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THE 1968 ECONOMIC REPORT OF THE PRESIDENT

The letter appearing below was sent to the following organizations:
American Bankers Association, American Federation of Labor and
Congress of Industrial Organizations, American Iron and Steel Insti-
tute, American Life Convention, Chamber of Commerce of the United
States, Committee for Economic Development, Communications Work-
ers of America, Conference on Economic Progress, Consumers Union
of the United States, Inc., Cooperative League of the U.S.A., CUNA
International, Inc., Federal Statistics Users’ Conference, Independent
Bankers Association, Life Insurance Association of America,
Machinery and Allied Products Institute, National Association of
Mutual Savings Banks, National Consumers’ League, National Fed-
eration of Independent Business, National Federation of Independent
Unions, National Planning Association, Railway Labor Executives
Association, National League of Insured Savings Associations,
United Automobile, Aerospace and Agricultural Implement Workers
of America (UAW), United Mine Workers, United States Savings
and Loan League. These organizations were invited to submit their
views or comments on the text and recommendations contained in the
1968 Economic Report of the President. Fifteen organizations and one
individual submitted statements and their views were considered by the
Joint Economic Committee in the preparation of its report on the
President’s Economic Report.

FEBRUARY 8, 1968,

DEAR MR, —————: 8ince our schedule of hearings on the 1968 Economic
Report of the President is very full and time is short, the Joint Economic Com-
mittee once again is calling upon a number of leaders of banking, business, labor,
agriculture and consumer organizations for written statements containing eco-
nomic facts and counsel for consideration in the preparation of its report.

The 1968 Economic Report of the President, including the annual report of
the Council of Economic Advisers, is enclosed. We would appreciate having
your comments on the materials and recommendations in this report.

In order that we may have ample time for consideration of these comments,
written statements should be received by March 1, 1968. We will need 30 copies
sent to G-133, New Senate Office Building, Washington, D.C. 20510, for distribu-
tion to committee members and the staff.

Such comments as you care to give us will be made available to the public
in a printed volume of invited statements.

Sincerely yours,
WiLLiAM PROXMIRE, Chairman.

N (7119)



AMERICAN FEDERATION OF LABOR AND CONGRESS OF
INDUSTRIAL ORGANIZATIONS

By NarmaNieL GOLDFINGER, DIRECTOR, DEPARTMENT OF RESEARCH

The national economy’s advance, which got underway in 1961, con-
tinues to add to employment, incomes, and output. The economic per-
formance of the past 7 years has been a most welcome improvement
after the trend of rising unemployment and recurring recessions dur-
ing most of the 1950’s.

espite this record of achievement, the American economy remains
some distance from full employment. Unemployment persists at
much too high a level and in 1967 there was no improvement, in this
important indicator of the American people’s economic well-being-—
3.8 percent of the labor force remained unemployed.

The economic advance, thus far, has failed to provide enough job
opportunities for a rapidly growing labor force in a period of radical
technological change—particularly for the most disadvantaged job
seekers among teenagers, Negroes, and unskilled workers.

Moreover, the benefits of the national economy’s much-improved
performance in the 1960’s have not been shared equitably among the
various groups in the population. A disproportionately great share
has gone to business and upper income families, even after account-
ing for last year’s small decline in profits.

nfortunately, the Council of Economic Advisers’ Economic Re-
port of January 1968 indicates a willingness to accept a reported un-
employment rate of approximately 4 percent as a goal of national
economic policy, rather than to continue to press for further reduc-
tions of the unemployment level.

As for the lopsided distribution of the benefits of the economy’s
much-improved performance of the 1960’s, the economic report says
nothing at all. Indeed, this important issue of economic and social
policy continues to be ignored by the Council of Economic Advisers.

TrHE REmaiNiNng ProBLEM oF UNEMPLOYMENT

The economic expansion of the 1960’s boosted employment and in-
comes and, in 1960-66, it reduced the level of unemployment. As sales
and production picked up after the beginning of 1961, weekly work-
ing hours were increased following the part-time work schedules that
had spread in the 1950°s. The continued pickup resulted in the recall
of workers, who had been laid off, and, gradually, in the hiring of
additional workers.

The rise of employment during the 1960’s—and, after 1963, the con-
centrated increase of factory and construction jobs—finally reduced
unemployment after a rising trend during the previous decade. Be-
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tween 1963 and 1966, reported unemployment dropped from 5.7 per-
cent of the labor force to 3.8 percent. But in 1967, the level of reported
unemployment remained at 3.8 percent.

The economic advance had not gone deeply enough by 1967 to pro-
vide job opportunities, at decent wages, for all persons who are able
to work and desire employment.

With officially reported unemployment of 3 million or 8.8 percent of
the labor force, the actual level of joblessness in 1967 may have been
as much as 8.5 million to 4 million or more, after accounting for those
jobless workers, particularly among slum dwellers, whom the Labor
Department fails to count as unemployed in its monthly surveys.

The unemployed in 1967 included workers who were temporarily be-
tween jobs, workers in seasonal industries who were on temporary
layoff and new entrants into the labor force—probably about 1.5-2
million. In addition, some of the unemployed were out of work, during
1967, as a result of economic conditions in their industries, such as
inadequate sales.

The large numbers of remaining unemployed—and the underem-
ployed part-time workers, as well-—were essentially disadvantaged and
unskilled workers, with little if any education or regular work experi-
ence. The general economic advance had not yet reached the most dis-
advantaged workers among the unskilled, teenagers, and Negroes, par-
ticularly those in urban slum areas and depressed rural communities.

Yet there are those who claim that the economic advance has gone too
far and clamor for unemployment—breeding restrictive policies.

In 1966, the Federal Reserve pursued a very restrictive monetary
policy, which pushed interest rates to their highest levels in 40 years,
threw residential constructioin into a deep recession along with related
industries and contributed to the economic slowdown of the first half
of 1967. There is danger that similar policies may be pursued in 1968,
despite the fact that unemployment persists and industry is operating
only about 85 percent of its productive capacity.

There are also those who clamor for a slashing of Federal expendi-
tures for such essential measures as Federal aid for education, housing,
urban affairs, health care, air and water pollution measures, anti-
poverty and welfare—those who claim that America’s $800 billion
economy cannot afford improved public facilities and services in the
midst of the Vietnam war.

To adopt unemployment-breeding restrictive measures and to slash
expenditures for programs to achieve domestic social progress would be
unwise economic policy and dangerous social policy. America needs
continued progress toward full employment and it needs improved and
expanded public facilities and services to meet the needs of a rapidly
growing, urban population.

Recent estimates by the staff of the Joint Economic Committee and
the National Planning Association indicate that the real volume of total
national production must increase about 4-414 percent per year merely
to prevent unemployment from rising. These estimates are based on the
rapid growth of the labor force and increased pace of rising
productivity. .

A continued reduction of remaining unemployment and underem-
ployment in the period ahead, therefore, will require a continuing rise
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in the real volume of total national production that is somewhat greater
than 4-414 percent per year. It will also require adoption of a Federal
program to create 1 million public service jobs for the hard-core unem-
ployed and seriously underemployed.

On these issues, the AFL-CIO Executive Council declared on Feb-
ruary 23, 1968:

We reiterate our conviction that the American economy has the resources to
extend and expand social advances at home, while meeting military requirements
in Viet Nam. The cost of the war should not be absorbed by cutting back or
freezing essential federal programs for domestic progress. The great productive
ability of the American economy can provide the foundation for both continued
social progress at home and an honorable settlement of the war in Viet Nam.

The expected sharp rise in the government’s administrative budget deficit in
fiscal years 1968 and 1969, due to military expenditures, can be reduced, without
mounting pressures on interest rates and the availability of money and credit. A
temporary war surtax is needed to reduce the amount of money the government
will have to borrow in the money market and to eliminate the threat to home-
building and related industries from tight money and higher interest rates.

The needed temporary surtax should be based on ability to pay, including taxa-
tion of personal and corporate income that escapes taxation through major loop-
holes in the tax structure. The surcharge on corporations should be at least twice
as great as on personal income. The surcharge on personal income should be
clearly set on the basis of ability to pay. Corporate and personal income, excluded
from taxation by tax loopholes, should be subjected to at least the same tax rate
as the surcharge.

We insist that the top-priority objective of national economic policy should be
to achieve and sustain full employment—jobs at decent wages, for all people who
are able to work and desire employment. The demand for goods and services from
consumers, government and business must expand sufficiently to provide enough
new job opportunities for the unemployed, for the great numbers of entrants into
the labor force and for those displaced by spreading automation. The federal
government’s tax, expenditure and monetary policies, in combination, should
encourage the necessary expansion of demand to achieve and maintain full
employment.

