breakthroughs in one area or another, I suppose we have to
recognize the almost inevitability of that and do whatever we can to
meet them.

Representative CURTIS. What I am getting at is, the $3.9 billion
deficit in fiscal 1966 which was given us in January of 1965, has now
been revised in the President's budgetary message of this January to
$6.9 billion.

These are the months we are in right now, and these are the infla-
tionary forces that I am talking about. These are the infla-
tionary forces that seem to me have resulted in this 2.2-point rise in the
Consumer Price Index and the 3.4-point rise in the Wholesale Price In-
dex. I am surprised at your comments. Why do you feel these infla-
tionary forces are not right now with us and how do you expect to com-
bat them on this low-key basis?

Secretary WIRTZ. It is much a matter of terms. It depends first, on
whether you include within the proper usage of the phase "inflation."

Representative GmRTis. "Inflationary forces" is the term I have used.
Secretary WIRTZ. Whether you include those forces which are re-

flected in some upward movement, any upward movement in price
levels, I do not and would feel that what we have seen so far is not a
reflection of what is properly "inflationary" forces.

Representative CURTIS. What are you resisting? What are the,
wage-price guidelines resisting, what is their purpose? What forces
are they working against?

Secretary WIRTZ. No question but their attempt is to see to it that
the kind of thing you are inquiring about does not happen.

Representative CURTIS. Exactly, but what forces are there? If you
have no inflationary forces, maybe there is some other force.

Secretary WIRTZ. It is only a concern, Mr. Curtis, about using the
term "inflationary forces."

Representative CURTIS. What terms would you use?
Secretary WITRTZ. Forces of upward pressures.
Representative CURTIS. What are the pressures?
Secretary WIRTZ. The pressures are those w-hich are reflected in

every businessman's desire to get the highest price for his product
he can at the higlhest profit and every workingman's desire to get the
highest amount he can for his labors. Those are the pressures.

Representative CURTIS. That is the only reason for wage-price
guidelines? You would have these in normal times. In other words,
I did not realize that this was a permanent structure. Is that right?

Secretary WIRTZ. I do not. know, how long it will last. We have had
them now through a period which started from very, very extreme
unemployment to a period which includes now a more satisfactory
period of employment. They have served us well in both of those
periods.

Representative CURTIS. Let me put it this way: If you expect in
1966, the calendar year, to have to move into more of these jawboning
operations, as it has been described in the press, to hold wage-price
guidelines-

Secretary WIRTz. I just do not know. I do not know how far and
how many cases we will have to move in, and by "moving in" we mean
such a variety of things. We are concerned this week about a wage
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increase that was agreed upon last week in northern New Jersey, or 2
weeks ago, as far as the operating engineers are concerned. We are
talking to those people about that at this point. I expect there will
be-

Representative CURTIS. What do you talk about? I understand you
are also looking at the building and construction industry, and the
wages in that area. Is it true you are engaged in some jawboning
there, too?

Secretary WiRTz. It is not true there is jawboning going on.
Representative CURTIS. We have difficulty in communicating. The

only reason I used the term is that it has been used in the press and
seemed to be an appropriate one of describing how you apply this
wage-price guideline. You describe it as "consultation." I would
go even further, Mr. Secretary, and say regretably that the adminis-
tration hasn't chosen to limit itself to conversation, but has used pow-
ers of the stockpile and in certain instances has used the military pro-
curement policies in others. But I am referring now at least to what-
ever it is that you people are doing in trying to bring about an ad-
herence to the wage-price guidelines.

And if you want to use another term than "jawboning," if it has
a connotation that you do not care for, what do you call it instead?
What do you do? Is this just exhortation, or is it just conversation?
Can you help me in those choices of words?

Secretary WIRTZ. I am not sure I can, because my words would be
bland for perfectly understandable reasons, and yours would have an
additional element for equally understandable reasons, and I am afraid
mine would not satisfy you.

But what it amounts to
Representative CURTIS. Satisfy the public. Describe what you are

doing, then use your terminology so that the Congress and the pub-
lic will understand what you are doing. Mr. Secretary, one of the
points is, I not only wonder whether you have legal authority to do
what you are doing, but I'm not sure what you are doing.

I was surprised in my colloquies on copper and aluminum, and so
forth, to have the Council of Economic Advisers say to me, "Well, you
are just talking about the publicized efforts that we have engaged in in
this process of holding the wage-price guidelines. I am very interested
in finding out about all these other instances as to just what went on,
as to what you are doing.

If you need some legal tools to do these things, frankly, I would like
the Congress to consider them. I think you should tell the Congress
what you are doing, using your own language.

You don't like "jawboning," you don't like "exhortation," "expo-
sure," or whatever words I have used. Now, what do you use?

Secretary WIRTZ. I like the words all right; it is just a question as
to whether they accurately describe what we are talking about. It may
get a little tiresome, because it all involves a matter which is well
known, and it includes a greater variety of approaches.

Representative CURTIS. What do you mean "tiresome," Mr. Secre-
tary?

Secretary WIRTZ. I mean my agency may get tiresome, because I
start, Mr. Curtis, working only with the most recent materials at hand,
with the President's state of the Union message and I moved from
that, most particularly, to the President's economic message in which
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he set out quite strongly with all of the influence of that Office, with all
the authority which it derives not from the individual, but from the
country, the desirability and the good sense of people not robbing
themselves of what they have earned in the last 5 years.

Representative CURTiS. Could I interrupt a moment?
Secretary WniTZ. I didn't know it would get tiresome this fast.
Representative CuRns. No, your answer is not responsive, Mr. See -

retary, that is the point. It is not tiresome. As a matter of fact, sev-
eral Members have requested this committee to conduct studies into
wage-price guidelines so we could find out these things and devote the
necessary time to study them. My time has expired for this go-around,
but possibly one way we could do it would be to zero in on the latest
endeavor. You say you are dealing with the engineers. What
engineers ?

Secretary WIRTZ. Yes; we had conversations yesterday with the
Associated General Contractors from northern New Jersey.

Representative CuRTIs. I will come back to that, rather than do it
now, because my time has expired, and just see what you do in that
ease, because that might give me an idea of what the techniques are.

Secretary WIRTZ. My point, Mr. Curtis, I do not want to be mis-
understood on it, only I do not think there is anything about it which
is not well known. I will be glad to explore it to whatever extent it
bears it out.

Representative. CURTIs. Of course, there is a lot w.e don't know, and
if this committee doesn't know, I suggest the public doesn't know,
either.' e

Secretary WIRTZ. I will be glad to go into that.
Chairman PATMAN. Mr. Bolling?
Representative BOLLING. Mr. Chairman, I do not believe I have any

question, but I do have a comment. I. for a number of years, have
been so preoccupied with my duties in the Committee on Rules that I
have not been able to attend very often these committee hearings, but
I find this recent oolloquy very memory stirring. It reminds me very
much of the discussions that I used to hear in 1950-1951, and 1952
when, not under exactly the same circumstances, but somewhat similar
circumstances, some of my friends on this committee were elaborately
trying to establish what I have always called a double-wing attack on
the military and economic policy of the then administration.

The double-wing attack which I think is already clearly developing
consist of saying, "Clearly you are not doing enough but clearly you
are doing too much."

With that I will yield my time.
Chairman PAT-MAN. Mr. Widnall?
Representative WIDNALL. Thank you, Mr. Chairman.
Good to see you here before the committee, Mr. Secretary, and your

very able assistant.
Would you report on the progress that has been made in developing

a statistical series on job vacancies?
Secretary WTIRTZ. I believe you would probably like that from Com-

missioner Ross.
Representative WIDNALL. Yes.
Mr. Ross. Yes, sir; there have been recently 2 series of experiments

in 16 areas. These experiments have shown that job vacancy statistical
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collection is practical, the employers can identify the vacancies and
can report them, and they are helpful in the planning of training pro-
grams and recruitment of labor and for other purposes. We hope this
year the Department obtains authorization for a job vacancy program
which will cover some 75 or 80 areas.

This is a Department-wide program which will. involve participa-
tion of the Bureau of Employment Security, the BLS, the States, and
the local employment agencies. This will provide not only informa
tion needed for occupational training purposes, but will also pinpoint
the occupation, the industry, the wage rates, and the other identifying
materials which are so necessary in order to know the kind of vacancy
that you are dealing with.

Our experiments have been successful and we hope to obtain au-
thorization.

Representative WIDNALL. I am pleased to see that you are making
the effort in this particular field. I know Congressman Curtis and
many of us here on the minority side have been pressing for action in
this area for some time. I would like to ask this question:

Why has there been a reluctancei to do this? This has seemed so
obvious as the sensible approach, that of matching jobs with abilities
of the people that it has been let go too long?

Mr. Ross. Well, of course, a period was necessary for pilot studies
and experimentation. There were some who felt that a vacancy was
too ambiguous and could not be identified clearly. There were some
who were concerned that the data might be misused.

I believe that our present departmental proposal will relieve any
concerns about possible misuse, and I believe that the experimental
studies have shown the practicability of that type of work.

Representative WIDNALL. Have the experimental studies thus far
indicated a change in unemployment figures within the particular
areas that are being studied. Does it show that the present latest
statistical figures that we have on employment are accurate or does
it indicate that there are more job opportunities and'more job skills
available than is presently thought possible here this day?

Mr. Ross. I have studied carefully the results of the job vacancy
surveys and as far as I can see, they throw no doubt whatever upon
the validity of the unemployment figures, recognizing, of course,
the problem of sampling errors in any unemployment estimates.

We have not found any areas where the vacancies exceed the un-
employment. In any case, these vacancy figures show, I think, very
dramatically, the problem we are going to face now, which is to match
the available labor supply-which will consist of the unemployed plus
the new entrants into the labor' force-with the vacancies that are
presently existing and are coming up, I believe that will be a very
difficult-problem, because the match'is not good and will call for the
most vigorous manpower efforts in the year to come.

Representative WIDNALL. How much of the increase in the adult
labor force next year will be offset by increases in the armed services?

Mr. 'Ross. The increase in the labor force next year-the normally
expected increase-would have 'been about 1.3 million. We'ariticipate,
as the Secretary has said, that because of the attraction of abundant
job opp rhihity,'abo it anIothei' '0,00will come into the market
beyond those who would normally enter.. ; .. X .;



350 JANUARY 1966 ECONOMIC REPORT OF THE PRESIDENT

Our present understanding of the expansion of the Armed Forces
wvhich is planned is about 300,000.

Representative WVIDNALL. Is not one of the difficulties, one of the
main difficulties of employment of teenagers the fact that the draft
service is hanging over their heads?

Mr. Ross. Excuse me?
Representative WIDNALL. Is not one of the real difficulties in con-

nection with the employment of teenagers the fact that possible draft
service is hanging over their head? Being subject to selective service?

Mr. Ross. We find in our area studies and particularly the Mil-
waukee study that Secretary Wirtz referred to a few moments ago,
that this is not so far a major factor in employer thinking.

I might say that we do have, and I would be glad to submit it for
the record if the chairman desires, a special table we prepared that
might be of interest to the committee, showing for the 14- and 15-year-
old group, the 16 and 17, the 18 and 19, and then the mature groups,
the number of unemployed looking for full-time work and those look-
ing for part-time work.

Chairman PATMAN. It will probably be useful. It will be inserted
here without objection.

(Document referred to follows:)

Unemployed persons by age and sex; January 1966, and seasonally adjusted
unemployment rates, January 1965, October to December 1965 and January
1966

Look- Look- Seasonally adjusted unemployment rates
ing for ing for

Age and sex Total full- part-
time time Jan- De- No- Oc- Jan-
work work uary cember vember tober uary

1966 1965 1965 1965 1965

Thou- Thou- Thou- Per- Per- Per- Per- Per-
sands sands sands cent cent cent cent cent

Total, 14 years and over--------3,290 2, 632 658 4. 0 4. 1 4.2 4. 3 4. 8

14 to 17 years
14 and 15 years
16 and 17 years

18 years and over

18 and 19 years
20 to 24 years .
25 years and over

25 to 54 years
55 years and over

Male, 18 years and over .

18 and 19 years
20 to 24 years
25 years and over

25 to 54 years
55 years and over

Female, 18 years and over

18 and 19 years
20 to 24 years
25 years and over

25 to 54 years
55 years and over

347 103 244 12.8 14. 7 13. 3 13. 0 15. 9
62 (1) (Q) 8.9 12.4 9.0 6.7 9. 4

285 100 185 14. 7 15. 8 15. 4 16. 0 19. 1
2,943 2,530 414 3.5 3. 5 3.7 3.9 4.3

417 284 133 10. 9 11. 6 11. 3 13. 1 14. 3
497 423 73 5.4 5.5 6.4 6. 1 7.2

2,029 1,823 208 2.7 2.7 2.9 3.0 3.4

1,590 1,453 136 2. 7 2.7 2.9 3.0 3. 5
441 370 72 2. 8 2. 7 3. 0 3. 0 3.1

1,726 1,558 167 3. 0 2. 9 3.0 3.3 3.9

201 123 78 9. 7 9.8 8. 6 12.2 13.1
247 215 31 4.2 5. 1 5.7 5.5 7. 1

1,278 1,220 58 2. 5 2.3 2.5 2.6 3.1

959 939 20 2. 3 2. 2 2.4 2.4 3. 0
320 282 38 3. 0 2.7 3.1 3.4 3. 4

1,217 972 247 4.6 4. 8 5.3 5.2 5.4

216 161 55 12.3 13. 7 14.3 14. 1 16. 2
250 208 42 7.1 6. 2 7.6 6.9 7. 4
751 603 150 3.3 3.5 3.8 4.0 4.2

. 631 515 1 116 l 3.5 3 8 4. 11 4.3 4 4.4

.1 121 88 34 2.4 2.7 2.7 2.0 2.6

I Virtually all looking for part-time work.