Adoption of a program to create one million public service jobs for the un-
employed and seriously under-employed is essential—along the lines of the bill
introduced by Congressman O’Hara of Michigan. Such decisive measure to create
jobs in socially useful work—to perform much needed services that would not
otherwise be done in parks, playgrounds, hospitals and other public facilities—
is urgently needed.

Manpower training programs—including basic literacy education, personal
guidance and health rehabilitation—are essential to aid the unemployed and
under-employed to compete more effectively for available employment. Although
such programs do not create jobs, they can be of great benefit to the national
economy, as well as the workers themselves, by upgrading the skills of the un-
employed and unskilled. The recent emphasis on government-financied business
programs to train workers should not include wage subsidies or other payments
to the employer, beyond the extra cost of providing special training and sup-
portive services for the hard-core unemployed, that are in addition to his normal
training costs. Even the best-planned training programs, however, can be of
little avail, if they are not accompanied by government programs to create
jobs and achieve full employment.

UxnBaLaNcep DistriBUTION OF BENEFITS OF THE ECONOMIC
ADVANCE

Most Americans have benefited from the economic advance of the
1960’s—from increased employment and gains in income. But these
benefits have not been shared equitably.

Business and upper income families have received a major share
of these gains. Improvements in the wages and salaries of nonsuper-
visory workers have lagged.
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Although some business and Government spokesmen attempt to
blame rising unit labor costs for much of the increase in the price level
in the 1960’s, the record clearly shows that the price level has been
rising, regardless of what happened to labor costs per unit of produc-
tion. Between 1960 and 1965, for example, when unit labor costs of
manufactured goods fell 114 percent or more (the decline may have
been about 3 percent, according to the Bureau of Labor Statistics),
wholesale prices of manufactured products rose 1.7 percent, boosting
profit margins and increasing the business share of the fruits of the
economy’s progress. And when workers sought to catch up with the
gains of the economic advance and the more rapid rise of living costs
in the past 2 years, business raised prices at a faster pace, in an attempt
to maintain enlarged profit margins.

After a brief and slight decline in 1967, from the great heights, cor-
porate profits are now booming again. As the Wall Street Journal of
February 13,1968, reports:

Business appears to be back on the comfortable track it wandered off for
a year beginning in late 1966-—the track that leads straight from one quarterly
profit record to another.

Between 1960 and 1967 :

—Corporate profits, after payments of taxes, skyrocketed 77 per-
cent.

—Dividend payments to stockholders soared 70 percent.

—Total wage and salary payments to all employees in the entire
economy increased merely 5614 percent—reflecting increased employ-
ment of 8.6 million people, as well as the wage and salary advances
of individual employees.

—Weekly aftertax take-home pay of nonsupervisory employees in
private industry, with three dependents, increased only 25 percent—
and in terms of buying power, less than 11 percent.

Moreover, in the 2 years between December 1965 and December
1967, the buying power of these workers’ weekly take-home pay ac-
tually fell 115 percent.

—Real compensation per hour of nonsupervisory employees in
private, nonfarm industries increased only about 214 percent a year
in the 7 years, 1960-67. But the real volume of production per man-
hour in the entire private economy rose at a yearly rate of 3.3 percent.

These disparate trends, which result from business policies and
Government tax measures, are utterly ignored in the Economic Re-
port, as if they never occurred. The failure of the Council of Economic
Advisers to examine these lopsided trends represents poor economic
analysis, a blindness to social issues and, perhaps, simple prejudice
against nonsupervisory workers, the major economic group in the
Nation.

The vast majority of wage and salary earners have not received
a fair share of the fruits of the national economy’s advance.

A disproportionately large share has gone to business, to executive
and managerial personnel, to the self-employed such as doctors and
similar groups, to capital gains from the sale of property, to those
who receive a significant part of their income from interest payments.

This unfair distribution of the benefits of the economy’s progress
is clearly unjust to wage and salary earners, who are the vast majority
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of the population and the backbone of American society. It undermines
the strength of consumer markets, the base of our economic system.

This lopsided distribution of the gains of the economic advance helps

to explain the slower-than-expected expansion of consumer sales in
the past year, which seems to mystify so many business and Govern-
ment commenators on economic trends. In addition, it widens the eco-
nomic and social distance between various groups in the Nation—a
trend that is socially dangerous.
__In the Economic Report, the Council of Economic Advisers rarely,
if ever, deals with workers’ wages and salaries as income. The text of
the Economic Report deals with them almost invariably as costs. This
failure to recognize wages and salaries as income to workers, as well
as costs to business, reflects a bias that runs through the report. This
bias results in inadequate economic analysis—a failure to recognize
that nonsupervisory wage and salary earners are the major demand
factor in the economy and that the lopsided distribution of the benefits
of the economic advance has economic consequences, such as the un-
balanced relationship in 1965-67 between business investment and the
expansion of productive capacity, on the one hand, and the effective
demand for goods and services, on the other hand.

While the Economic Report stresses the cost impact of wages and
salaries, it utterly fails to indicate, even in as little as one sentence, that
the purchasing power of aftertax weekly earnings of nonsupervisory
employees in 1967 was less than in both 1966 and 1965.

Nowhere in the Economic Report is there an analysis of the serious,
continuing lag of increases in nonsupervisory employees’ wages and
salaries behind the incomes of business and wealthy families—behind
profits, dividends, the nearly 100 percent rise of personal interest pay-
ments in 1960-67, the incomes of managerial personnel and self-
employed professionals, capital gains from the sale of property.

In its statement, on national economic issues, adopted on February 23,
1968, the AFL~CIO executive council states:

The lag of real wages and salaries must be ended. A substantial rise in the
buying power of wages, salaries and fringe benefits is needed to provide wage
and salary earners with a fair share of economic progress and to strengthen con-
sumer markets that are the foundation of the American economy. Only through
an improved balance in the economy—between wages, profits, dividends and other
forms of income—can there be assurance of sustained economic growth to reach
full employment and maintain it.

Rising business profits should be based on an expanding sales volume—rather
than on swollen profit margins at the expense of workers and consumers.

We will continue to press for wage and salary increases to offset rising living
costs and to advance buying power. We firmly believe that wage and salary
earners deserve to share equitably in the gains of the economy’s progress. The
nation’s rapidly rising productivity and great profitability of business makes pos-
gible such improvements in wages, salaries and fringe benefits, within the context
of a relatively stable price level.

We repeat again, as we have in the past two years: If the President determines
that there is a national! emergency that warrants extraordinary stabilization
measures—with even-handed restraints on all costs, prices, profits, dividends,
rents, corporate executive compensation (salaries, bonuses and stock options). &s
well as employes’ wage and salaries—he will have the support of the AFL~CIO.
But rigid application of a single “magic number” based on one economic factor
alone, cannot be a workable or fair means of wage determination in a country of
continental size, with thousands of different markets, industries and occupations.
‘We are prepared to sacrifice—as much as anyone else, for as long as anyone else——
so long as there is equality of sacrifice.
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A much-improved balance in the private economy is essential if
America is to be able to reach and sustain full employment. The lop-
sided distribution of the gains of the economic advance makes it diffi-
cult to achieve full employment and, within the context of social and
political realities, impossible to sustain it.

Failure to recognize the consequences of this lopsided distribution
is one of the major failings of the “new economics,” which naively be-
lieves that the Federal Government can quickly and simply offset
any and all weaknesses in the private economy by pushbutton con-
trols. Not only is America a vast and complex continental economy,
with scores of different industries and markets, but, in addition, the
Council of Economic Advisers is neither the Congress nor the Fed-
eral Reserve System nor the entire executive branch.

The forward advance of the American economy requires a sound
foundation in a much-improved balance in the private economy.

ApsustmeNTS TO Raprcar Sociar CHANGES

Radical changes in technology and race relations, accompanied by
rapid urban growth, continue to strain the fabric of American society.
America’s urban crisis is rooted in these rapid and radical social
changes, as well as in the long, tragic history of Negro slavery,
segregation, and discrimination.

These problems festered during most of the 1960’s—with a rising
trend of unemployment, government subsidies for technolgical
change and no adjustment programs, & sharp decline of low-rent
public housing construction and general neglect of urban, public
services.

Much of the long-delayed legislation of the 1960’s to achieve piece-
meal adjustments to the radical changes in American life were first
steps, without previous experience, precedents, and trained personnel.
Moreover, Federal appropriations for these purposes were kept down
by public apathy. Yet these measures were greatly oversold and their
adoption aroused expectations of overnight solutions that were im-
possible to achieve.

The growth of the American population has increased sharply—
from several hundred thousand a year in the 1930’s to an average
yearly rise of 2.7 million since World War II. Moreover, the num-
ber of people in rural areas has been declining while metropolitan
area growth has been booming. Each year, the population of Ameri-
ca’s metropolitan areas grows by over 3 milion, the size of a very
large city.