NOTE.-Detail will not necessarily add to total due to rounding.

Source: U.S. Department of Labor Bureau of Labor Statistics.
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Representative WIDNALL. Didn't the National Industrial Confer-
ence Board make a study of Rochester, N.Y., which showed a higher
job availability rate than employment rate?

Mr. Ross. My recollection of that study is not too good. I believe
Rochester is an area of very low unemployment rate. I am not sure
they showed more vacancies than unemployed, but I could be wrong.

Secretary WIRTZ. I think there was a net figure from the NICB
which did show more job vacancies than unemployed. The unem-
ployed figure included domestics and farmworkers, but the vacancies
did not. However, a substantial part of the. vacancies was for jobs
with future starting dates.

Representative WIDNALL. You are speaking about domestics; there
is certainly a great shortage in that area in the United States today
and one of the difficulties is that nobody wants to "live in." I guess
that is the answer to it.

Secretary WIRTZ. That is correct.
Representative WIDNALL. There are good jobs available, well-pay-

ing jobs where people can do much better than they can outside with
a nondomestic job, and saving their money because of the nature of
the employment.

Secretary WIRTZ. The only qualification I would make to your
statement is about the well paid. There are two difficulties. I do not
think you want a long answer, but we have been looking at it very
carefully. The difficulties, among other things, are that a great many
of these vacancies are now in cities where those who would do the
domestic work are living downtown, the core of the old city, and those
people who want the help are-living in the suburbs, 8 or 10 miles away.

Now what it means for a good many of 'the people downtown and
a good many of them are nonwhite, what it means is finding a woman,
finding somebody to take care of her children, get them to school or
not to school; with a good many cases the father is not present and she
then has to take two bus rides and a train ride out to the suburbs where
most of these jobs are.

I am exaggerating the case to make it. Then the rate is usually a
quite low rate which does not include the 3 hours which typically it
takes for her to get back and forth. Of course, it does not include the
provision for the children.

My point, Mr. Widnall, is only that, first, that I agree there is a
shortage; second, filling it is harder than we might have thought.

Representative WIDNALL. Mr. Wirtz, maybe you can answer this
question for me. I have noticed in the Washington restaurants, for
instance, a very high percentage of foreign language personnel, and
many of them seemingly very recent arrivals to this country-how is
it that that comes by? Such a prevalence in the restaurant business
wvhen there seem to be so many people unemployed in this country that,
I think, could, be trained very adequately for restaurant help.

Is there any explanation on that?
Secretary WIRTZ. I would like to inquire whether Mr. Ruttetnberg,

as Manpower Administrator,' would have information on that par-
ticular point?

Mr. RuTTENBERm. Well, there are a substantial number of applicants
for visas to come in under the new immigration law, and as you know,
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Mr. Widnall, under the new immigration law passed by the Congress
last year, the Secretary of Labor is required to certify there will be
no adverse effect on employment in the United States if any individual
does have a visa and comes in on a permanent basis.

We are examining each individual application as they come in and
approving only those where we find no adverse effect.

Representative WIDNALL. I want to pinpoint one question in relation
to this, then my time is up. We live in a city today which is today
about 60 percent Negro, where there has been a high amount of unem-
ployment. I simply cannot understand how in many of these restau-
rants at the time when we are stressing some unemployment and oppor-
tunity for Negroes, how they are able to maintain white personnel in
restaurant after restaurant with completely new personnel coming in
all the time and obviously recently arrived in this country.

Is there any quirk in connection with the immigration laws in con-
nection with that? What's the situation on that?

Secretary WIRTZ. I don't think there is, and it is the kind of situa-
tion that would warrant our looking at it. I do not know what the
answer to that is.

Representative WIDNALL. You don't have to be very bright to know
that something is going on when this practice continues at the time
when there is so much attempt in practically every other industry to
integrate and integrate fully.

MAr. Ross. If I may comment. Mr. Widnall, I would point out for one
thing the unemployment rate is quite low in Washington. It is one
of the lower rates, and because of the fair employment policies of
the Federal Government, I would guess-and it is only a guess-that
the unemployment among Negroes in Washington is by no means
anything like as high as in Harlem or Watts or West Oakland or
the other places where it is disgracefully higlh.

Now, so far as the restaurant industry is concerned, I think there
are probably two points: One is that restaurant work-the job of
waiter or waitress-has higher status in Europe than in the United
States; and I think one of the problems in domestic service as well as
restaurants is the low status. But the low status is associated with lowv
wage rates and our projections show that certain industries, includ-
ing restaurants and drycleaning and laundries and other rather low-
wage industries, will definitely face manpower problems in the years
to come, problems which can be alleviated by training and recruit-
ing, but which I think will also require a reconsideration of wage
levels.

Representative WIDNALL. My time is up.
Chairman PATMAN. Mr. Reuss?
Representative REUSS. Mr. Secretary, you rightly stressed the

importance of the wage-price guideposts. As you know. I have
introduced legislation to try to improve our wage-price guideposts
procedure. The legislation would essentially do two things: On the
setting up of the guideposts themselves, I would require hearings be-
fore this committee, the Joint Economic Committee, in which both
labor and management would have their day in court. The bill would
permit this committee to initiate congressional action to alter either
wage or price- guideposts if, in its judgment, they did not serve the
national interest.
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*Secondly, once the wage-price guideposts were established, it- would
authorize and direct the Council of Economic Advisers to notify the
-Joint Economic Committee when piercings of the wage-price guide-
posts of such an importance as to affect the national economic security
-were proposed. Then the Joint Economic 'Committee would hold
hearings on the rights or wrongs of the proposed action, and issue a
public report.

The idea there is to focus public opinion upon the proposed action
-more fully and in a more informed manner. --

How about that? - -
Secretary WIRTZ. I do know the legislation to which you refer

-which in its present form I think is H.R. 11916.
Representative REUSS. Yes.
Secretary WIRTZ. Now, my impression, this follows first..-. I am

sure there has been no administration position formulated- on it,- so
that I would be answering in terms of my own views about it.
Secondly, I am acquainted with the discussion of this last week in
which the Chairman of the Council of Economic Advisers suggested
some questions in his mind about the administrative features..

I would like to limit my reactions, then, to a personal position.
Representative REuss. Please do.
Secretary WIRTZ. With respect to whether that kind of -approach

would be a good thing, I think it would be a good thing, Mr. Reuss.
I think that part of this program which I have had trouble describing
to Mr. Curtis-part of it involves the use of the fullest possible, of
every possible means of informing the public about what's going on,
of advising them and also of enlisting the public interest, whatever
that may mean. I would think that the participation of -the Congress
in the consideration of the guideposts-assuming, if I may, the un-
derstanding that this is not a matter of -control or authority or power-
would be a good thing, and, therefore, I would feel that the combina-
tion of the legislative and the administrative approach in: this area
would be to the good, and would support in principle something like
H.R. 11916.

Representative REuSS. Thank you.
Turning to your very interesting survey team's visit to my home city

of Milwaukee, Wis., within the last few weeks, I want to applaud you-
and your associates for that kind of initiative. We in Milwaukee are
in the fortunate situation of having something like 2 -percent un-
employed, and I might say I welcome the problems of trying to solve
the frictions and difficulty of 2 percent unemployment far -more than
I would trying to solve the difficulties of 7 or 8 percent unemployment.

However, we are never without problems, as you -recognized.
The upshot of your survey team's analysis seems to be. that- there is a
shortage in some fields. You mentioned particularly. machinists,
-who do so much of the work in Milwaukee. The conclusion of the
survey team is that the -overall survey warrants an immediate stepping
up of available training facilities.

I amn, of course, distressed because our Milwauk&e vocationkl school
which has done a wonderful job of training over the years-has had to
curtail its proposed training program this year, due to: the- unavail-
ability of local funds.
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What can we all do about this? It seems ironic, indeed, if the
central problem is training or retraining, that somehow or other, State,
local, and Federal Governments cannot seem to pull themselves to-
gether and provide this training.

Secretary WIRTZ. We have not had a chance yet, Mr. Reuss, to talk
in detail with the group which made that study. We have it on our
schedule for this week. I hope to be able to give you a fuller answer
to that question then.

They have brought to our attention the various programs in Mil-
waukee which are directed toward meeting this problem: the MDTA
program, the vocational education programs, and so forth. I do not
know yet what the answer to that is and will welcome the opportu-
nity to work with you on it.

It ought to mean in intensification of the MDTA programs, of the
vocational education programs and very possibly of the on-the-job
training programs in connection with the MDTA. If the situation
is at it appears to be, we would hope to be able to work out at not too
large an expense on a per-man basis, training programs in which the
Government and the employer would participate.

We are particularly interested in that because interestingly enough
the figures also show still 13,000 people unemployed in Milwaukee.
It ought to be possible to do some kind of cooperative job which would
mean that the Employment Service would participate in identifying
those people, in trying to line up more completely their relationships
with the prospective employers and perhaps in picking up part of
the training expense involved. But I do not know more specifically
yet what ought to be done there.

Representative REUSs. But I may count upon you and the Depart-
ment to make some quite specific recommendations with a view to the
Milwaukee situation, perhaps not for these hearings but in the near
-future?

Secretary WIRTZ. Yes, sir.
Representative REuss. One more question: You talked about that

leading topic of conversation in suburban circles, the maid problem.
Could not a little organization do something about that, both in terms
of minimum wages and standards which included time for trans-
portation, and in the organization of some urban-suburban transport?

It does seem to me you could get special buses to where the ladies
are downtown, and get them out to the ladies in the suburbs.

Secretary WIRTZ. That is, as you know, being done on a private
basis to some extent by organizations such as Manpower, Inc. When
it is done that way, the price per hour goes up from about $1.25 an
hour to about $4 or $5 an hour.

I do not mean this as a complete answer. We are working both
with the migrant labor problem as a whole, in general, and with the
domestic problem in cities to see what can be done about the transpor-
tation and other logistical problems of this part-time unemployment
situation.

My observation is there are things that can be done along the line
you are suggesting.

Representative REuss. Of course, I suppose the big problem is that
most of the people in the suburbs have had enough of crabgrass 'and
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would like to move back into the city, and many people of the cities
would like nothing better than a little garden plot near a suburban
industrial park, where they could spend some of their leisure time.
But that is beyond the immediate ability of your agency.

Thank you.
Secretary WIRTZ. I do not mean to minimize the point you are

talking about. It may be the ultimate irony of the affluent society
and of the well-educated society that when we reach that point at
which we expected to turn our dirty work over to somebody else,
nobody is going to want to do that dirty work. It may well work out
along that] me.

Representative Rzuss. With that thought, I relinquish the balance
of my time.

Chairman PATAMAN. MIs. Griffiths?
Mrs. GRIFFITHS. Thank you, Mr. Chairman.
Along those lines and in connection with Mr. Ross answer, is that

why the-laundry workers are not being trained under the Manpower
Training Act?

Secretary WIRTZ. They are being trained.
Mrs. GRIFFITHS. Not in Detroit. I would say that in their case they

answer your problem, the laundries are downtown, so you are not
going to have a large part of the problem you would have with
domestics but the manpower retraining has never been implemented.

Secretary WIRTZ. Do you know the Detroit situation?
Mr. RuITrEFNBERG. I do not know that specifically, but we do have

a project with the National Institute of Launderers for an on-the-job
training program and that is being implemented in various places
around the country but I am not familiar with what is happening in
Detroit. -

I will look into that.
Secretary WERTZ. To be specific, there is a need for laundry workers

and for some reason or other-
Mrs. GRIFFITITIS. They have not been implemented, their excuse is,

we do not have money. et cetera. The laundries are downtown and
they do pay more than the minimum wage, I assumed because of your
answer they do not pay much more.

I would like to ask you. to what extent do you feel that the mobility
of labor is not depressed and the upgrading is not available because
of benefits that are available in certain jobs, specifically pensions?

Secretary WIRTZ. You mean a company doesn't want to hire a man,
let's say, 55 years old, because it will cause a problem as far as the
pension plan is concerned?

Mrs. GRIrITHS. What about the person who belongs to a craft
union which says that if you go 25 miles beyond this destination you
cannot draw your pension? The man is now 50, there is no chance
to be employed in the area, and he does not want to go out because he
has been paying into a pension for more than .30 yrears, or what about
the person who worked for Sear, Roebuck, who is going to get.. this
marvelous lump-sum payment?