The pace of technological change, too, has speeded up considerably
in the years since World War II. One measure of that speed is the
time elapsing between a new discovery and the point at which it is in-
troduced commercially. A study prepared for the National Automa-
tion Commission found that the time required to cover that distance
has been cut by almost two-thirds—from an average of 37 years for
innovations developed around the turn of the century to 14 years
for innovations developed in the post World War II period.

Another measure of the speed of technological change is the rate
of productivity growth. Between 1909 and 1947, output per man-
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hour in the total private economy rose at an annual rate of 2 per-
cent; between 1947 and 1967 it rose 3.2 percent per year. This jump
in the rate of productivity growth by more than 50 percent means
that, on the average, production during each hour of work can double
in 22 years instead of in 36 years.

This stepped-up pace of technological change has resulted in the
displacement of Il)ar e numbers of unskilled and semiskilled jobs,
difficult problems in labor-management relations concerning in-plant
changes of job requirements and classifications, shifts in industry
location, the economic distress of many old mining and railroad cen-
ter communities, the decline of several labor intensive industries and
the growth of new industries that employ relatively few unskilled
workers who have little education.

In 1967, for example, manufacturing production was more than 70
percent, greater than in 1953. But the number of factory production
and maintenance workers was only 1.4 percent greater.

Between 1953 and 1967, the number of people employed on class I
railroads declined 600,000, a drop of 50 percent. Employment in min-
ing fell 253,000, a decline of 29 percent.

The largest employment decline was in agriculture—a drop of 2.5
million or 40 percent. Hundreds of thousands of farmers, farmwork-
ers and their families have been leaving the rural areas in search of
jobs and homes in the cities. But the types of unskilled and semi-
skilled jobs, in the urban areas, that helped to adjust previous gen-
erations of foreign immigrants and rural American migrants into
America’s cities have not been expanding.

These trends of rapid technological change and migration out of
rural agricultural and mining areas are continuing.

Many of those who seek their future in the cities are Negroes. Be-
tween 1940 and 1967, probably about 4 million Negroes moved from
the South—primarily rural areas—to the cities of the North and West.
In 1960, according to the Department of Labor, about 40 percent to
nearly 50 percent of the Negro population of 10 major northern and
western cities was born in the South.

The Department of Labor estimates that almost 1.5 million Negroes
left the South in 1950-60, following a similar migration of 1.6 million
Negroes in the wartime decade, 1940-50. This historic migration is
continuing at about that rate in the 1960’.

For the country as a whole, the proportion of Negroes in city popu-
lations rose from less than 10 percent in 1940 to over 20 percent in 1965.
In most of the large northern and western cities the rise was greater,

All of the new migrants to America’s cities of the past quarter of
a century—white and Negroes, Puerto Ricans and Mexican-Ameri-
cans—have faced the difficulties of adjusting to a new and strange
environment. But these difficulties have been especially harsh for
Negroes. )

he Negro migrants to the cities of the past quarter of a century
have brought with them a history of slavery, segregation, lack of edu-
cation and frequently poor health, as well as suspicion of government
authorities. On coming to the cities of the North and West, the new
migrants have faced the discriminatory practices of those areas, lack
of adequate housing and the impact of automation on job opportuni-
ties for uneducated, unskilled workers.
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In ghetto areas in the cities, about 10 to 15 percent of the adult men
and about 40 to 50 percent of out-of-school teenagers (including an
estimate of those usually not counted by the Labor Department) are
unemployed. In addition, a Labor Department survey of slum areas
in November 1966 found that nearly 7 percent of those with jobs were
employed only part time although they wanted full-time work, and
20 percent of those working full time earned less than $60 a week.
This same Labor Department survey found that nearly 40 percent of
the families and unrelated individuals in big city sium areas earn
less than $3,000 a year.

However, it costs about $9,200 at present prices, to maintain a modest
standard of living, including some amenities and a few luxuries, for
a family of four in America’s metropolitan areas—more for a larger
family and less for a smaller family. Elimination of the amenities
and luxuries would result in a cost of about $5,000 to maintain a mini-
mum decent standard of living for a family of four in our urban
areas—scaled up and down for different family sizes.

Yet Government reports indicate that probably 20 percent of the
families within city limits earn less than the amount necessary for a
minimum decent standard of living. Within ghetto areas, perhaps
60 to 70 percent or more of the families are in that category. The re-
sult is badly overcrowded housing, inadequate diet, poor medical care,
few books and magazines for about 20 percent of city families and
about 60 to 70 percent of those who live in ghetto slums.

The hard-core slum areas continue to deteriorate. People with jobs,
some skills and some regular incomes have been moving out. They are
replaced with new migrants from the rural South—adding to the re-
maining lowest income families, the jobless, the aged and fatherless
families.

A large proportion of these slum residents depend on welfare pay-
ments, often to mothers with dependent children and no father pres-
ent. The Labor Department survey of November 1966 found that 30
percent of the population in East Harlem, 30 percent of the Watts
population, 40 percent of the Bedford-Stuyvesant chilren and 25 per-
cent of the adults receive welfare payments. Moreover, the lack of ade-
quate child-care facilities in slum areas is a barrier to employment for
women with children.

Trapped by a history of degradation and the recent impact of auto-
mation, these new migrants to the city are also trapped by the unavail-
ability of low- and moderate-cost housing, as well as by discrimination
against colored people.

The peak home construction year, before World War II, was 1925.
From 1926 to 1945, a period of 20 years, homebuilding was in a slump.

It wasn’t until 1946 that the 1925 level of housing starts was reached.
Since 1945, the ups and downs of residential construction have fol-
lowed conditions in the money market—interest rates and availability
of money. Normal business operations and Government, programs have
provided housing for families in the middle-income range and above
(at present, about $8,000 annual income and more).

The residential construction of the postwar period, however, has
essentially ignored housing for the entire bottom half of our income
distribution—for the lower middle-income group as well as the poor.
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For lower middle-income families, with current incomes of about
$5,000 to $8,000, the postwar years have scen only little new housing
construction, with present rentals or carrying charges and taxes of
about $85 to $135 per month. This is particularly true for large fami-
lies, with three or more children, in this income range.

For the urban poor—families with current incomes of about $5,000
a year and less—there has been hardly any new housing construction
during the 22 years since World War II and there was very little of
such construction in the preceding 20 years from 1926 through 1945.
Almost a half century of rapid change in our cities—including the
great Negro migration—has passed, with hardly any housing con-
struction for low-income families.

Realistic rentals for poor families would have to be concentrated
around $40 to $70 a month. Since the private market cannot provide
such housing, public housing and public rehabilitation are essential.
But, in recent years, the total number of new public housing dwelling
units has been only about 30,000 to 40,000 per year.

Moreover, the urban renewal program, which has bulldozed cit
slum areas has concentrated on the construction of commercial bui]dl}i
ings and luxury high-rise apartments. Relocation of families, dis-
placed from the slums, has been neglected or ignored and there has
been hardly any replacement of low-rental housing.

In addition, during the 1950’s and early 1960’s, the traditional con-
servative opposition to low-cost publicly subsidized housing for the
poor was joined by many so-called liberals—the same coalition that
debunked “the impact of automation on unskilled and semiskilled
factory workers and on industrial location as a trade union myth. As a
result, the New Deal’s beginnings to provide low-cost public housing
nearly perished between 1952 and 1966.

At the same time, middle- and upper-income families have been
moving to the suburbs. This movement has opened up older housing
in the cities. But, combined with the movement of industry to the
suburbs and countryside, it has reduced the tax base of the cities,
when the demands on their financial resources for housing, welfare,
education, and public facilities are mounting. Moreover, the change of
industrial location has compounded the problems of inadequate mass
transportation facilities for low-income city diwellers to get to the new
areas of employment growth. And most suburban communities have
rather rigid color-bar restrictions, as well as an absence of low-cost
housing.

America now faces a complex of social problems that are related
to rapid and radical changes in technology, urban growth, and race
relations, as well as the history of the American Negro in the past 350
years. No city or State or private group can solve these problems in
isolation or by themselves. Workable solutions require nationwide
social measures, with adequate Federal funds and standards.

Instant adjustments and overnight solutions to this complex of
Eroblems are impossible. Gimmicks and slogans can achieve headlines,

ut hardly any positive results. Yet rapid forward strides are essential
to the preservation of a free and democratic society.

Immediate measures are needed to provide jobs, decent housing, and
adequate community facilities. Planned programs over the next decade
or two are required to revitalize the fabric of American society.
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One million public service jobs for persons now unemployed or
seriously underemployed are needed—such as in parks, playgrounds,
day care centers, hospitals, schools, and libraries. To provide this nec-
essary means of helping people lift themselves out of poverty and depri-
vation, Congress should immediately adopt a $4 billion program to
fund Federal, State, and local government agencies and nonprofit or-
ganizations for the creation of such public service jobs at wages not
less than the Federal minimum wage.