Does this have any real effect in restraining the mobility of labor?
Secretary WIRTZ. I think it does. We have gone into that very care-

fully in connection with a Cabinetcommittee's report on pension and
welfare plans.
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There is some question about whether you can pinpoint that one
factor as contributing to nonmobility. In my own judgment and based
on that study I think there is only one answer to your question.. That
is that the present pension and welfare plans, to the extent particularly
that they are not funded and to the extent to which they do not vest the
benefits in the employees, do result in a limitation upon the mobility of
labor.

Now, it is only part of a broader problem. Seniority plans or provi-
sions also have that effect, and I think none of us would be inclined to
tinker lightly with that, but in broad terms and in specific, too, I think
it is clear that some of these institutional developments, some of them
resulting from collective bargaining, do today limit the mobility of
labor.

Most specifically I would advocate very strongly the vesting of the
benefits of pension plans.

Mrs. GRIFFITHS. Thank you.
I would like to ask Mr. Ross-I think his statement is excellent-

how many people are employed in the civilian workforce to maintain
one man in Vietnam?

Mr. Ross. Do you mean how many are employed directly producing
for Vietnam?

Mrs. GRIFFITHS. I know you said if the military requirements go up
that you anticipate going from 76.6 million to 78 million in December.
The employment will go up that much.

Can you pinpoint it? How many people do you employ for one per-
son in Vietnam or do you

Mr. Ross. We do not have any statistics of that type. We do have
these projections of labor force, employment, unemployment for 1966,
based upon the present military plans and draft inductions as we under-
stand them, but we cannot pinpoint exactly how many are needed to
support each soldier directly.

Mrs. GRIFFITHS. What percentage of the employment today is due to
Vietnam? Of the total employment?

Mr. Ross. What percent?
Mrs. GRIFFITHS. Yes.
Mr. Ross. Is producing for Vietnam?
Mrs. GRIFFITHS. No; is due to Vietnam.
Mr. Ross. Well, Mrs. Griffiths, I think that is hard to answer, I

would like to think about it and perhaps supply a written answer inso-
far as it can be answered.

Mrs. GRIFFITHS. Thank you.
(Information below filed by Department for record:)

There is no direct information on employment in private industry attributable
to the Vietnam buildup. However, using the interindustry employment infor-
mation, the BLS has developed estimates of the employment involved, directly
or indirectly, in producing the goods and services purchased for national defense
by the Department of Defense and Atomic Energy Commission. In,1965, this
was about 2.6 million, or the equivalent of almost one job in private industry for
every person in the Armed Forces.

The Council of Economic Advisers has estimated that- defense expenditures
would increase by about $6 billion in calendar 1966, and that about .65 percent
of this amount would be for costs other than compensation for the increased
number of military and civilian personnel. Using a rough conversion of these
expenditures into employment requirements in private industry,' and taking
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account of the fact that some part of total expenditures for the year 1965 was
related to the Vietnam conflict, it is estimated that about half a million jobs in
1966 might be attributable to defense expenditures for Vietnam.. This would
amount to only seven-tenths of 1 percent of total employment in the private
sector of the economy.

Mrs. GRIF=ITHs. Now, I would like to ask you, Mr. Secretary, when
a complaint is made on equal pay for equal work, 'does that come'
directly to you?

Secretary WIRTZ. It comes directly to the Department of Laibor,
is handled by the Wage, Hour, and Public Contracts Division, with
the assistance of the Solicitor's Office.

Mrs. GRIFFrrils. What sort of arrangements do you have, or if you
have any, with Mr. Roosevelt, on the Equal Opportunity Act to de-
termine whether or not you have overlapping jurisdiction?

Secretary WIRTZ. Well, our jurisdiction as far as the Equal Pay Act
is concerned is limited just to the pay.

Mrs. GRIFFITHs. I understand that perfectly, but what -I wonder
is, if the employee makes a complaint first to you and then Mr. Roose-
velt, how many investigators are sent out?

Secretary' WiRTZ. These problems come up in larger numbers in the
civil rights area, and we are making every effort, and I think so far
successfully' to see that the answer to your question is one investigator,
and we have developed liaison arrangements with the committee.

I cannot say to you certainly that there that will always happen,
because our wage and hour investigators go in on a spot check basis;
sometimes without complaint, and there would be every possibility
that they would move into a situation, would find a violation of the
equal 'pay provisions of the 1963 act, and would start a proceeding
there and it may be that there would be the coincidence of an approach
by the committee.

But, I think the answer to your question is that so far there has
been virtually no duplication.

Mrs. GRiFFITHs. What type of guidelines are you laying down on
th-s, and are they written? -

Secretary WIRTZ. They are; the regulation is published in the Fed-
eral Register.

Mrs. GRrn'rrns. In the Federal Register ?
Secretary WIRTZ. Yes.
Mrs. GRiFFiTHs.. Thank you.
How many violations of the act have you found?
Secretary WIRTZ. I think that there have been about 500 complaints

filed.
Chairman PATMAN. Mrs. Griffiths, would you yield to me, please,

ma'am?
Our Committee on Banking and Currency has a bank merger bill

up for consideration immediately after the House meets and we will be
compelled to be there this afternoon.

I wonder if Senator Proxmire would like to take over the responsi-
bility of the committee and continue on until this hearing is finished?

Senator PROXMIRE. I do have a few questions and whatever the
chairman wishes on Commissioner Ross' statement, as I understand
it, he began to deliver it-

5
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Chairman PATMAN. But we have agreed that he will place it in the
record and will not further read his statement. We will interrogate
him about it. I think Mr. Curtis wants to ask some more questions
and Mrs. Griffiths has not finished. I also have some questions.

Will it be all right, Mr. Secretary and Mr. Ross, if I submit those
questions to you before you look over your transcript for correction,
and you can then answer them in the record for me, please?

Secretary WIRTZ. We will be glad to do that.
Mr. CURTIs. Mr. Chairman, may we have the understanding, too.

I want to be sure this is clear because it became a point with previous
witnesses. Any time you wish to extend your answers in the record-

Chairman PATMAN. Or clarify your statements-
Mr. CURTIS. Even though we do not ask.
Chairman PATMIAN (continuing). You may insert matter that is

pertinent or material or relevant. We have that standing rule.
Mr. Proxmire, will you take over, please?
Secretary WIRTZ. Should I complete that answer there?
Mrs. GRI'FITSIS. Yes.
Secretary WIRTZ. There have been 500 complaints as of December

31; there have been investigations in 400 of them; there has been
found $1 million in underpayment involving 3,500 workers. It is still
a very preliminary record.

Mrs. GRIFFITHS. Do you activate your Wage and Hour Division
only when a complaint has been made or do you have some other op-
portunity to work outside the complaints?

Secretary WIRTZ. We do work outside the complaint. The in-
vestigators-the wage and hour investigators-look into this matter
in connection with any of their complaints, and beyond that, Mrs.
Griffiths, we are now making a study of about 1,200 collective bar-
gaming agreements.

Mrs. GRIFFITIIS. You are checking them?
Secretary WIRTZ. Yes.
Mrs. GRIFFITHS. So you are seeing some of these recently negotiated,

where some are 17 cents less per hour for women than men?
Secretary *WIRTZ. There is a very complete report just submitted

last week on this, I have summarized it in my overall report to the
Congress.

There are 2,400 collective-bargaining agreements. We have found
that in about 1,000 of them there are some provisions for different
treatments for men and women, that does not mean that those are
necessarily unequal provisions, but we are following up on that, and
there has been submitted to the Congress within the last week a quite
full report and the first stage of this survey of those 2,400 agreements,
which I would be glad to suggest to you.

Mrs. GRIFFITHS. The only thing I ask, it has come to my attention
that some of these distinctions are being made on the basis that, for
instance, in Michigan a woman is not supposed to lift more than 35
pounds.

It is my understanding from women who work in shops that in fact
no man lifts 35 pounds; that in case there is lifting to be done two
or more people do it.

However, when a women applies for the job or she asks to be put
into that level then she is forced to do all of the lifting. So that it
doesn't work out quite fairly.
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What opportunity do you have to check this?
Secretary WIRTz. Obviously, the statement of facts you have given

me would involve a violation of the act, I think.
. Mrs. GRIFFITHS. How can you really check it, because it does not

show up in the contracts?
For instance, I am informed that in a contract in an area where

there is lifting to be done and the lifting is of a weight of about 6&
pounds, first there is a forklift truck and secondly two men to lift
it.

But, if a woman asks for the job, the forklift truck disappears and
she lifts the whole thing. [Laughter.]

Secretary WIRTZ. Yes.
Mrs. GRIFFITHS. How can you stop it?
Secretary WIRTZ. There are two parts to the answer.
First,-there are the State laws and the application of those is always

a matter of importance. As far as we are concerned on the equal pay
part of it if there is an equal pay case the procedure would be that we
would on a complaint send an investigator in there to determine
whether there was that.

If it does not involve a matter of pay, then you have occasion under
Federal law as the Commission is concerned, and our jurisidiction
would not extend there, but I think the short answer is, if there is
such a specific case it should be brought to our attention.

Mrs. GRIFFITHS. I would like to congratulate you, Mr. Secretary,
I think it is going to be a real rough world and you are going to have
to help a lot of them.

Thank you.
Senator PROXMIRE. Congressman Scheuer?
Representative SCHETUER. I have enjoyed your stimulating testimony

very much.
Mr. Secretary, you described in some detail your efforts to reduce

unemployment among Negroes, among teenagers, among the hard-
core unemployed, the long-term unemployed, the disadvantaged, all
of whom one could apply the characteristics, the structurally unem-
ployed, and you mentioned that as of now you felt that perhaps 85
or 90 percent of the credit would go to the private sector and perhaps
5 or 10 or 12 percent might go to Government action.

Considering the fact that we now have achieved something under a
4-percent unemployment rate, what economic and fiscal policies would
you suggest further to reduce and hopefully to eliminate the problem
of structural unemployment among these various disadvantaged, hard-
core, long-term unemployed whom you have just discussed before;
and if the cost of further fiscal and economic policies to attract this
group in the mainstream of our employment would contain such in-
flationary implications and would be at an inflationary price which
we would be unwilling to pay, what do you think the role of the Gov-
ernment should be to finish the job of energizing this last remaining
group and compelling them in a productive employment in our
economy?

Secretary WIRTZ. I believe, Mr. Scheuer, that we-I mean the Gov-
-ernmient here-when I have said "5'e" before I meant the Nation-
the Government is probably moving as rapidly in this area right now
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as it can, and my answer would be that there is not much more that
can be done right now.

There are several restraining factors. I leave out the obvious one
of the necessity of taking this overnment program into account with
all others and the budgetary considerations, but beyond that, there is,
for example, the very acute shortage of people competent to do the
counseling, the referral, guidance, and so on and so forth, that goes
on here.

We are setting up training programs to train people to do our train-
ing, so there is a real limiting factor there.

There is also the factor of the desire of working with the local and
the State authorities. You just cannot rush that too much, so my an-
swer to your question would be that the present program does repre-
sent almost a maximum concentration of these problems at this point.
* Now, within the programs there would be questions of whether you
wanted to expand them. As I suppose I might personally, the Neigh-
borhood Youth Corps program which has a particular quality of ex-
peditiousness about it, we move very rapidly on that; and on the man-
power development and training program, we are now shifting that
from the traditional institutional programs over to the on-the-job
training programs to meet the situation.

So, there are administrative changes, but if your question inquires
as to legislative expansion of the program, I think we are doing all
that we can do as of now.

Representative ScHEuER. May I ask one further question. The
Automation Commission recommended among other things a major
program of employment in the public sector, the public service jobs,
to meet the needs of the limitations of this group, that has not re-
sponded to the normal stimuli of the market.

And such a program was also recommended by a group of about 15
Congressmen. It was contemplated that ultimately perhaps a million
or more, upward of a million of these heretofore specially unemployed
persons would be employed in the subprofessional or aide category
after a period of compensative on-the-job training, in medical services,
such as doctors aides, nurses aides, home visitation aides, and also in
our educational system as teachers aides and recreational aides, in our
urban program, cleanup, rehabilitation, cleanup and fix-up aides.

Do you have any reaction to this type of compensated public service
employment which was designed, I believe, both by the Automation
Commission and by this group of about 15 Congressmen, of which I
am one, to serve as a sort of half-way house or a way station to ultimate
employment in the private sector once these people have acquired cer-
tain work disciplines and work skills, work habits which up to now
they have not had and which has prevented them from reacting to the
normal stimuli to the private economic sector?

Secretary WIRTZ.. My reaction would be that that idea over a range
of time should certainly be considered. It involves what is in effect
an extension of the present program for labor youth corps and job
corps for younger workers to the more mature workers.

It is reflected to some extent-in the provision that Congress adopted
last year, identified with Senator Nelson in his amendment to the OEO
program.
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It is also reflected in the present law too, as far as the fathers of
children who are the beneficiaries of aid for dependent children are
concerned.

So, we have some elements of that.
If this works out that the present programs will not get rid, and

I mean get rid, of this group, than it seems to me the Automation
Commission's suggestion of the Government as an employer of last
resort, which is I think their phrase, has a good deal to commend it.

Having said all that, if the question is whether their present cir-
cumstances in terms of the employment-unemployment situation, in
terms of the present state of the manpower program and in terms of
the present budgetary competing -demands, if the question is whether
taking all of those into account more ought to be done right now in
this area, my answer would be "No," for the immediate future.

Representative ScHEIuER. Let us just take, and 'this is my last ques-
tion, Mr. Chairman-let us take one perplexing problem of teenage
Negro unemployment which I think ranges substantially about 20
percent.

Secretary WIRTZ. For the boys it's about 24 percent in January,
and for the girls it is about 32 percent, not seasonally adjusted.

Representative SCHEUER. What do you propose as the answer to this
kind of nonresponse to normal stimuli of job market or perhaps pure
unavailability of jobs for this group in the private sector?-

Secretary WIRTZ. The Neighborhood Youth Corps and the Job
Corps, when I mention Neighborhood Youth Corps first it is because
of the special responsibilities we have there-those two programs seem
to me the most immediately productive kind of approach to it. I was
in Louisville last week and in East St. Louis, seeing the Neighborhood
Youth Corps there, predominantly Negro there, that is not true of
the country as a whole, but there is a high percentage.

I think those meet the most immediate problem.
Beyond that, there is one answer, that is we will not get one answer

until the educational system gets rid of any distinction at all between
white and nonwhite students, and what we do in the meantime is only
a fill-in because until the Negro boy or girl comes to the world of work
with as good equipment by way of education as the white boy or girl,
*there is going to be that difference, so my answer would be-well, I
left out-first, I think the factor of discrimination is pretty much
behind this as far as that group is concerned.

Today a well-trained' Negro boy or girl is going to get a job, just
without any question.

The second point, we can do some immediate things in terms of these
training programs and then, thirdly, and in the longer run, it has to
be education which measures up.

Representative SCIIEUER. Thank you.
Senator PROXMIRE (presiding). Congressman Curtis?
Representative CItRTis. Thank you, Mr. Chairman.
I am sorry Mr. Bolling has left because he thinks that the double

wing attack is being used against the administration with regard to
this problem of what to do about inflation. He says if you do too
little you are criticized and if you do too much you are also criticized.

I would observe that the main inflationary thrust results from the
expenditure programs. It is my judgment that we, with proper ex-
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penditure policy in relation to our revenues, do not have to have these
inflationary forces so we do not have to have price controls by law or
price controls that are voluntary, in quotes. If there is a choice be-
tween guns and butter I would argue I think. we could afford both if
we properly structure ourselves.

I think it is a possible choice of whether we want rancid butter.
We have a redundancy in programs and particularly in this area

of training and retraining. We are flooding the engine. This is the
main area, in case the administration is interested, where the thrust
is.. I would say this, if you create the inflationary forces through
deficit spending and increase your deficit from $3.9 to $6.9 billion in
this fiscal year of 1966, you might have to make more use of the wage-
price guidelines. I would much prefer to see you come in forthrightly
and get the power to do it legally and have government by law rather
than by what I think has been going on-selecting particular areas,
moving in on those areas, and applying these wage-price guidelines
which have never been presented to the Congress itself.

Secretary WIRTZ. Mr. Chairman, I do not want to 'be presumptions,
but if the circumstances are such that these suggestions are in the form
of questions, I would like an opportunity to come to themi.

Representative Currs. Mr. Secretary, may I interrupt just to clar-
ify the situation we are in.

Mr. Bolling made some remarks based on my observations. I was
responding to him to correct the record. The record is open for you
to make comments, but not-

Secretary WVIRTZ. I thought your points were being addressed to me.
Representative CURTIS. Notably, the minority has little time to com-

ment.
Mr. Secretary, you and the administration have been making

speeches and discussing this and it is carried all over the country, so
if you would bear a little bit with the statement that I am making in
order to try to clarify the minority position I would appreciate it. I
am taking the attack, if you choose to call it that, of the loyal opposi-
tion. Please bear with it and you will have an opportunity if you want
to expound on it in the record, but I only have 10 minutes here now and
I was simply trying to clarify the picture in light of Mr. Bolling's
comments.

Now, I would like to go to some specifics here.
One, to Mr. Ross: I have your table 5 now, I guess that is what you

were referring to, expiration dates of 306 specified agreements cover-
ing 5,000 workers or more which shows those contracts, wage contracts
that are expiring in 1966 and then there are figures for 1967.

Is that the table you were referring to when I asked the question?
I asked it of the Secretary in regard to the number of contracts that
were going to be up for renewal in 1966.

Mr. Ross. Well, the table 5 to which you refer, Congressman Curtis,
does show the major contracts and it indicates that it is a fairly light
bargaining year.

Representative CuRTIs. But you see, what I was after, comparing it
to 1965 and I was going to ask you what are the figures for 1965.
* We have a number of agreements in 1967, 107 out of these 306, and

covering 2 million workers.
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Now, what 'as that 'comparable figure in 1965?
You see what I -was asking was, whether or not there were going to

be fewer of these contracts up covering more workers than 1965. I
sought to get further information, and the Secretary said it was in your
tables, and if this is the table you are referring to, it does not give us
any 1965 figures.

Mir. Ross. C6ngressmaui Curtis, my difficulty is'that I have only been
Commissioner for a couple of months and I was not observing it during
1965; may I put that in the riecord?

Representative Cu-RTIs. Certainly.
Mr. Secretary, that is the point. Your statement is it was less-
Secretary WIRTZ. This is my statement?
Representative CuRTIs. I will call your attention to the fact that in

1968, instea'd'of 107, it will be only 75, and instead of 2 million workers
covered for this group it will be only 1,200,000.

Now, is this a continuing decrease?
Secretary WIRTZ. Last year it was high, this year will be low, next

year. will be higher, both in terms of bargaining-
Representtative CuRTIs. Do yoU have any idea of what this figure is

for 1965, comparable figures for 1965, roughly?
Secretary WIRTZ. *What we are talking about, Mr. Curtis, is the steel

settlement, it is the copper settlement, the aluminum settlement, the
maritime settlements that were made during the year, and there were
a number of others.

Representati-re CURTIS. That is why I made my remarks, to try to
find out whether there is a smaller number of large collective agree-
ments that are up in 1966 or is it really that there are more of these con-
tracts covering more workers but not as many large ones up-

Secretary 117IRTZ. Mr. Curtis, you and I can argue whether butter is
rancid or not, but we cannot argue about the fact-

Representative CuRTIs. I was trying to get information.
Secretary. WIRTz. I told you the fact is there -were more last year

and we will supply the specific figures for the record.
Representative CuRTIs. And I am trying to find out if you have a

preliminary rough figure so I could go on interrogating. If you don't
want to assist in this interrogation-

Secretary WIRTZ. I want to assist.
Representative CuIRTis. All I asked -was could you direct me to the

figures? I turned to the table you suggested and found no figures.for
1965. I ask a simple question-if you have not got them, you are
going to supply them for the record, butat this time do you have any
rough figures I could relate it to?

Mr. Ross. I would make a guess, Congressman Curtis, that whereas
the 1966 projection shows about 976,000 will be covered by the 93 ex-
pirations of major-contracts, and.1967, as we have said, will be a big
bargaining year with more thban 2 million covered.-

we will supply it, but so the conversation may proceed, my guess
would be that in 1965 it was between 11X2 and 2 million.

Secretary WJIRTZ. It .ill be higher than that, Mr. Curtis. * During
the first .9 luionths§.'for Ahich figures are complete already and re-
leas'ed i-: i - * e c l a a re1

Representative CuRTIs. Is this 1965?



364 JANUARY 1966 ECONOMIC REPORT OF THE PRESIDENT

Secretary WIRTZ. I am talking about 1965. During the first 9
months, 2.2 million workers were covered by the major collective bar-
gaining agreements. That will be most of them because most of them
came in the first 9 months.

Representative CURTIS. That would be a comparable figure to the
one we have here in table 5.

Secretary WIRTZ. Well, let me submit for the record the exact data
you request.

Representative CURTIS. All right, that is what I was seeking.
(Material subsequently filed follows:)

Table 5 of Mr. Ross' submission is limited to agreements with 5,000 or more
workers each, whereas the 2.2 million who settled in the first 9 months of 1965
includes contracts affecting 1,000 or more workers each.

We have information on approximately 300 agreements covering 5,000 or more
workers each. Together these account for more than 5 million workers. Of
these, about 134, with approximately 1.6 million workers, expired during 1965.
The comparable figure for 1966 is 93 agreements, with almost a million workers.

In addition to agreements that expired, others permitted reopenings during
1965 or 1966. If workers under these agreements that provide reopenings are
included, the figure for 1965 would become 3 million and the 1966 figures would
become 2.2 million.

The small total for 1968 stems from the fact that at the end of 1965 we did
not have a complete picture of 1968 negotiations. In other words, the figure
on the number of contracts that will be renegotiated in 1968 is limited to con-
tracts now providing for expiration in 1968. The total for 1968 will be supple-
mented, for example, by 2-year contracts negotiated in 1966.

Comparable information is not available for small agreements. Since there
are about 140,000 agreements in the United States, the total volume of agreement
expirations is probably fairly stable from year to year. As measured by workers
covered, however, it is likely that the figures discussed above for large agree-
ments describe the year-to-year cycle.

Now Mr. Secretary, the Director of the Budget when I asked him
about the increases in the consumer price index and wholesale price
index, if I quote him correctly, and I think I do, responded that he
felt that this was mainly in the agricultural sector and was a cyclical
situation there and pointed to the fact that the industrial price index
has been fairly constant.

I now direct this question to you. I said it has been in the industrial
area that these incidents of application of the wage price guidelines
have occurred and apparently have reached success, so that is really
not an answer simply saying that the inflationary forces in the indus-
trial area were met through the application of wage price guidelines.

Now, would you care to comment on this picture?
Secretary WIRTZ. I do not see the question that you have in mind

specifically enough, Mr. Curtis.
Representative CuRTns. Well, the question is this: Whether or not

the Consumer Price Index and the Wholesale Price Index, instead of
increasing 2.2 points from December to December and 3.4 points,
respectively, would have been considerably more if there had been a
rise in the industrial price index but for the application of the wage
price guidelines by the administration?

Secretary WIRTZ. I do not feel competent to answer that question
in terms of prices. On wages I have some quite clear pictures, but it
may be that this price information coming from the BLS will answer
that.
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Representative CURTIS. It is in-the wage price guidelines. Would
you say as far as the wage aspect of it is concerned there was no effort
on the part of the Department of Labor to hold down the wage costs
in these industrial areas?.:

Secretary WIRTZ. No. My answer on wages would be that appli-
cation of the guideposts had a quite real and definable, identifiable
effect on wage increases in restraining them.

-I would point specifically and illustratively- to the steel settlement.
They were in what we consider to be the exact terms of the guidepost-
3.2 percent. As far as the maritime industry, which we considered a
large industry, the parties themselves adopted the 3.2.

This approach did have a real effect last year.
Representative CuRTIs. Would it not be but for this application of

the guidelines, the price index would have gone up higher than. it
actually did?

Secretary WIRTZ. On prices I am simply not- well qualified. On
wages I think I know the picture.

Representative CuRTis. I see, you are just raising the point that the
wage increases would not necessarily be passed on in increased prices?

Secretary WIRTZ. No; if the question is whether there would -have
been larger price increases if there had been larger wage increases I
would be relatively sure that there would have been; yes.

Representative CURTIS. Thank you, Mr. Chairman.
Senator PROXMIRE. I apologize for having to leave the room to go

to the floor and I want to compliment Commissioner Ross on his state-
ment; this is an excellent statement and I do wish I had more time to
study it before the hearings.

It is an unusually detailed statement, 68 pages, and full of tables
and charts and it is going to be a real gold mine. I am delighted to
get this and it is such a helpful supplement to have this committee
presented with the statistics as the Commissioner sees them and in this
kind of detail.

Secretary Wirtz, while I was gone Congressman Reuss secured from
you an indication that you would have available a- special report on
the Milwaukee situation as far as the shortage of labor in .concerned.

Secretary WIRTZ. Yes.
Senator PROXMIRE. I am looking forward to that, I would appre-

ciate it if you could make it available to both of us.
Secretary WIRTZ. Surely.
Senator PROXMIRE. The Council of Economic Advisers indicated

that the administration is still assuming that the so-called. full em-
ployment-or at least high-level, or maximum employment, they have
changed the word now-is defined as 4 percent, and the so-called target-
is still 4 percent.

I questioned that because we are at 4 -percent, you are predicting
we are going through the target but they have not changed this for
the purpose of fiscal analysis.

As you know, part of what the economists all over the country are
working with is the so-called full employment surplus, or now they.
.call it the high employment surplus, they calculate the drag on the
economy, on the basis of some target figure and the target figure they
have used for the last several years has been 4 percent unemployment.
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Now they continue to do it, although I think you have made a very
strong case for our moving ahead to 31/2 percent instead of 4 percent.

My questions are these: No. 1, does the President assume, in his
projection of a $500 million cash surplus for the year, and a $500
million deficit in the national income accounts budget-those two
budgets that are the best indexes of the economy-a 4 percent level of
unemployment or the 31/2 percent you have predicted this morning?