The Federal Government must become the employer of last resort.

Two and a half million new housing units each year including:

Public housing through new and rehabilitated low-rent homes for
the 20 percent of city families whose incomes are below requirements
for a minimum decent standard of living. New low-rent public hous-
ing construction, at a 30,000 to 40,000 annual level in 1960-66, should
be immediately increased to 200,000 to 300,000 for each of the next 2
years and 500,000 a year thereafter. Such construction should be sup-
plemented by a large-scale public rehabilitation program. Adequate
appropriations for the rent supplement program are also a necessity.

The Federal Government must become the landlord of last resort,
as well as the employer of last resort.

Housing for lower middle-income families, not eligible for publie
housing and unable to afford decent dwellings in the standard, pri-
vately financed housing market. Federally subsidized interest rate
loans and a Federal subsidy for the partial abatement of local taxes
on such properties are needed to increase construction of such housing
by cooperatives, nonprofit and limited dividend corporations. In addi-
tion, Federal legislation should make it possible for such groups to
acquire existing properties, with Government insurance of long-term
and low-interest loans.

Moderate-income housing, already operating with Government-in-
sured mortgages, stepped up through measures to encourage greater
involvement of pension funds, college endowment funds, and private
trusts.

Open housing, in suburbs and new towns as well as in cities, as an
essential part of a meaningful effort to rebuild our metropolitan areas.

Urban renewal, no longer confined to commercial and expensive
high-rise construction. The focus instead must be on homes in balanced
neighborhoods, with families displaced by slum clearance given assist-
ance in finding decent dwellings at rents they can afford.

Model cities program, with adequate appropriations.

Mass transit, improved and expanded, is an urgent need in all metro-
politan areas.

Accelerated construction of public facilities, such as water supplies,
sewage systems, mass transit, schools, hospitals, day-care centers, play-
grounds, libraries, museums, clean air and water are essential to re-
build America’s metropolitan areas. Congress should adopt at least a
$2 billion a year grant-in-aid program to State and local governments,
in addition to categorical grants-in-aid.

A substantially expanded Neighborhood Youth Corps program, to
help youngsters remain in school and to provide work and training for
those who have dropped out of school.

The opportunity E)er quality education for all, by closing the educa-
tional gap between the privileged and underprivileged schoolchildren
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of our Nation through special incentives to teachers in the areas, Fed-
eral aid for more eéectlve school types programs, full use of school
buildings for job training, adult education, and community activities.
In addition, expanded vocational training must be realistically geared
to the modern job market.

Manpower training, linked with job placement and adequate train-
ing allowances, should aim at lifting the skills of the labor force, par-
ticularly the disadvantaged.

Public welfare assistance, restructured, with the program based on
need alone, a Federal minimum standard of payments and adequate
Federal funds should be provided; State work-incentive programs
should enable welfare recipients to retain a substantial amount of the
dollars they earn without penalty, to encourage people to find jobs and
eventually get off the welfare rolls, and demeaning investigations of
applicants s%wuld be eliminated.

elief of rural poverty, concentrated in the Southern and South-
western States primarily, by Federal legislation to provide farmwork-
ers with unemployment compensation and according to them the same
right other workers have under the National Labor Relations Act to
organize unions and bargain collectively; by adequate Federal funds
to assist low- and moderate-income rural families to buy or rehabilitate
housing ; continuation and strengthening of the Vocational Education
Act of 1963 and the Education Act of 1965 in rural areas; Federal aid
in establishment of adequate public facilities, such as highways, hos-
pitals, schools, vocational and technical training institutions, in rural
areas; application of the regional approach, used in the Government’s
Appalachia program, to other economically depressed regions of the
country; extension of the Agriculture Department recreational and
tourist activities in rural areas, and provisions of full and fair employ-
ment opportunities for Negroes, Mexican Americans, and other mi-
norities to work in the industries of rural areas and in State and local
governments.

Continued labor-management efforts, through collective bargaining,
to provide improved job security to workers and to cushion the effects
of technological change on the work force.

A TFederal Government maintained national inventory of needs for
housing, public facilities, and services, by specific categories, based on
present unmet backlogs and estimates of future population growth.
Each State and metropolitan -area, with the technical assistance of
the Federal Government, should develop and maintain a similar inven-
tory of needs within its geographical jurisdiction.

The Joint Economic Committee has demonstrated the feasibility of
developing such inventory by category. The Council of Economic Ad-
visers, however, has failed to coordinate such national inventory, by
category, program, and degree of annual progress in meeting the needs.

Such inventories of present and projected requirements should serve
as the foundation for nationwide programs in each category. They
should also be used as yardsticks for the measurement of progress to-
ward meeting the objectives of adequate housing, public facilities, and
services.

A planned national effort, under Federal leadership is needed to
apply as much of the Nation’s resources—manpower, materials, and

90-191—68—pt. 3——2
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finances—as possible, to meet the requirements of a rapidly growing,
urban population, while providing a sound foundation for the con-
tinued advance of the private economy.

Achievement of these objectives will require Federal funds, plan-
ning, and leadership. But it will depend, too, on the initiative and local
implementation by the States and metropolitan area governments, as
well as the cooperation of private groups in society.

Successful adjustments to rapid and radical social changes will not
be achieved automatically. Positive and bold policies are needed—by
local communities and State governments, as well as by the Federal
Government. Resources for such adjustments are available in the in-
genuity of the American people and in the vast productive power of the
national economy. But the will to achieve such adjustments—and the
necessary foundation of a rapidly growing full-employment economy—
must be strongly asserted by the American people and implemented by
their elected representatives and officials.



AMERICAN IRON AND STEEL INSTITUTE

The testimony on the domestic steel industry before the Joint Eco-
nomic Committee on February 16, 1968, of Mr. Harry L. Graham,
legislative representative of the National Grange, appears to have
been based upon observations he made several months ago during a
2-week visit to Germany. He is critical of the industry on essentially
four grounds: Archaic production methods, lower technological efli-
ciency than foreign steel companies, interest in expanded profits, and
lack of interest in plant modernization.

1. Provpucrion Merions

A. The charge that the American steel industry “by and large is
still engaged in producing by the Bessemer process of the last century”
is incorrect. During the last year for which Bessemer production was
separately reporte(tf by steel producers to the American Iron & Steel
Institute (1966), such production accounted for only two-tenths of
1 percent of the total production. Bessemer steel was 2.8 percent of
total U.S. production during 1956 and 5 percent in 1946—thus of only
minor significance in the United States even two decades ago.

B. Mr. Graham used the West German steel industry as an example
of efficient production methods which the United States should adopt.
West Germany, however, produced 27.7 percent of its steel in 1966 by
“the Bessemer process of the last century” and 42.8 percent in 1956.
Comparable figures for the total European Coal and Steel Community
(ECSC) were 35.5 percent by the Bessemer process in 1966 and 52
percent in 1956.

C. Not only is there a sharp contrast between the United States and
the ECSC (including West Germany) in the degree to which the
oldest steelmaking method (the Bessemer process) has been utilized
during recent years but there is also an equally sharp contrast in the
rapidity at which production by the newest steelmaking method—the
basic oxygen process (BOP)—has been substituted for open hearth
groduction( still the major method of steelmaking in both areas).
Specifically, during the decade from 1956 to 1966 (ﬁle latest year for
which data are available for the ECSC and West Germany), BOP
production went from less than a million tons in both the ECSC and
the United States to 22 million tons in the community countries—but
to 34 million tons in the United States. On the other hand, during this
same period open hearth production was expanded in both the XCSC
and in West Germany (by 8 million and 2 million tons, respectively),
while production by this method was reduced by 18 million tons in the
United States. (During 1967, open hearth production in the United
States declined an additional 14 million tons.)

In passing, it should also be noted that Mr. Graham’s claim that
National Steel Corp., was the first to install a BOP furnace in this
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country is also incorrect. McLouth Steel Corp., installed its first BOP
furnace in 1954—8 years before National Steel; in fact, there were
19 other commercial-scale basic oxygen furnaces in operation in this
country at the time National Steel’s first furnace began operation in
1962.

D. Any realistic evaluation of rates of modernization which com-
pares the speed at which new methods of production are adopted in
various countries and which seeks to arrive at value judgments about
differences in such rates must necessarily recognize and allow for dif-
ferences between countries with respect to a wide variety of factors,
such as the following: Economic conditions, alternative uses of avail-
able funds, purpose of investment (for example, expansion versus
replacement), efficiency of existing equipment contemplated to be
replaced, operating costs of new facilities as compared with the costs
of continuing to operate existing facilities, efficiency of existing inter-
related facilities, economical scales of production, costs and benefits
associated with possible improvements to existing facilities, versa-
tility of new facilities, likelihood of further significant technological
improvements in the near future, and attractiveness of other alterna-
tive new processes.