Secretary WIRTZ. I will correct it for the record if it is different,
but I think, Mr. Chairman, the assumption that went into those figures
was one of an average unemployment level for the year of 33/4 percent,
going down to-

Senator PROXMIRE. Three and one-half is what would happen if
you went over to December?

Secretary WIRTZ. The annual average would be 33/4 percent.
Senator PROxifiam. And I take it that you are making a presentation

to the committee this morning for a recognition at least from the stand-
point of congressional policy of a goal lower than 4 percent?

Secretary WIRTZ. Yes.
Senator PROXMIRE. You indicate that 31/2 percent is within our grasp

this year and you say you think it can go down to less than 3 percent?
Secretary WIRTZ. I do not think we should be content, if we are going

to stick with these statistical figures, recognizing they can be of dubious
validity, if accepting them, I do not think we could be content until
we are down below 3 percent.

I would question, again, this averaging which includes adults and
children and so on and so forth, we already are below 2 percent as far
as married men are concerned; we are already below. 3 percent as far
as adult men are concerned; we are already at 3.8 as far as adult
women are concerned, so the general averaging bothers me and I
would rather go to the point of simply defining full employment in
terms as the Full Employment Act originally did, in terms of coin-
plete opportunity for anybody who is ready and willing to work.

Senator PROXMIRE. I think it might be very helpful if you could
give us an estimate of what this 31/2 percent is likely to look like at
the end of the year in terms of these breakdowns.

Will married men unemployment be below 1.8 percent, and what will
the level be? Will the unemployment for women be at a substantially
lower figure? Where are the gains going to be? I think this might
help us in assessing the inflationary impact, to the extent there is any
in the labor market.

Secretary WIRTZ. It would help us with this idea that we have to
look at a number of problems instead of one.

We will do the best we can to estimate what 31/2 percent unemploy-
ment at the end of the year would look like.

(The Department subsequently supplied the following:)
The estimate of 31/2 percent unemployment for the end of 1966 translates into

2.7 million unemployed, seasonally adjusted; this would be about .400,000 less
than in December 1965. The reduction would be about 150,000 each in the 14 to 19
year group and among adult men, and about 100,000 among adult women. As-a
result there would be about 1 million unemployed men and 850,000 each of
unemployed women and teenagers. The number of married men unemployed
would also drop by about 100,000 to approximately 600,000.
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In the kind of labor demand situation we are anticipating, nonwhite unemploy-

ment would fall at a somewhat faster pace than that for whites, so that their

ratio would be significantly less than double the white unemployment rate for

the first time since the Korean period. White persons would constitute about

2.2 million of the unemployed and nonwhites about a half million.

We would expect that all of the improvement in unemployment would be

among seekers of full-time jobs, with very little change among the part timers.

Senator PROXMIRE. European countries have had considerable expe-
rience with high employment and low unemployment. And their ex-

perience seems to suggest that there are inflationary pressures from a

low level of unemployment, or at least they have had a far less favor-

able price stability record than we have had.
On the basis of your study and experience, particularly in Europe

and Japan, does this modify your optimism that we can continue with

stabilized prices and low level of unemployment?
Secretary WIRTZ. I do not know whether optimism is exactly the

word I would choose, but my conclusions do take into account what

has happened in those countries.
It takes account of what has happened to unit labor costs in those

other industrial nations with which we compare ourselves, recognizes

-very real differences between ourself and the European situation; we

-have a good deal more flexibility of one kind or another to work with
than they have there.

Senator PROXMIRE. Our flexibility has been in the labor area, though,
has it not?

Secretary WIRTZ. Yes, but just for example, with our prediction

that next year 300,000 people will come back into the work force who

would otherwise stay out, we have quite a curb on there which they do

not have, so my answer to your question would be that I do feel that

confidence rather than optimism, that confidence ' do feel it even in

the light of the European situation.
Senator PROXMIRE. Has this wage price guidelines concept been

used in other countries?
Secretary WIRTZ. Yes, in England they are going through a crisis

relative to the problem you have put here, they are encountering real
trouble in England with what they call their income policies which has

some relationship to what we are talking about here, but. it is a different

policy and it is applied in a different employment situation, but in

answer to your question, yes, they have experimenited with it there
and they have had trouble with it.

In the Netherlands they have experimented with a variety of some-
what more institutionalized restraints or influences and that has not

worked very well, sb that both the British and the Netherlands-the
present British concern and the already 'established Netherlands ex-

periences are on the side of justifying questions about this kind of

approach.
Senator PROXMIRE. The wage-price guidelines-

Secretary WIRTZ. May I add, I am sorry to interrupt, but on the

other hand in Sweden you have had just an almost model kind of

voluntary, self-restraint. Obviously there are pressures on the Swed-
ish economy which make that more necessary than perhaps here, but

I should add it to my other listing.
I am sorry to interrupt.
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Senator PRoxMnu. Does the President of the United States have
more or less power because of the various psychological powers, the
fact that we do have stockpiles, the tradition in our big corporations
of sensitivity to public relations and so forth? In your judgment
does he have power comparable to that of governmental leaders in
other countries?

Secretary WIRTZ. I do not know how to make that comparison.
Senator PROXMIRE. Sothat it would seem-
Secretary WIRTZ. I was about to say, Senator Proxmire, that my

own thought would be that the powers that are important are not those
that are illustrated by the stockpiles and so forth, but rather very
much along the lines of what Mr. Gullander said in a speech yester-
day for the National Association of Manufacturers that the real asset
here is the cooperation of the Government and the private com-
munity-and that, it seems to me, represents today as large an asset in
terms of the Office of the Presidency as we have ever had because I
think there is a confidence and a working relationship between the
Presidency, the Congress, the business community and the labor com-
munity, which are the four elements Mr. Gullander mentioned beyond
what we have ever had before.

And, that is a very, very important capital asset in this concept.
Without it, I don't suppose it would work.

Senator PROrMIRE. Doe~s that not depend to a great extent on their
acceptance of the integrity of the guidelines themselves, that the figure
is the best figure that competent people can select ?

In this connection, I have had a chance to go through Commissioner
Ross' statement and as I understand it, we have had a substantial
increase in productivity, a much greater increase in this decade until
last year when the increase was only 2.8 percent.

I was not able to find in Commissioner Ross's statement an estimate
of what the productivity increase is likely to be this coming year.

Mr. Ross. Senator Proxmire, you will find it in my summary. Of
course, as you know, it is a little bit of a risky estimate because it is so
hard to know what the agricultural harvest is going to be.

Senator PROXMIRE. Yes.
Mr. Ross. Our belief is that overall productivity in the private

-economy will rise between 2.8 and 3 percent in this particular year.
Now, productivity increases do fluctuate quite a bit from year to year

and the trend rate depends upon what period you pick for your trend.
Senator PROXMIRE. We can look forward to an even better increase

in this?
Mr. Ross. Yes; I think for any long time period, whether you take

the entire postwar period or say the past 5 years the rate is above
this 2.8 or 3 percent that we predict for this year.

Senator PROXmIiRE. Then there is no question that the wage-price
guidelines as enunciated by the administration are at least mildly in-
flationary, in this sense, that if our productivity increase is less than
3 percent, if the wages are permitted to rise 3.2 percent, even assuming
that all fringe benefits are included in that 3.2 percent, there is at least
a small, some, but a small inflationary bias in the wage-price guide-
lines, is that not correct?
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Secretary WiRTz. I am glad you asked that. This gives me an op-
portunity to reply on a bipartisan basis in terms that could not be
misunderstood.

Using the term "inflation" to cover that situation, I think inflation
is a matter for very real national concern. I think it lessens our ca-
pacity to avoid it if we apply that kind of phraseology to the kind of
slight upward movement which comes almost inevitably in a period
of this kind.

Just to be specific by way of illustration, if we are going to move the
low wages in the country, of which there are some, up to what we would
all agree as amounts they ought to be moved to, that we would all agree
ought to be done without concern about the productivity.

There are other good reasons for doing it, and it would have a slight
upward effect. My point is, I think of it in connection with the mi-
gratory worker problem, in which I was immersed a good bit last year,
I believe everybody is in favor of wiping out the conditions we find
in the migratory labor situation.

If that should mean a slight increase in- the wages and prices I do
not believe the country calls that inflationary, but I think the important
point is that we ought to distinguish between that flexibility including
a slight upward movement which you properly say would be permis-
sible within the guidelines, and on the other hand inflation which is a
beast of a very different nature.

Senator PnoxiuiRE. I agree wholeheartedly with your response; the
only difference is whether or not you can say a mildly inflationary, and
I suppose you are right, a mild increase in prices would be a better
description of it; at any rate, the fact is there will be a positive rather
than a neutral, small positive rather than a neutral effect on the price
level if these wage-price guidelines are respected.

Secretary WiRTZ. Yes.
Senator PROXMIRE. My time is up.
Representative CURTIS. The difficulty is getting the dialog mov-

ing. I do not blame you for not wanting to accept my rhetoric, but
in the same way I should not be forced to accept the rhetoric that the
administration has used.

So, now, getting to the rancid butter so you will have ai opportunity
to avoid that rhetoric and use something else, I ihade- the point that I
felt there was a great deal of redundancy in many of the expenditure
programs of the administration, and particularly in this training
area.

And one of the ways, in this field of job training and the structural
problems of unemployment, to avoid redundancy is the development
of the job vacancy statistics. This is why I have been so discouraged to
find the administration taking so long in developing the job vacancy
statistics.

It is a necessary item to avoid redundancy in training and retrain-
ing programs, would you not agree?

Secretary WIRTZ. Mr. Curtis, we have come to the Congress of th&
United States every year since -I have been Secretary of Labor ask-
ing for the money to compile those statistics, and it is not the adminis-
tration, as you said in~your question, it is the Congress which has said,
we do not-want to give you any money for that matter.
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- Representative CURTIS. How much money are you talking about?
Secretary WIRTZ. $21/2 million.
Representative CURTIS. Exactly. Now let me ask you this question,

_Mr. Secretary. If President Johnson and this administration believe,
as I do, that this a key factor in moving into this area of structural
and frictional unemployment, do you really mean that this $21/2 mil-
lion which has not come through the Congress would not have come
thr ough ?

In other words, if the administration had felt that it was as impor-
tant as I do, and is the key to this thing, it would have been success-
ful. The ans-wer is obviously they do not. You do not agree?

Secretary WIRTZ. We do not agree with what?
Representative CURTIS. That this is the key to avoiding redundancy

in our training and retraining programs to have jobs available
statistics.

The fact that Congress did not give you the money
Secretary WIRTZ. I do not know what it is you want from me. If

there is any question about the importance of the jobs available
statistics

Representative CURTIS. Bei-ng compiled, it was, as I understand,
required by law.

Secretary WIRTZ. I do not think you and I disagree at all.
Representative CURTIS. Let me say this: Going back, does President

Johnson disagree that this is a vital thing?
Secretary WIRTZ. Well, it is a pretty firm practice for me not to try

to answer that question, but I am sure my view reflects completely his.
Representative CURTIS. Your answer has been that the reason we

have not moved forward in this vital area. is because Congress, con-
trolled by the Democratic Party if you want to be specific, has not
given this money-$2 1 /2 million-and this is the vital area in which to
move forward. This is the answer of the administration, that, well,
Congress did not give us the money?

Secretary WIRTZ. That is not the answer, it is the fact and if the
question is, whether every effort has been made to achieve that the an-
swer is "Yes."

Representative CURTIS. All I can say is that having had a great deal
to do with the drafting and writing and passing of the Manpower
Training Act, and I have just rechecked it to be sure that we. did
require developing job vacancy data in there as I thought we did. that
the jobs available statistics be updated-

Secretary WIRTZ. They should be.
Representative CURTIS. And here it is 1966 and we are still in the

experimental stage and this is the amount of money needed. I think
the case on record is pretty well made.

Let me move to another point on it.
- To have a proper jobs available statistic you would agree that it was

necessary to update the Dictionary of Skills, would you not, or would'
you?

In other words, how are you going to develop a national statistic
that is broken down as to what kind of jobs are going begging if we do
not have nomenclature to describe the skills that are needed. So I am
asking whether a basic feature of the jobs available statistic is getting
the Dictionary of Skills updated.
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.' Secretary WIRTZ. -My impression, Mr. Curtis, is that that, matter has
been taken care of, that there is that updating in the last dictionary,
but .1 think the most constructive thing to do is simply take your ques-
tion as a suggestion that we ought to check to be sure oil that.

Mr. Ross. May I add, Congressman Curls, that I believe a new dic-
tionary of occupational titles with some very imaginative new con-
cepts of classifying and describing jobs is now in the course of publica-
tion.

Representative CumRns. I am happy to state, Mr. Commissioner and
Mr. Secretary, it has been completed. The third edition is out. I
have had it for a month. It is a two-volume document; and I am most
pleased that it is here.

Secretary WirTZ. I thought your question was about improvements
in that document which, of course, I know you have; we sent it to you.

Representative CURTis. Since January 16, I have asked the De-
partment of Labor to give me the second edition so I could compare
the third edition to see how well 'it was done. The second edition, to
my regret, is dated 1949. We were that out of date.

Now, again getting back to the point, how do we avoid redundancy
in training programs, apprenticeship training and so forth, without
developing jobs available statistics?

How can you develop the jobs available statistics without updating
the dictionary of skills?

It just seems to me you cannot do it.
I would make this one constructive criticism, I think the Dictionary

of Skills ought 'to be a looseleaf document because this business of
skills and job descriptions is constantly changing, particularly in 'a
period of great automation.

Now, this relates to various programs. I just jotted them down
here. I have 'done it beforej noting FI ederal programs that are direct-
ing. attention' to this great important area of training and retraining
to combat structural unemployment.

Let me say this,' that I have never 'denied that you can get roast pork
by burning the barn- down; in other words, those who think you can
solve unemployment by just increasing aggregate demand are not
wrong. Sure, you can -overheat the economy, you can certainly im-
prove the ability to move into the technological unemployment area,
but I would suggest there are much better ways of getting roast pork.

Now, let me ask 'Commissioner Ross one question.
I notice that in your statement you say:
Up to the present, manpower shortages have been only spotty and have been

subject to considerable exaggeration.

On what basis do you make'that statement-if we have not done other
than just got a few pilot plans on the jobs available statistics?

Mr. Ross. Before answeringo that lmay I say that a companion doc-
ument to the Dictionary of 5ccupatiblnal Titles is the Occupational
Outlook Handbook, and I am sure you are familiar with that.

The new edition of that is just coming out and, of course. will be
sent to members of this committee.'
* On the statemnent about shortages, the comment on exaggeration

referred to some widespread stories in the press suggesting a general
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labor shortage in the sense of exhaustion or near exhaustion of man.
power. reserves.

Despite the absence of job vacancy statistics, which I am very anx-
ious to get, I think we do have considerable evidence that we do not
have or are we imminently approaching a general exhaustion of
manpower shortages.

For example, employment has been increasing hundreds of thou-
sands per month, and I think in months to come employment will
continue to increase.

Of course, if manpower reserves were exhausted then the employ-
ment increase could not be had.

Secondly, the advance in overtime hours is a pretty good indicator,
and the average workweek is only about two-tenths of an hour higher
than it was last year.

Thirdly, as you know, labor turnover rates are a pretty good indica-
tor, the quit rate has gone up in the last few months which, of course,
does show some tightening of the job market but it is by no means
what is was, for example, during the Korean war.
; We find that the shortages appear to be located in certain areas and

jobs.
For example, while, as Secretary Wirtz said, around the Great

Lakes area region you will find most cities like Cleveland, Chicago,
Detroit, Milwaukee, Minneapolis and so forth, with rates of 2 to 3
percent-am I being too prolix?
- Representative CURTIS. No; not at all. However, my time is up.

Mr. Ross. I was going to say in San Diego, Scranton, and some of
the Massachusetts textile towns, other places that are mentioned in
the report, the unemployment rates are 5 or 6 percent or higher, so
that obviously it is not nationwide.

Now the skills appear to be in three major categories: First, the
professions-engineers, scientists, economists, and physicians in par-
ticular; secondly, skilled metal tradesmen and some construction
crafts-of course, the construction situation tends to be localized;
and thirdly, the point which I have already mentioned, some of the
essential but low-paid occupations such as those in the nonprofessional
hospital and rest home jobs, restaurants, laundering, and so on.

Representative CURTIS. I will come back to that.
Senator PROXMIRE. I would like to ask the Secretary for the record-

do not bother to answer now, you can answer in writing when you get
a chance to see the transcript of your testimony-what attempts are
being made to coordinate manpower retraining activities with other
redevelopment policies; for example, those under the Public Works
and Economic Development Act of 1965, directed at "redevelopment
areas"?

The second question is data-data suggest that increasingly the
problem of unemployment is concentrated, from a geographic stand-
point, in nonmetropolitan, nonagricultural sectors of the economy.

What special efforts are being made to reach the manpower retrain-
ing needs of nonmetropolitan areas?

(The following material was later received from the Department:)
In response to Senator Proxmire's request for a statement on the attempts

being made to coordinate manpower training activities with other redevelopment
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activities as, for example, under the Public Works and Economic Development

Act of 1965, particularly with respect to efforts being made to meet the retraining
needs of nonmetropolitan areas, we submit the following:

The redevelopment area training program was transferred to section 241 of

MDTA, under the 1965 amendments to MDTA, effective July 1, 1965. Sections
16 and 17 of the Area Redevelopment Act, under which the program was pre-

viously authorized, were repealed. The effect of this action was to extend to

residents of redevelopment areas the more liberal provisions of the MDTA re-

specting duration of training and payment of allowances- and other benefits

while retraining the broader eligibility of applicants and other desirable features
of ARA.

In language similar to that included under ARA, training needs of unemployed
and underemployed residents of redevelopment areas are determined by the Sec-

retary of Labor, in consultation with the Secretary of Commerce. Redevelop-

ment areas are designated by the Secretary of Commerce in accordance with cri-

teria set forth in the Public Works and Economic Development Act, and he is

responsible for advising this Department, and other agencies, regarding their
designation.

Under ARA, State employment offices were notified of pending loan applica-

tions for new plants, or other economic activities, by the area economic develop-
ment agency, training proposals were required to conform to the-area's overall

economic development, as attested by the authorized area redevelopment official.

Similar procedures will continue. In addition however, more advance planning
to 'anticipate manpower needs created by economic development activities will

be accomplished by procedures butlined in the proposed regulations to implement
section 241. The regulations, which are required to be issued jointly by the

Secretaries of Labor and Commerce, will provide that the Department of Labor

be notified of "plans, projects, or studies and related activities which are relevant

to the immediate or long-range economic development of a redevelopment area,
including, where possible,. an estimate of the amount and. kind of employment to

be created." This should make it possible for this Department to do more effec-

tive planning with the Department of Commerce and the States to anticipate

future manpower needs, to expedite training programs so that trained workers
will be available as they are needed, and to assure that priority is given to

training which will most effectively aid economic development.
Some of the designated areas are, as the committee knows, entirely nonmetro-

politan. In addition as we also point out in our answer to question 15, the De-

partments of Agriculture, Labor, and HEW have jointly developed, approved, and

funded a "concerted services" pilot program in the rural areas of three States-

Arkansas, Minnesota, and New Mexico. This pilot project was established to

explore ways of getting the resources of the various Federal programs into rural

areas which often lack the community agencies and organizations to identify

available programs and to initiate the- action necessary to obtain financial and
other assistance to meet their problems.-

Senator PROXMIIRE. And then I would like to ask. Commissioner
Ross for the record to give us his views on the capacity of the Con-
sumer Price Index to measure qualitative changes.

This has been something, as you know, that economists always
debate and discuss but they are never very firm or exact in whether
or not we are being fooled by this increase in the Consumer Price
Index, because it may or may not adequately reflect quality improve-
ments.

Mr. Ross. Yes, sir.
Senator PROxMImt. And then I would ask you if you care to do so

now, if not, do it in writing, your anticipation of price movements.
You say in your statement that.you would not expect the Consumer

Price Index to show as much increase in 1966 'as most other countries
had last year.

The preceding sentence indicates that means you would not expect
it to go above 21/2 or 3 percent. That is what I conclude because you

59-311-66-pt. 2-14
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give a range of from 2 to 10 percent but most countries, at least the
modal average, is 21/2 or 3 percent.

Is that correct conclusion?
Mr. Ross. I believe your inference is correct. I would not expect

it to go above 21/2 or 3 percent.
Senator PROXMIRE. If you would give us a breakdown, I would

not press you too hard, your estimate for the consumer prices, whole-
sale prices, and the GNP inflator.

Mr. Ross. Yes.
Senator PROXMIRE. If you care to comment on this, if you feel you

can give it off the top of your head, fine. If you prefer to put it in
writing, fine.

Mr. Ross. I think anything precise I would prefer to put in writing.
I will comment qualitatively. I would say in the consumer field, while
we do expect some increase in food prices, particularly meat, especially
in the first half of the year, I do not think they will increase as greatly
as they did in 1965 and as you know, Senator, the meat increase con-
tributed a considerable percentage to the rise of the total Consumer
Price Index.

In the field of consumer durables I believe there are grounds for
optimism because of the efficient new capacity coming into play, be-
cause of the high profits in those industries, and because of the good
product supplies as well as, of course, the willingness to cooperate with
the President's appeal for restraint.

I think the major problem will probably come in consumer services
and there we have deterioration of quality in many cases, we have labor
supply and other problems, but I would prefer to be specific in a
written submission.

Senator PROXMIRE. Thank you very much.
(The following material was subsequently filed:)

1. PRICE OUTLOOK FOR 1966

We expect prices of consumer services to show a larger increase during 1966
than the 2.7-percent advance of last year. The most significant price rises prob-
ably will be in the areas of medical care, personal care, recreation, and various
types of repair services. There are likely to be substantial wage increases in
the industries producing these services which, together with other cost increases,
will force prices up. Rents probably will rise more than their 1-percent increase
of 1965, but less than prices of other consumer services.

Food prices appear destined to go up still further, largely because of con-
tinued increases in meat and poultry prices, plus a faster advance in prices of
cereals and bakery products and restaurant meals. Clothing, footwear, and
gasoline are likely to show a larger advance in 1966 than last year because of
strong demand and cost increases. Consumer durable goods prices have been
declining since 1959, but it is not clear that the trend will continue downward.
Home purchase prices are likely to rise more sharply because of higher con-
struction and land costs. Active demand for household durables, and higher
prices of metals, reduce the likelihood of further price cuts. Recent increases
in hardwood prices will affect furniture prices.

At the wholesale level, price increases are likely to be much more prevalent
and larger among industrial commodities during 1966 than they were last year.
On the other hand, farm and food prices probably will rise at a slower pace than
they did in 1965.

Strong worldwide demand can be expected to put continuing upward pressure
on prices of basic materials such as metals. rubber, paper, lumber, fats and oils,
hides, petroleum, and natural fibers. Higher costs of raw materials, together



JANUARY 1966 ECONOMIC REPORT OF THE PRESIDENT, 375;

with increases in other costs, in turn are likely to bring sharper wholesale price

advances in an expanding market for metal products, machinery, apparel, and

other finished goods.
The implicit GNP-deflator will reflect not only these increases in consumer and,

wholesale prices, but in addition, sharper advances in construction costs than

those which took place in 1965, and further increases in prices paid by govern-,

ments for goods and services. Construction cost increases are likely to exceed

the 4 percent of 1965, reflecting substantial increases in wages of building trades

workers, and higher materials prices. Prices paid by governments for goods

and services probably will rise by 3 percent or more.

2. THE PROBLEM OF MEASURING QUALITY OHANGES

The Bureau of Labor Statistics is acutely aware of the measurement problems.

arising from quality changes in consumer goods and services,. and makes every

effort to adjust for changes in quality of product that are measurable. Its

pricing procedures and processing techniques are specifically designed to offset

the effect of quality change in measuring price change. Nevertheless, some.

residual effects of quality change on quoted prices undoubtedly do affect the

movement of the Consumer Price Index either upward or downward from time

to time. But unmeasured improvements in some areas are offset to some extent
by unmeasured deterioration in others.

Even if one accepts the conclusion that quality of goods and services available

to consumers has been steadily improving, it should not be immediately concluded

that the CPI is biased upward. The interaction of quality change with the

index mechanics for making price comparisons must be taken into consideration.

Varying procedures are followed for the comparison of prices when products

change, depending on the market situation, the nature of the change in the

product, and the amount and kind of information that can be obtained.; There-

fore, a detailed examination and evaluation of the many decisions made when

new varieties are substituted for older varieties in the index list, and a qualitative

determination of the difference in qualities for the two varieties involved in each

decision would be required before the existence of bias could be established, since

each decision has an impact on the final index.
In order to insure that comparable items are priced from month to-month, the

principles of specification pricing are used to collect data for the CPI. Because.

of the difficulties inherent in the development of complete descriptions, specifica-

tions are supplemented by other aids to quality recognition, such as informative

materials from manufacturers and lists of brands illustrative of the quality,

described. In addition, field representatives are given thorough training in the

recognition of goods and services before pricing is undertaken. Items which

satisfy the specification are presumed to be equivalent, or nearly equivalent, in
quality.

In the outlet selected for pricing, the field representative finds- the volume,

selling item satisfying the specification and reports the price for the, same item

as long as it represents a significant volume of sales. When the item is no longer

available or another one has clearly become the volume seller, a substitution is

made. If the substitute item falls within the range stated in the specification,

prices are generally compared directly, ignoring minor changes, since the specifi-

cation encompasses items of equivalent quality. * Many of the goods and. services

priced for the CPI remain practically unchanged in quality over a year or more.