Likewise, a decision by one company to utilize its funds for a par-
ticular type of investment gives little, if any, indication of whether
a similar Investment would be appropriate for another company faced
with completely different circumstances.

II. TecuxoLocicaL EFFICIENCY

A. Mr. Graham asserts that German and Japanese steel companies
“have been bringing into production new steel mills with the most
advanced production techniques in the world” and that as a result
they have been able to sell their steel cheaper in this country than
American steel. e also asserts that quotas “would simply lock in our
inefficiencies in the competitive steel business.”

B. There is, of course, no completely accurate method of comparing
steelmaking efficiencies among countries because of wide differences
in methods of measurement, product mix, factor prices, and methods
of industry organization. One measurement which has been used, how-
ever, is the number of man-hours required per ton of production;
man-hour data, of course, reflect the combined effect of all the factors
of production. In 1966, the latest year for which comparable data are
available, American steel producers required an average of 12.8 man-
hours per ton of shipments, versus 17.3 man-hours for Japan. With
respect to the European Economic Community, a recent publication
of the United Nations concluded that— :

‘While it is not possible to derive precise conclusions from the comparison, it
can be stated that: (a) One country—the United States—had lower (in most
cases substantially lower) labor requirements per unit than any of the other
countries covered by the comparison and also showed one of the fastest reduc-
tions in unit labor requirements between 1960 and 1964; (b) All but one of the
large and medium-sized Furopean steel industries included in the comparison
had unit labor requirements one and one-half to two and one-quarter times those

of the United States with a bunching of countries (on a man-hour basis) near
the upper end of this range % * #*
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_ C. Technological knowledge about steelmaking and related subjects
is quickly transmitted throughout the steelmaking world so that any
company—if it can obtain tﬁe necessary capital—can have the latest
technology in a relatively short period of time. Although steel is
made in the United States with fewer man-hours per ton than abroad,
our advantage in efficiency is insufficient to offset our much higher
hourly employment costs—as is reflected in unit costs being about $25
per ton higher than in Europe and about $40 per ton higher than in
Japan. This is one of the major reasons why foreign steel is sold in
this country for less than domestically produced steel—not our lower
productive efficiency, as Mr. Graham contends.

D. American steel producers not only shared their technical knowl-
edge with foreign steelmakers after the war to help them get back onto
their feet, but the American Government and international agencies
such as the Export-Import Bank of Washington advanced over $2
billion to build, modernize, or expand foreign steel plants from 1947
through 1966. Much of the postwar gain in technology abroad has been
the result of borrowing American technology. Japan, for example,
started very late in steel research; in fact, most of the major steel
laboratories in Japan have only been established during the last decade.

The role which American steel producers have played in the de-
velopment of the Japanese steel industry was acknowledged by Mr.
Yoshihiro Inayama, president of Yawata Iron & Steel Co., at the recent
meeting of the International Iron & Steel Institute:

In counting our achievements since the end of the World War II, the Japanese
steel industry cannot but recall the whole-hearted assistance that the American
and European steelmaking nations extended to us in respect to techniques, equip-
ment, raw materials and funds. This assistance was vital to achieving today’s
prosperity in our industry. It is my firm conviction that, however hard we may
have tried, such phenomenal development as Japan’'s steel industry enjoys today
could never have been achieved without the invaluable assistance and coopera-
tion extended to us. . .. In this sense we may say without exaggeration that you
are the real magicians who accomplished our “economic miracle.”

E. During much of the postwar period American corporations and
individuals were being taxed for aid to steel industries and other in-
dustries abroad, while at the same time both the ability and the in-
centive of American steel companies to invest in new plant and equip-
ment were being severely restricted by tax law provisions for deprecia-
tion which were far less adequate than those applicable abroad. In
addition, American steel producers have expanded and improved their
steel mill facilities without direct financial help of any kind from
Government.

F. On the question of “inefficiencies” an American steel production,
it is true that if the industry could start from scratch, the total
production function would obviously be somewhat more efficient. The
reason why all existing facilities are not immediately scrapped and re-
placed with others incorporating the latest technology is because an
orderly, case-by-case evaluation of facility needs is financially much
more prudent. But this approach to facility replacement is no different
from that utilized by any other industry. (In agriculture, for example,
a farmer might wish to scrap his existing tractor or milking machine,
regardless of their efficiency, and buy an improved model every time
one becomes available. However, he knows that such an approach
would quickly lead to bankruptcy.)
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I1I. Prorits

A. Mr. Graham asserts that American steel companies “have been
more interested in expanded profits than in modernization of their
plants.” Domestic steel companies are obviously interested in in-
creasing their profits. That is one of the objectives of the very high
levels of capital expenditures. Actually, however, just opposite of
Mr. Graham’s assertions has been occurring recently. Profits earned
by 14 of the largest 15 domestic steel companies during 1967 were
lower than those earned in 1966 and also lower than those earned in
1965.

B. Rather than being conflicting objectives, plant modernization
and profits are closely related objectives. For example, facility im-
provements are made with the hope and expectation of earning a
profit. Prospects of profits are necessary to attract either new debt
capital or new equity capital. Other factors being equal, the greater
the profits available for reinvestment in the business, the faster im-
provements can be made in productive efficiency.

C. During recent years, the domestic steel industry has ranked near
the bottom of all industries in terms of rates of return on investment.
This restricts domestic steel companies’ ability to invest in more
efficient facilities at a faster rate not only from internally generated
funds but also from externally generated funds from investors ob-
tained in competition with companies in all other industries.

IV. PranT MODERNIZATION

A. Mr. Graham cites the modernization undertaken during recent
vears by the German steel industry as an example which the domestic
industry should follow. From this, one would conclude that the
German industry has been investing money in new facilities at a
rapidly increasing rate and that just the opposite is the case in the
United States. Actually, exactly the reverse of this has been happen-
ing during recent years. As shown below, capital expenditures by U.S.
steel companies increased by 120 percent during the 1963-67 period,
whereas they have declined by 45 percent in West Germany and by
43 percent into the total ECSC.

CAPITAL EXPENDITURES BY IRON AND STEEL INDUSTRIES

{Doliars in millions)

B. In light of the above, it is apparent that the American steel
industry has been doing exactly what Mr. Graham and other critics
of the industry advocate. However, as the recent Senate Finance
Committee’s staff study on “Steel Imports” pointed out, “Unless the
new investment in fixed assets produces cost savings in excess of
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higher costs per ton, and unless tonnage increases to absorb the in-
creases in fixed costs, profit margins will actually fall.” This, of course,
would make further %inancing more difficult.

C. Despite the current level of capital expenditures by the American
steel industry, such expenditures cannot be expected to lead to sig-
nificant reductions in unit costs because existing technology, includ-
ing that presently approaching adoption, does not point the way to
massive reductions in unit material and labor requirements. Certainly,
it will not reduce substantially the difference between the low unit
labor costs of Japanese producers and the much higher unit labor
costs of American producers. In fact, to equalize those costs without
reducing hourly employment costs in this country, it would be neces-
sary to cut immediately the man-hours required to produce 1 ton of
steel from the present level of about 13 to a presently unattainable
4—a decrease of about 70 percent. Even if new technologies were
developed which could quickly and profitably effect this substantial
reduction, there would of course be no technical barrier to prevent
their concurrent installation by foreign steelmakers.



AMERICAN LIFE CONVENTION
and the
LIFE INSURANCE ASSOCIATION OF AMERICA

This statement is submitted on behalf of the American Life Con-
vention and the Life Insurance Association of America, two trade
associations with a combined membership of 351 life insurance com-
panies. These companies account for 92 percent of the legal reserve
life insurance in force in the United States. The life insurance business
today holds over $177 billion of assets, which represent the savings
that millions of policyholders have entrusted to us. We have a deep
concern in the proper functioning of the economy to protect these
savings. Accordingly, we appreciate the opportunity to comment on
the materials and recommendations contained in the Economic Report
of the President together with the annual report of the Council of
Iconomic Advisers and we hope that these comments will prove
helpful to the Joint Economic Committee for the Congress.

Prospecrs AND ProBLEMS For THE EconoMY

The question of appropriate economic policies for 1968 must be
analyzed against the background of the prospects for economic ac-
tivity, and whether these prospects raise problems for the economic
health of the Nation. The Council of Economic Advisers has offered
the forecast that gross national product in 1968 will total $846 billion,
representing a gain over 1967 of $61 billion. This forecast is based
on the Council’s estimate that our productive capacity will permit
an increase in real output of somewhat over 4 percent, or about $32
or $33 billion in 1968. The remaining increase in estimated GNP
would represent merely increased prices of goods and services which
are expected to lift the dollar GNP by another $28 or $29 billion.
The Economic Report forecast makes the assumption that overall
price increases in 1968 will be “somewhat in excess of 8 percent.”

In our view, unless remedial action is taken, there is a grave danger
that price levels will advance significantly more than 3 percent in
1968, in the light of the recent price trends in the economy and the
clear signs of excessive demands that are developing. The forces of
inflation are gaining dangerous momentum which threatens price
inflation at a rate above 4 percent with serious consequences for
domestic economic stability and also for our critical balance-of-
payments position.

Price increases have shown a rapid acceleration during recent
months. As may be seen on page 105 of the Council’s annual report,
the GNP price deflator covering all goods and services rose at a 4-
percent annual rate in the second half of 1967, following a 2.6 rate
of advance in the preceding 9 months. Consumer price increases in
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the second half of 1967 stepped up to a 3.8-percent annual rate after
an earlier gain of only 2.2 percent. Wholesale industrial prices had
been rising only 1 percent, but quickened their advance to a 2.7-
percent rafe in the latter half of 1967. These rates of price increases
are rapid, and most alarming.

There is considerable evidence that these {)rice trends are not
merely temporary but will continue and strengthen if left unchecked.
For example, the unemployment rate has been running well below
4 percent during the past 12 months and declined to 3.5 percent in
January, revealing the pressures on our available labor force. Utiliza-
tion of industrial capacity has risen in recent months close to the
preferred operating rate for many industries. Recent wage negotia-
tions have led to wage increases of 6 percent or more, well above
productivity gains, setting an inflationary pattern for key labor con-
tracts scheduled for bargaining in 1968. Minimum wage levels have
advanced another notch, raising costs of production in many lines
of business. In short, the stage is set for a wage-cost-price spiral during
1968 which could gain dangerous momentum if excessive demands
are permitted to develop.

At the beginning of this year, the standard forecast developed by the
majority of private economic analysts was that activity in the first half
of the year would be quite strong, but that lesser gains in GNP were to
be expected after migyear. The smaller gains foreseen for the second
half were attributed primarily to the anticipation of a steel strike in
August, a tapering off in the r1se in defense spending, and assumptions
that a continued high rate of personal saving would mean less-than-
buoyant consumer spending. On these assumptions, many private fore-
casters predicted a GNP of about $845 billion in 1968, fairly close to the
forecast of the Council of Economic Advisers.

It is our judgment that predictions of a second-half slowdown in
GNP will prove to be in serious error and that the outlook clearly
points to a continued strong advance and possibly an acceleration of
GNP in the latter half of 1968. The temporary influence of a steel strike
can easily be offset by other factors, as witnessed in similar periods in
the past, with little effect on the rise in GNP. For example, the $115
billion Government pay increase scheduled for the third guarter will
provide a sizable boost in spending power. The accumulation of con-
sumer savings during the past year provides a very large reservoir of
potential spending, especially 1f consumers decide to speed up their
buying in anticipation of substantial price increases on consumer prod-
ucts. Signs of serious inflation would stimulate further spending and
add further to the pressures of demand.

Of perhaps greatest importance in the current outlook is the clear
evidence that military spending will be much larger in the coming
months than had been expected a few weeks ago. Recent developments
in Vietnam and in North Korea are now expected to lift defense out-
lays by $4 to $5 billion more than had been estimated in the January
budget figures. The second-half slowdown in GNP that had earlier
been projected has been outmoded by these later developments.

It must be recognized that we are in a wartime economy, and our
economic policies must be shaped to take account of the drain on our
resources that the war requires. In contrast to goods produced for
civilian use, military goods are not available to satisfy civilian de-
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mands, with the result that military spending places greater pressure
on domestic price levels. With national defense expenditures likely to
reach $85 billion in fiscal 1969, instead of the $80 billion budgeted in
January, our economy faces a heavy strain on resources.

The total impact of the Federal Government sector upon the econ-
omy and price pressures is shown most directly by the size of the
Federal budgetary deficit. According to the January budget estimates,
the deficit for fiscal year 1968 will reach $19.8 billion and will total
$22.5 billion in the absence of increased taxation. For fiscal year 1969,
the budget deficit would reach a range of $25 billion to $30 billion in
view of the additional defense spending now in prospect. Coming on
top of a resurgence of demand in the private sector and growing de-
mands from our State and local governments, a Federal deficit of this
dimension clearly is bound to create excessive demands and rapidly
rising price levels.

Inflationary trends of recent months have been widely ascribed to
“cost-push factors™ in the economy, but the outlook for 1968 poses the
additional danger of a “demand-pull” inflation based on excess de-
mand for goods and services. If both types of inflation are allowed
to exist simultaneously, reinforcing each other with successive price
increases, a wage-price spiral of serious proportions is in prospect not
only for 1968 but continuing into 1969 and beyond.

The threat of spiraling prices is a matter of great concern to every-
one and especially to the life insurance business and its millions of
policyholders. beneficiaries and pensioners whose benefit expectations,
savings and living standards would be seriously eroded by price in-
flation. Because of its uneven impact upon different economic groups,
and especially on those living on pensions or fixed incomes, inflation
has been rightly described as the cruelest tax of all. Inflation poses a
threat to the health of our entire economy and to our ability to sus-
tain stable economic growth.

Errects oF InrFraTioN oN Qur Barance or PayMENTS

The effects of inflation on our balance of payments are of great im-
portance to our Nation. Our balance-of-payments position has sharply
worsened within the past several months. dramatized by a drain on the
U.S. gold stock of almost $1 billion during the fourth quarter of 1967
While the causes of these payments difficulties are many sided, a basic
element is the degree of confidence in the value of the dollar in the eyes
of our trading partners abroad. Foreign financial interests are watch-
ing carefully the ability of the United States to control inflation. Con-
sequently, the stakes in the fight against inflation are enormous, in-
volving our ability to control forces which could jeopardize the po-
sition of the dollar in international finnace.

If excessive demands are allowed to develop in 1968, one conse-
quence would be to increase the volume of imports required by an
economy under strain. Second, the inflation of domestic price levels
that would result from an overheated economy would have a direct
and contiuing effect upon our ability to compete in world markets
during 1968 and for many years to come. Not only would there be
areater price incentive to buy imported goods because of lower rela-
tive prices abroad, but the rise in domestic prices would compound
the difficulties of selling American products in foreign markets.
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A third element, of direct and immediate importance, relates to the
willingness of foreign countries to hold dollars as an international
reserve currency. This is perhaps the most vulnerable point in our
balance-of-payments position in the immediate future. If it is be-
lieved that the United States will tolerate sharply rising price levels,
foreign money centers will lack the confidence in tge future stability of
the dollar which is so vital to their willingness to hold dollars instead
of gold in their international reserves. The result could be a flight from
the dollar and disruptive shifts of short-term capital which would
further damage our international payments position.

Toe Neep For ReSTRAINTS

The critical problems described above urgently demand immediate
policy correctives. We are faced with total demands from the public
and private sector which far exceed our productive capacity. In order
to prevent a dangerous wage-cost-price spiral which would jeopardize
our domestic stability and possibly cause irreparable damage to our
international payments system, we must embark immediately on a pro-
gram of fiscal and monetary restraint at home, combined with actions
to control our precarious balance-of-payments position.

We believe that the problems we face offer a serious threat to the
American economy. They are due in a large measure to the war in
Vietnam and the need to improve living conditions in our cities. These
extraordinary demands require that comprehensive measures be
adopted to restrain inflation. We, therefore, urge the use of every avail-
able means to bring the situation under control.

1. REDUCTIONS IN FEDERAL SPENDING

We would urge the Congress to carefully review those areas of
Federal spending which might be cut during the coming months. Ex-
penditure reductions should center not just on the postponement of
spending programs but also on the careful trimming of less-essential
programs which are of lower priority under our present circumstances
of rising defense needs and added strains upon our productive capacity.

The problem of controlling Federal spending is not merely one of
immediate budgeted outlays. Over the years, a number of programs
have been adopted which served useful and appropriate purposes at
the time but which have been continued in spite of changing circum-
stances and have added to budgetary totals year after year. The result
has been an unrelenting upward trend in governmental outlays and a
mass of programs which prove to be relatively uncontrollable on short
notice, even when other forms of spending become more essential.

For the long term, therefore, we urge favorable consideration of
S. 2032 and H.R. 10520, identical bills which would establish a Gov-
ernment Program Evaluation Commission on a bipartisan basis to
study existing Federal programs to determine the effectiveness of these
programs and the priorities which should be assigned to them in the
light of the fundamental needs of the Nation. We believe that this
approach holds great promise for achieving the long-run objective of
bringing budgetary outlays under closer control. By eliminating or
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reducing programs with lower priority, greater flexibility would be
provided, especially when military requirements arise to place more
urgent demands upon budget, resources.