AMinor alterations of one form or another may take place but these do not affect

the CPI until or unless they change the article or service enough that the altered

quality falls outside the stated range in the specification.
Varying practices are employed for comparing prices when the new item falls

outside the specification range. When .enough information is avilable' so that;

the total difference in price can be separated into that due to quality difference

and that due to price change, the prices are compared directly after adjustment

to an equivalent quality basis, whether the new item was within or outside the

specification range. In the absence of cost differences due to quality, the new

item generally is linked in at the former index level. This method requires prices

for both qualities for at least one date., The old quality measures price' change

up to the date of introduction and the new variety, from that date forward. -This

method assumes that the full difference in price on the date for which prices on

both varieties are available is the value of the quality difference. . ' '
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In some cases, the use of linking procedures may introduce a bias in the index
because the market differential may overestimate or underestimate the value
of change in quality. If the price difference is greater than the value of basic
quality improvements, then the index would be too low. On the other hand, the
price differential between the old and new varieties may be reduced as a result
of economies achieved in the production process. In this case, the price dif-
frence does not make adequate allowance for quality improvement, and the index
is too high.

The complete disappearance of one quality or variety before a new one appears
presents one of the most difficult problems in price measurement. Items which
have regular model changes, such as appliances and automobiles, fall into this
category. If new models were consistently linked in, using the lower end-of-
season prices for the old model, a constantly declining price trend would result
since most real price changes coincide with new model introduction. Thus,quality appraisals must be made.

In the case of new automobiles, which carry a heavy weight in the CPI, more
elaborate procedures have been developed than for other items. They begin
with selection of the new model which is most nearly equivalent to the previously
priced model. Detailed feature-by-feature comparisons are then made for the
new and the' old models. The next step is to adjust the prices for the effects of
quality differences. These adjustments are based on manufaeturerers' produc-
tion costs for the changes which BLS considers improvements or deteriorations in
quality. Changes involving the inclusion or exclusion of certain accessories or
equipment as standard features for the new models are easiest to handle be-
cause the market has established their values. Market prices for factory in-
stalled options are used to adjust for features that were extra cost in 1 year,
but are included in the list price in another. Thus, any difference in price which
occurs when equipment or accessories are made standard, or vice versa, is re-
flected in the index as a change in price for a car with the same equipment in2 years.

Evaluating changes in the basic automobile itself is much more difficult. In
recent years, however, the automobile manufacturers have provided a con-
siderable amount of information relating to quality changes and the Bureau
has been able to make adjustments for all significant changes. Manufacturers'
costs of changes adjusted to retail price levels are used as an estimate of thevalue of a quality change.

For some items in the index, specification pricing in the usual sense cannot
be employed. Rent comparisons from one period to the next are made on identi-
cal dwellings. This -is considered the best means of insuring comparability of
prices despite the obvious flaw that dwelling units depreciate with age. For
home purchase and used cars, price comparisons are made on the basis of actual
transaction data. For these items, identification of quality is difficult and the
system of identical units used for rents is not feasible. Therefore, in order to
control quality insofar as possible, transaction prices are stratified by as many
significant characteristics as the data available permit before they are reduced
to an average price basis.

Due to the diversity of procedures followed, evaluation of the net effect of all
quality and product changes on the total CPI is an intricate and ponderous task,
and virtually an impossible one. Hence, the BLS is in no position to deny or
affirm that there is currently an upward bias in the CPI, and least of all to assign
a numerical magnitude to it. However, indications are that procedures followed
in the calculation of the index do not involve systematic biases in either direc-
tion. If there were a bias in the index, and if it could be measured, calculation
procedures would be established to eliminate the bias.

The items that get the most public attention as contributing to the upward
bias in the index are consumer durables such as new automobiles and appliances.
List prices for many of these goods have' risen somewvhat, but improvements in
quality have exceeded the increase in list prices. As previously stated. the BLS
adjusts the quoted prices, insofar as possible, for quality changes. As a result.
the price indexes for new automobiles have declined since 1959. and the index for
electric refrigerators is lower than it was in 1940, in spite of the fact that list
prices obviously are appreciably higher now.

Emphasis on problem areas, however, should not obscure the fact that for some
CPI items, there is a question as to whether quality has been maintained. In-

creased fares for public transportation, for example, have seldom been accom-
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panied by improved service. Curtailed schedules and increased travel time arecharacteristic of public transportation in many cities. The dissatisfaction
expressed on maintenance, and repairs of automobiles, household appliances,
quality of workmanship for home repairs, etc., has been the subject of vigorouscomplaints by consumers. To date, the Bureau has not found any way of takingsuch intangible quality deterioration into account in the CPI. Thus, for someitems, the index does not reflect enough price increase. At the same time, thereare large sectors of the index that have not been affected by quality changes ineither direction. Many food items, such as fresh beef and pork, apples, oranges,
flour, sugar, and eggs are essentially the same quality as they have- been formany years. Haircuts and heating fuels are also the same quality as they were
5 or 10 years ago. Thus, there are a number of items which, in total, have animportant weight in the Consumer Price Index but for which quality change offers
no significant problems.

Considerable progress has been made by BLS over the years at estimating
quality differences for price change measurement purposes. Nevertheless, theBureau is constantly trying to improve and refine its present methods becauseproblems of measuring the effect of quality changes in price indexes is a con-tinuing one. Progress in increasing the precision of the measures of qualityvaluation will take time and there will always be some imperfections. However,
substantial advances in developing appropriate techniques undoubtedly can bemade, if adequate resources for work in this area are available.

This will require (1) a larger staff of commodity experts than the BLS nowhas, (2) more data on changes in characteristics of commodities and servicesover time and the effect of these changes on price levels and price change, and(3) the exploration of alternate methods of valuing, quality -changes and thepracticability of reducing them to routine use in current calculations.
The first and foremost need is sufficient staff, and of high enough caliber, toprovide the expert judgments about quality differentials which are required.

There are additional procedures and new techniques that will. be helpful formaking quality valuations but there is no perfect technique. In the finalanalysis, the decisions rest upon judgment, and our confidence in these judg-ments will depend upon the adequacy of the staff, and the amount of data avail-able for making these judgments.
The staff should be large enough so that each staff member can specializesufficiently to keep abreast of changes in the market relating to the particular

items in his field. Only when the Bureau acquires this kind of specialization
will it be able to get and evaluate the information needed for handling qualitychanges as well as the uses now being made of the price indexes require. Atpresent, such a staff is not available. For example, medical care is only a part-time responsibility of one staff member. If adequate staff were available, theBureau could obtain information on changes being developed in particular prod-uct lines through visits to the manufacturers. Arrangements could be made toobtain the information necessary for evaluating new products versus old, or onecurrent product versus another. A staff as specialized as the Bureau needs forthis purpose could talk on equal terms with producers and would be capable ofmaking independent judgments on the basis of information supplied and wouldnot have to depend upon information volunteered. Outside consultants couldalso be engaged when necessary.

With additional field resources, it would be possible periodically to developcross section data from retail outlets in a sample of cities for items that presentdifficult price measurement problems. These studies would be in addition -tocross section data that might be acquired through staff visits to manufacturers.
They would provide a picture of the retail market for specific items .at a pointin time-the varieties available, their prices and their characteristics. Suchinformation would provide a basis for the valuation of specific product charac-teristics as evidenced through market price differentials. It is particularlyneeded now because, *to gain other advantages, the BLS recently broadened
specification ranges so that they often encompass items having greatly differentprices. Successive subdivisions of- varieties by characteristics for each itemprovide knowledge of how quality changes are introduced and help to indicate
the method of adjusting prices, for quality differences of greatest potentialusefulness over time. Experimentation with- this procedure, using -secondarysource data, shows promise particularly for items that are offered with andwithout specific features. These studies would also provide an important source
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of information for classifying product characteristics to improve the content of

specifications.
Systematic data accumulated by cross section studies would also provide the

basis for testing alternate procedures for estimating values for product changes.

Sometimes it has been suggested that this be done by means of regression analy-
ses, and this is a possibility that can be investigated further. However, adequate
cross section data supplemented by cost information secured from manufac-
turers may provide a more direct and preferred technique.

In some areas of the index, improvement in the measurement of quality
change requires changes in the statistical basis for the price comparison. The

price changes for home purchase and for used cars depend on transaction data
received from secondary sources-FHA data in the case of housing, a private

organization in the case of used cars. The data and the procedures followed
to maintain comparability from period to period, leave much to be desired. With
additional resources, the BLS could attempt direct collection of data to measure
price change for these components that would more directly control quality
comparability.

Senator PROXMIRE. Congressman Curtis?
Representative CURTIS. Thank you, Mr. Chairman.
I am glad you explained your use of the word "exaggeration " in

reference to the manpower shortages because I feel that the adminis-

tration on the other hand has been understating the problems of our

labor shortage.
There is much in your paper, Mr. Commissioner, that is excellent

and bears right on this point.
One of the pragmatic tests that have been developed in recent years

because we have not had the jobs available statistics, of course, has

been the help wanted index.
I have developed another one I have used myself pragmatically,

which is going through the various vocational schools in my com-

munity. I went through one in December, for example, and I asked

each of the instructors if they were placing their people. And the

answer in all the schools is they cannot supply the market.
I said, do you have a lack of students? No, it is not the lack of stu-

dents, but the lack of the young people being willing to stick with the

program and to go on through, so on -that pragmatic test it seems to me

that there is a shortage.
I happen to have an individual situation of a young Negro lad I

was interested in who graduated from one of the machinist training

programs who has had four jobs offered to him in four of the leading

companies right in St. Louis.
Sol I think that this is an area that deserves a great deal more at-

tention.
Now, in getting back to the redundancy. One of the big structural

shifts, and I do not have the up-to-date figures but I remember I had

them for a 10-year period, occurs in agricultural employment which

declined about 42 percent, I think the period was 1950-60. But any

period would show a similar range, while service employment in-

creased around 43 percent.
A great deal of what we have identified, I think improperly, as a

Negro problem is a population shift from rural to urban areas. The

Negro, because he was a rural worker, has been caught up in what is a

very maior structural shift in the society, which leads me to point out

one of the areas that I have been. worried about for years.
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Our 1917 Federal vocational educational program which was heav-
ily oriented to agricultural skills, I would still argue, has never been
restructured to meet these new problems. It thereby is creating tre-
mendous redundancy and costing considerable money and yet not get-
ting at our problems.

I helped to author and get through the extension in this program
to include practical nurses. Incidentally, this is an area the vocational
schools said they just cannot meet the demand. They are not even
approximating it.

Mr. Secretary, when you and the labor leaders testified before the
Ways and Means Committee on the unemployment insurance program
where we are concerned directly with the long-term unemployed, no
mention was made of the Manpower Development and Training Act
and how it fitted into that particular program. I thought that the
MDTA is what could meet the problems of the long-term unemployed,
get them trained or retrained. We needed to reverse what we had in
the Federal-State unemployment system where a person would be re-
moved from unemployment insurance rolls if he went to retraining.

Now, I am happy to say that most of the States have turned around
and reversed their position. But there was no attempt to direct the
committee's attention to the way these two programs fit together let
alone the Federal vocational education program. In fact, apprentice-
ship training administered in the Department of Labor is still not
geared in with vocational education in the Department of Health,
Education, and Welfare. This all creates redundancy-I go back to
the main point-without a dictionary of skills and without jobs avail-
able statistics, how any of these programs can work without duplicat-
ing and conflicting with each other is hard to see.

Recently, the poverty programs and the Job Corps have started to
move into this same area. The administration has recommended
amending this year the trade adjustment compensations and retrain-
ing programs which were never geared in with either unemployment.
insurance programs or the Manpower Development and Training Act.

Fortunately, as I say, the trade adjustment program never did oper-
ate so it did not create damage; but again, it points up this great
redundancy existing in our educational and training programs.

I am making these statements, so if you care you may respond in the
record or afterward, because I am trying to save my time.

Secretary WIRTZ. I will insist on it; if you are interested in the
facts then there is a good deal the committee should be advised on.

If you are not, I don't have anything further to say.
Representative CURTIS. That is hardly a fair statement, Mr. Secre-

tary, I am asking the questions-
Secretary WIRTZ. I had not heard the question, I had been waiting.
Representative CuwnIs. I am asking the questions and making the

statements, of course, for you to respond to.
Secretary WIRTZ. I welcome that opportunity.
Representative CuRrIs. Of course, here you have not yet had an op-

portunity, although I have written many letters to you on these sub-
jects. I have had you before me before anid I have asked about the same
line of questions and I still do not seem to get the facts.
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(The Department's response to the foregoing, subsequently sup-
plied, follows:)

The various federally assisted manpower programs and the problems associated

with their administration at both the Federal and State levels have pointed up

the necessity for coordination of these programs to achieve ultimate success of

State and community manpower plans. I, along with other Federal administra-

tors of these programs, am constantly aware of the necessity of avoiding dupli-

cation in these various manpower development activities. I would like to give

you some examples of the concerted effort we have made and are making to deal

with this problem:
During recent months, the Department of Labor, HEW, and OEO have jointly

approved, funded, and administered a combination of community action and ex-

perimental and demonstration programs in several cities.
The Departments of Agriculture, Labor, and HEW have jointly developed, ap-

proved, and funded a concerted services pilot program in the rural areas of

three States-Arkansas, Minnesota, and New Mexico. The pilot project was

established to explore ways of getting the resources of the various Federal pro-

grams into rural areas which often lack the community agencies and organiza-

tions to identify available programs and to inititate the action necessary to ob-

tain financial and other assistance to meet their problems.
The Departments of Commerce and Labor and the Office of Economic Op-

portunity have established a permanent task force ready to join with State and

local officials and other community leaders in immediate interagency action

programs whenever large-scale layoffs occur.
Recognizing the added advantages that can accrue from an intergovernmental

agency approach to expediting and coordinating all federally supported man-

power programs, our Manpower Administration has established a task force to

serve as city coordinators for its own manpower programs for 21 of the largest

cities. The city coordinators are responsible for insuring that programs now

operating are being utilized effectively, determining what additional resources
are available and how they can be directed to solving employment and training
problems of the unemployed in the area, coordinating the several Manpower
Administration programs to assure that they complement and supplement each

other.
Despite the foregoing and other efforts to bring more concerted Federal re-

sources to bear on the problems of unemployment, training, employment dis-

crimination, and poverty, the need is still evident for continuing improvement
of coordination of federally supported manpower programs. The President's

task force on manpower has been studying problems of interagency cooperation

and is expected to issue its report and recommenations shortly. In the meantime,

the Departments of Labor and HEW are jointly preparing guidelines for

strengthening and expanding State and local manpower coordinating committees;

establishing them where they do not now exist, and perfecting those presently in

operation, to insure effective use of the several agencies concerned..