'We recognize that Federal programs must be responsive to urgent
domestic problems that confront our Nation. For example, the Kco-
nomic Report states: “We must deal more effectively with our urban
problems. More and more of our people live in cities. Yet cities threaten
to become less and less livable—unless we take decisive steps * * *.”
The life insurance business shares this concern and sense of urgency
over the problems that beset our urban areas. Last September, we an-
nounced a program to invest $1 billion of life insurance investment
funds to finance improved housing, increased job opportunities and
needed services for low and moderate income families living in the
blighted core areas of our cities. We believe that action to improve
the quality of life in our cities should not be delayed and will require
the efforts of private business as well as the government sector.

2. INCREASED TAXATION

Last August, the President proposed a program of increased Fed-
eral taxation to reduce the budgetary deficit. At that time, the life
insurance business testified before the House Ways and Means Com-
mittee in support of the need for substantial spending cuts and a
temporary uniform tax surcharge on both personal and cooperate
income. We believe that enactment of a temporary tax surcharge is
:aiven more essential now and should be achieved at the earliest possible

ate.

Prompt passage of a tax increase could have an immediate impact on
inflationary pressures by removing spending power from the private
sector, with substantial effects on total demands on our economy.
A tax increase would demonstrate to the world that we are willing to
pay the rising costs of our defense outlays through taxation, rather
than through inflationary borrowing. The urﬁency of our international
payments problem also requires a prompt decision to increase taxes
before the situation reaches a new crisis stage.

A tax increase can never be a popular measure. However, we believe
that the public has not fully considered the alternative it faces—
inflation arising from inordinate demands on our economy. We would
urge passage of a temporary tax surcharge as an economic measure
of the highest urgency, which is essential in the long-run interest of
every citizen,

Without fiscal action to curb spending or increase taxes, the fiscal
1969 deficit could easily reach $25 or $30 billion, as described earlier.
The tax measures proposed by the administration would reduce that
ficure by approximately $13 billion, leaving a deficit of $12 to $17
billion. If additional reductions in controllable budget programs can
also be adopted, the deficit could be further reduced to a figure which
would represent a more appropriate budgetary position in a period
of rising private demands in a fully employed war economy. More-
over, a smaller deficit would lower Treasury borrowing requirements
that would otherwise be extremely heavy, especially during the latter
half of calendar year 1968.
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3. MONETARY RESTRAINT

The question of Treasury borrowing needs are closely related to
the credit posture of the Federal Reserve System. The view is some-
times expressed that fiscal restraint would lessen the needs for the
Federal Reserve to embark upon a policy of credit restraint. Stated
another way, failure to reduce the gudget deficit would require the
Federal Reserve to adopt a more restrictive monetary policy. How-
ever, this approach overlooks the market reality that the enormous
financing requirements of the U.S. Treasury limit the freedom of the
monetary authorities to restrain credit growth, since doing so could
jeopardize the success of Treasury refundings or new cash borrowing
operations.

During 1967, Federal Reserve policy remained in an easy position
which permitted a growth in bank credit by an unprecedented dollar
total of $35 billion. As pointed out in the Council’s annual report, total
bank credit expanded during the first 11 months of 1967 at an annual
rate of 12 percent. This expansion in credit and in the money supply
is related, we believe, to the accelerated rise in domestic price levels
during the past several months. Continuation of credit expansion at
the pace of 1967 would reinforce strong inflationary pressures through
excessive additions to available spending power. However, the need
to provide for the financing of Treasury securities through the com-
mercial banks has left the Federal Reserves in the awkward position
of maintaining relative ease in the face of an oversized Federal deficit.
In brief, an unwillingness to adopt fiscal restraint to achieve a lower
budget deficit would add to the difficulties of reducing the growth in
bank credit. Stated another way, fiscal restraint and a lower deficit
would permit the monetary authorities to follow appropriate policies
to curb credit-financed demands in the private sector.

In our view, monetary policy shoulg move in gradual steps toward
less expansionary policies, to avoid making credit available in such
large amounts that demand outruns our capacity to produce, with a
resulting rise in price levels. It is well recognized that there is usually
a considerable time lag before monetary policy begins to act upon
basic economic forces. For this reason, if the Federal Reserve is to
be effective in curbing excessive demands later this year, then steps
sh<1)}11d be taken as soon as possible toward a less expansionary credit
policy.

Any discussion of a less easy credit policy usually brings fears of
higher interest rates, credit shortages, and a shutting off of residential
mortgage finance. But these consequences need not occur if a reduc-
tion of the Federal budget deficit lowers the borrowing requirements
of the Treasury thus making room for the financing of residential
construction, business capital outlays, and other private sector
activities.

4. BALANCE-OF-PAYMENTS POLICIES

On January 1, the administration announced a broad program of
correctives to improve our balance-of-payments position, including
mandatory controls on direct investment abroad, a more stringent pro-
gram of voluntary controls on financial flows to foreign countries, and
proposed curbs on tourist travel outside the Western Hemisphere.



744

It is important that proposals to impose these direct controls should
not divert attention from the urgent need to adopt reinforcing policies
of fiscal and monetary restraint. In retrospect, adoption of such re-
straint some time ago might have helped greatly to avoid our present
situation. For the tuture, policies of domestic restraint may prove
even more important than direct controls in providing a fundamental
solution to our international-payments problem.

' CoNcLusIoN

We believe that the problems of excessive demand, spiraling infla-
tion and foreign payments difficulties represent a 018<1tel threat in
1968 than in many years. Effective solutions to these problems demand
immediate attention by the Congress, by the administration, and by the
monetary authorities. It is not a question of choosing amonc available
approaches but rather of using spending reduction, incr: eased taxation,
credit restraint, and balance-of-payments measures in a combined effort
to restrain the excessive demands and resulting inflation that our
economy now faces.

While these solutions are not easily accepted by many, they are pre-
ferable to the alternatives of spiraling inflation and a balance-of- -pay-
ments crisis. Unless early action can be taken, the Government could
later be forced to consider controls over wages, prices and credit in a
desperate attempt to correct intolerable inflation,



CHAMBER OF COMMERCE OF THE UNITED STATES

By Dr. Car. H. MappEn, CHier EcoxodMIsT

The Chamber of Commerce of the United States welcomes the oppor-
tunity to submit written comments on the Economic Report of the
President and the annual report of the Council of Economic Advisers.
Like their predecessors, these reports are highly useful and of excellent.
quality. Both the text and the appendix tables contain valuable eco-
nomic information.

Traditionally, these documents provide a rationale connecting social
and economic policy covering a wide range of issues. The chapter titles
of the Council’s report indicate the range and importance of these
questions: sustaining prosperity, the strategy of stabilization policy,
the problem of rising prices, economic development and individual
opportunity, and the international economy.

But a careful reading of the reports brings all of these aspects of
the economy into sharp focus on one overarching problem of national
economic policy : because of past errors in national economic decisions,
the chief policy aim, both at home and abroad, must be defense of
the dollar.

It is no longer possible—if it ever was—to view domestic economic
developments as though they occur in a “closed economy” insulated
from the rest of the world. The pressures of our international com-
mitments and recent balance-of-payments moves and raids on our stock
of gold have awakened the country to the fact that domestic inflation,
fed by a persistently large Federal budget deficit, “spills over” into
internatioal trade and finance, threatening not only to worsen an
already serious balance-of-payments problem, but even to upset the
international monetary system.

THE EXTENT OF U.S. INFLATION

Although moderately prosperous by most standards, 1968 is ex-
pected to suffer from consumer price increases of 3 to 314 percent.
This further inflation follows rises to 2.8 percent last year and 2.9 per-
cent in 1966, Nor are upward movements restricted to consumer prices:
the average price of final goods and services produced (the “GNP
deflator’”) rose even more—by 3 percent in both years. And the more
sensitive wholesale price index, after remaining virtually unchanged
from 1958 through 1964, rose 2 percent in 1965 and 3.3 percent in 1966
before leveling off during the minicession of last year, But in January
of 1968 the wholesale index stood almost a full percentage point higher
than in January of 1967; and in February rose further, so that its
upward course has been resumed.

(745)
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Not only is inflation continuing on a broad front this year, but its
pace is accelerating. Moreover, inflation has changed in form. Unlike
its 1965-66 demand-pull character, inflation last year turned into cost-
push as a wage-price spiral was set in motion by leading labor con-
tract settlements that established wage gains twice as great as pro-
ductivity improvements.