Representative Ctm¶'is. Now, these are allegations, I am trying to
point them out so you can respond. I am going to mention another
large area where there is considerable amount of vocational education
done by the Military Establishment. Because it has a uniform put on
it, it has not been identified as vocational training. Yet there are
studies asking young people who have gone into the l abor market where
they got their training. There is an interesting percentage figure of
those who get trained in the military.

Now, this led me and some of my colleague to introduce a bill in the
House to create a committee, a select committee, composed of members
of the Armed Services Committee and members of the Labor and
Education Committee to study the whole draft program, military
manpower utilization, and training.

The administration took this study away from the Congress-again,
these are my words and the Department of Defense made this study,
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apparently not coordinating it with the Department of Labor. If this
is not a fact, you can correct me on that. But at any rate, a report was
finally made around March or April which has still not been made
public.

I have been trying to get a hold of it to find out what is in it. My
estimates are that we are spending probably $2 to $3 billion a year in
vocational type training in the Military Establishment, but we are
not coordinating it with these other programs that I have mentioned
here and there are others still that I have not mentioned.

Now, that is the broad base on which I have made this statement
that I felt that there was great redundancy in these programs. In
fact, what we have done, and I use another figure of speech, is flooded
the engine.

Now, I do want you to supply whatever you want for the record but
I want to give you the opportunity to respond to these general observa-
tions I have made if you care to.

(The Secretary's response, later supplied, follows:)
We have found that, basically, there has been adequate coordination between

the training programs conducted by the military establishment and programs
which are sponsored by the Federal Government in cooperation with the States.
The military establishment has many vexing training problems which is under-
standable when one considers the vast amount of complex electronic and other
equipment presently in use. Even a military inductee with a high level of skill
development suitable for the civilian economy must receive a certain amount of
training, retraining or familiarization training to enable him to adapt that same
basic skill to military requirements. Conversely one who acquires his basic skill
in the military. establishment frequently must have a certain kind and amount
of training to enable him to adapt his skill to civilian requirements after he
leaves the military. The point is that developed skill is a resource required by
both the civilian and the military-frequently in competition with each other-
and training performed by both enrich this common resource.

'Secretary WIRTZ. 'Yes, there is something I would like to say
about it.

First, I would like to recall, as you have, the previous opportunities
you and I have had to discuss this general area and they have all been
dominated by a complete respect on my part for your contribution to
this whole training and so forth program.'

Representation CulkTis. I appreciate that. Then would you concede
to me that I am interested in the facts, Mr. Secretary?

Secretary WIRTZ. I beg your pardon?
Representative CURTis. Would you then concede to me-you sug-

gested I maybe did not want the facts-that I am interested in getting
the facts?

Secretary WIRTZ. Any reaction I have is based just on the discussion
this morning.

I feel a natural concern in what I consider to be a determination of
the antipoverty and education and training program as rancid butter.

I have thought anybody who talks about the difference between guns
and butter underestimates the worth of peace in the world and also
our capacity to do them so I think it would be most unfortunate-

Representative CURTIS. So we agree on that, our society can afford
both.
- Secretary WnRTz. Can afford to fight for peace in the world and for
these things at home.
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So, when we identify something without knowing what it is as rancid
butter I think we do ourselves a disservice.

Representative CURTIS. I will repeat, I was referring to these re-
dundant programs not being productive and getting the results. Ran-
cid butter is something that is not digestible and not usable.

Secretary WiRTz. That is right. On the point of redunancy, on
the various things we have mentioned, the point about the continued
relationship of vocational education to agricultural labor is a point
with which I am familiar and then beyond that I would hope that the
record could at least include this general statement.

It is my considered impression, considered conclusion at this point,
that with the amendments which have been made by the Congress in
the Manpower Development and Training Act, with the work of the
Council on Economic Opportunity which brings together the various
agencies in 'the antipoverty cause; the President's Committee on Man-
power, of which I am chairman, and is an interdepartmental commit-
tee; with the experience of the last year or two, there is, Mr. Curtis,
no redundancy so far as I know.

The facts as they are.
Now, that is a pretty broad statement and I would have to take

account of the frictional difficulties of developing a new program.
But I call 'attention to the fact that in the first year of the anti-

poverty program as administered by the Office of Economic Oppor-
tunity, its benefits were brought directly into the lives of 20 million
and-

Representative CURTIS. Mr. Secretary, I must say, that is not respon-
'siNe to my question. I was relating to a series of programs that were
federally administered, and saying that they were all directed towards
the same thing.

I happen to feel very strongly that what we do need to do is train
and retrain and concentrate efforts on this and any program that is
directed to this can be productive.

The thrust of my question is whether or not there is redundancy,
whether these various programs are coordinated to work with each
other. Not that each one might not be, and I could pick out any one
and say to you that I can show you where good is accomplished by it.
So my question, which relates to the redundancy aspect, is along this
line rather than whether individually each program can do some good.

Secretary WIRTZ. It would be easier to reply to a point about re-
dundancy in terms of specifics which have not been suggested, except
for the one on the relationship of vocational education to the agri-
cultural movement.

Representative CURTIS. Let me interrupt again then just to point
out the others because you must have missed them.

Secretary WTITZ. No, vou interrupted my summary of them.
The others to which I know you referred were the matters of the

relationship between the vocational education in the military train-
ing program. That has been a matter of considerable attention.

Representative CURTIS. And then the other was unemployment in-
surance in relation to manpower training.

Secretary WIRTZ. And on that, Mr. Curtis, the facts are simply
wrong. It was considered a very real link before the Wtays and Means
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Committee; it is a matter of proper relationship, it is taken into ac-
count in the legislative proposals which were made and we will dis-
agree about the facts as to whether there has been consideration of
that. -

(Material on this point, appearing below, was submitted for the
record:)

The unemployment insurance bill (H.R. 8282) takes account of the need for
maupower training for the long-term unemployed by providing that (1) benefits
may not be denied an individual by reason of the fact that he is in training with
the approval of the Secretary of Labor; (2) an individual refusing training to
which he is referred by the Secretary shall be disqualified from receiving bene-
fits for a period of 6 weeks; and (3) an individual failing to attend training
shall be disqualified for the period of his failure.

In addition, ithe bill contains a provision that compensation shall not be denied
by a State to an otherwise eligible individual for any week because he is in train-
ing, provided the State agency has approved such training.

Representative 'Cuwns. All I can say is your prepared statement to
the Ways and Means Committee had no remarks about it, and under
my interrogation you responded to questions on it.

Secretary WIRTZ. We went into extensive details.
Representative CuRuis. There is a big difference between the admin-

igration coming up with their prepared statement which they have
given to the press, and permitting a Congressman to interrogate, and
obtain responses such as you give in matters that were not in the state-
ment when I raise the question. But I think it is a fair point to say
that the prepared statement 'does not refer to it, that there probably has
not been this kind of consideration given to it.

I am not drawing the conclusion that there has not been considera-
tion at all, but I think the assumption is there.

There are other specifics I related to, though I-will only give you one
specific.

One was the proposal of the administration to change the trade ad-
justment training program. MAy point is that we had not geared that at
all in with the Manpower Development Training Act.

In fact, I felt that this really would have created great damage, if it
ever worked at all. But the present administration and the; Presiden-
tial message has proposed that this thing be altered without any refer-
ence again to the Manpower Traiinng Act.

So, I think you will find that I tried to tick off about six or seven
specifics where I felt there was redundancy.

Secretary WIRTZ. The point with respect to the relationship of man-
power training to the unemployment insurance program. I think you
have perhaps forgotten thalt not only the statement but also the Presi-
dent's legislative proposal included a provision on thlat which would
eliminate the present situation in a good ma1ny States to which you
have referred.

That was covered in the legislative proposal, Mr. Curtis.
But the real question is whether there are, the broad question is

whether there are today overlappings, duplications, as far as these
training programs are concerned. And I say I don't kiow wliat detail
or degree of detailyou are interested in but it would behelpful if the
record were to include the extent to which, this has been, I think, simply!
eliminated.
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It is hard to answer, it is hard to prove a negative.
Representative CURTIs. Let me take the one, relate this to a specific.
In the military manpower study and the draft which was sent over

in the Department of Defense under Secretary McNamara, was the
Department of Labor represented and did it do work on this study?

Do you have a copy of that report?
Secretary WIRTZ. I do not. Do you, Mr. Ruttenberg? Mr. Rut-

tenberg, the Manpower Administrator, advises me we worked with
them in the preparation of that report.

Representative CURTIs. Do you have a copy of the report, Mr. Rut-
tenberg?

Mr. RUTTENBERG. Copies are available, yes, sir.
Representative CuRTIs. When was a copy first available to the De-

partment of Labor?
Mr. RuTTENmERG. I could not give you the exact date, Congressman.
Representative CURTIs. I am trying to find the exact date because

I have been unable to get a copy. I read every once in a while in the
press beginning around March or April 1965 that such a report was
available, but has not been released and I was wondering whether the
Department of Defense released it to the Labor Department.

Are you certain that they have released it to the Department of
Labor?

Mr. RuITENBERG. We have copies of the report. They are not avail-
able to the public, though.

Representative CuRTIs. Do you happen to know why the policy is
being followed of not making these reports available to the public, or
to the Congress?

Mr. RUrrENBERG. That is not a question for me to respond to.
Representative CUIRTis. I asked whether you knew why. If you

don't know, or if it is a question that you do not want to answer, that's
all right, but it is a perfectly proper question for someone trying to
find out why a study that relates to this problem of manpower train-
ing which is an acute problem right now with the increased needs of
the military for manpower, has not been made public.

Does the Department of Labor think it should be public informa-
tion?

Secretary WIRTZ. There will be inquiry into that; I am not familiar
with the particular point. We will be glad to advise you to the best
of our ability.

Representative CuRTis. I am not trying to press you to answer
things that probably you cannot, but I think that you can see the
interest in it.

Secretary WIRTZ. Yes.
(Clarification of the above, later supplied, follows:)

As promised, I have looked into the matter of the study referred to by Con-
gressman Curtis. It appears that DOD, some 2 years ago, undertook a study of
all their training programs includes some which the Congressman might consider
comparable to vocational training and retraining manpower. I am advised that
the study was never completed and the intended report did not get beyond the
preliminary draft stage. If the Congressman or the committee desires more
information on this matter It would appear appropriate to address inquiries to
Department of Defense rather than to Department of Labor.
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Representative CUiRTIS. That is all I wanted to question on, Mr.
Chairman.

Let me ask, though, on the specifics, if you would supply for the
record your comment where you feel there has been coordination, as
you say, and what the plans there are for coordination. This is a
continuing thing, I think you will agree. What are your plans and
the structure that you seek to achieve in coordination, for example,
between vocational education in HEW and apprenticeship training in
your shop.

Also, the structure you may have built up, maybe your interagency
group that works together. That kind of data I would be very happy
to receive.

Secretary WIRTZ. All right.
(No additional material had been received for the record relative

to the foregoing up to the time of printing.)
Senator PROXMIE. This concludes this morning's hearing.
The committee will meet tomorrow, Wednesday, in room 1202, New

Senate Office Building. Our witness will be Mr. Nathaniel Gold-
finger, director of economic research for the AFL-CIO, standing in
for Mr. Walter Reuther, who, because of an accident, will not be able
to be here; and Mr. Elisha Gray, chairman of the board of the Whirl-
pool Corp.

I want to thank you, Mr. Secretary. You have been extremely
patient and in my judgment very, very responsive and helpful.

These are two excellent statements and I think they go a long way
toward giving us an understanding of how hopeful and promising
the future can be.

Thank you.
Secretary WIRTZ. Thank you very much, Mr. Chairman.
(Whereupon, at 1:05 p.m., the hearing was recessed to reconvene at

10 a.m., on Wednesday, February 9,1966.)