Despite the tendency for inflation to be self-perpetuating, the argu-
ment 1s sometimes heard that our historical record justifies confidence
in a reasonably stable price level. Those who argue this way point to
the fact that 82 percentage points of the 130-percent rise in prices in
the past three decades reflected wartime conditions during World
War Two and the Korean war. But adherents to this viewpoint ac-
knowledge that since World War Two the price level has neither
leveled off nor declined. This is the “creeping inflation” phenomenon,
some of which Arthur Ross, the U.S. Commissioner of Labor Statis-
tics, has attributed to an upward bias in consumer price statistics as
currently compiled. But this bias accounts for only about 1.3 per-
centage points of the average annual Consumer Price Index increases
of 1.9 percent since 1961 and the current annual rate of 3 to 314 per-
cent. The difference remains to be explained.

WHICH PRICES ARE RISING?

A price index is an average; and averages can conceal as well as
reveal what they are intended to measure. The Consumer Price Index,
for example, is made up of several subindexes, including the cost of
medical care, food, homeownership, apparel, and upkeep. Some of
these costs have risen much more than others. For example, the fastest
rising cost has been medical care, a labor-intensive item, which in
December 1967 was almost 26 percent higher than in 1964—up almost
9 percent a year. On the same comparison, food prices rose 5 percent
a year ; homeownership 4 percent; and the item, “apparel and upkeep,”
rose 314 percent. As previously indicated, all items combined rose
about 3 percent per year. Individual items in the wholesale price index
behaved in a similar fashion, with the prices of hides and machinery
and equipment rising fastest.

Changes in prices of individual items reflect underlying shifts in
demand and supply. Demand-supply analysis of the sharp rise in
medical costs shows that the faster increase in demand for these serv-
ices, partly due to medicare and medicaid, has exceeded the increase
in the supply of skilled personnel and medical facilities. On the other
hand, the fast rise in the price of hides has been attributed more to
international supply than to demand conditions. But a general rise
in prices, as measured by a broad index or average, reflects economy-
wide changes and not simply forces affecting a ‘few industries. .

THE PROCESS OF INFLATION

There are two popular explanations of how inflation starts and is
propagated. The first explanation, called demand-pull, stresses a faster
increase in money spending than can be quickly translated into in-
creased output. Such a rapid rise in overall money spending is brought
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about by an excessively large increase in the money supply—7.2 per-
cent in 1967, compared to the normal 4-percent growth figure. The
second explanation, termed ‘“cost-push,” attributes rising prices to
“administered” costs and prices set by powerful groups in the econ-
omy—the Government (through minimum wage laws, farm price
supports, and the like), labor unions (ne%)otiva,ted wage increases

reater than productivity gains), and some business firms (“admin-
istered pricing”).

The stepped-up rate of price increase in late 1965 undoubtedly
resulted from acceleration of Government spending for Vietnam in
a Tully employed economy without the slack to accommodate a com-
parable step-up in production. The result was that the Government
bid away manpower and capital from the private sector and, in the
process, boosted prices. This was the pull of demand at work. So rapid
was the escalation of demand in the capital market—much of it specu-
lative and anticipatory—that a “credit crunch” developed in mid-1966,
especially in that part of the market devoted to mortgage financing.

This demand-pull inflation set the stage for a wage-price spiral
that developed in 1966 as representatives of organized labor sought
and obtained wage increases that built in the earlier price rise. These
higher than proﬁuctivity wage gains caused employer companies to
raise product prices in an attempt to preserve the profit margins
necessary to generate internal funds for investment in plants, machin-
ery, and equipment. This investment is necessary not only to replace
wornout and obsolete capacity, but also to expand that capacity. Profits
are also necessary to provide investors with a return on their invest-
ment.

Once inflation gets underway it tends to be self-perpetuating. This
is especially true of “cost-push” inflation typified by the current wage-

rice spiral, as is emphasized by the Council of Economic Advisers
in chapter 3 of its report. Just so long as the greater than productivity
annua? increase in wage rates is “validated’” by further injections of
Federal deficit spending, the upward spiral of costs and prices will
continue.

THE DANGERS OF INFLATION

But isn’t a little inflation good for the economy—or at least not
harmful? Why is a wage-price spiral so bad?

The answer to the first question is a flat “No.” Inflation hurts the
economy. It retards the real growth of output partly through a reduc-
tion in efficiency ; it redistributes incomes away from the great major-
ity who work for relatively fixed incomes in favor of the few who
engage in speculative activities; it harms our international competi-
tiveness; and if not checked it can bring on a recession if costs rise
faster than prices. In fact, the whole international monetary system
suffers because of inflation in this country, due to the dollar’s role
as the key international currency.

The cost-push pressures of the wage-price spiral accelerate and mag-
nify inflationary pressures generated elsewhere. When we had high
unemployment and a gradually rising level of total spending in t%e
economy between 1961 and 1964 average union contract setﬁements
were no higher than the productivity gain of 3 to 814 percent. But

90-191—68—pt. 8——38



748

the banking system can be an engine of inflation when it is speeded
up through large and growin% deficit borrowin% by the Government
in a fully employed economy. It is at this point that continuous deficit
spending “engages the clutch” of the wage-price spiral.

CURBING INFLATION

1t is far easier to permit inflation to develop than to curb it—not
because the anti-inflationary weapons are lacking, but because of their
political unpopularity. Excessively easy monetary and credit policies
and Federal deficit spending in a high-employment economy are the
direct causes of demand-pull inflation and the indirect causes of the
cost-push variety. The cures are the reverse: tightening credit and
‘shrinking the deficit. The 1951 tax increase helped stem the Korean
war inflation. The Federal Reserve’s tight credit policy in 1966 slowed
the economy’s price rise appreciably, despite a growing Federal deficit.
But the inflation resumed after monetary policy once again turned
expansionary in 1967 and the Federal deficit deepened. Even when
the upward wage-price spiral is set in motion monetary and fiscal
restraints can be effective.

Even when demand-pull pressures predominate, if fiscal policy does
not support monetary policy, the Federal Reserve cannot do the neces-
sary job alone. If the Treasury is running a deficit, the “Fed” is
hampered by its commitment to “maintain an even keel” (not to
tighten credit) during Treasury borrowing operations. Furthermore,
if the “Fed” is forced to act alone to stem inflation by applying the
monetary control brakes—as in 1966—it causes the economy to swerve,
like a speeding automobile whose brakes work unevenly. In that in-
stance the unduly severe impact of tight money on the construction
industry brought a precipitate decline in homebuilding activity.

It is not sufficiently recognized that traditional monetary-fiscal
policies can be effective in curbing cost-push inflation by dissipating
the underlying demand-pull pressures. The Council of Economic Ad-
visers’ report (pp. 119-128) tacitly admits this fact in its discussion
of price and wage policy; but there is no explicit treatment of this
question which is of more than theoretical importance. The Council’s
apparent underestimation of this point affects the price-stabilization
policy prescriptions in its report.

WAGE-PRICE CONTROLS

The seriousness of this oversight is apparent in the reiteration of
the Council’s wage-price guideposts which were abandoned in 1966
precisely because a wage-price spiral had set in. Wage-price controls
either of a direct or indirect kind are undesirable—both because they
are ineffective and, more importantly, because they distract attention
from the need to follow the proper anti-inflationary policy—adequate
monetary and fiscal restraints applied in unison. Pressure for such
controls builds up because of the failure to use a proper monetary-
fiscal policy “mix”.

The nub of the question of price stability is the often cited “trade-
off” between price increases and unemployment. Studies of this ques-
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tion to date strongly suggest that once the overall unemployment rate
drops below about 4 percent, price increases accelerate. If this is so,
then any national economic policy is misguided that solely through
excessive injections in spending depresses the unemployment rate
below about 4 percent. Reductions in unemployment significantly
below the 4-percent level should be accomplished by other than ag-
gregative spending measures such as upgrading of worker skills, en-
hanced labor mobility, and improvements'in job placement procedures.

The run on gold and the dollar since the British devaluation last
November 18 and subsequent economic developments clearly indicate
that if the United States does not by itself immediately take steps to
control inflation and reduce its international payments deficit through
proper monetary-fiscal policies, international pressures will force this
action.



COMMITTEE FOR ECONOMIC DEVELOPMENT

By Emiuio G. Corrapo, CHAIRMAN, ResearcH anp Poricy
COoMMITTEE

We appreciate the opportunity to present to the Joint Economic
Committee the views of the Committee for Economic Development on
the Economic Report of the President and the annual report of the
Council of Economic Advisers. These reports provide a valuable de-
scription and analysis of many of the opportunities and problems fac-
ing the United States today and in the years ahead.

Our comments today are centered around four issues.

The first concerns fiscal policy, where we believe that fiscal restraint
is necessary now. We support the President’s tax proposals, which
would represent the major element of restraint, but in addition believe
that further exlilenditure reductions would be desirable. We shall at-
tempt to state the case for a stabilizing budget policy as forcibly as
we can.

The next issue concerns the evident failure to give adequate atten-
tion to a longer run program for Federal expenditures and taxes de-
signed to meet both our existing and emerging needs. Each new fiscal
problem brings forth a hastily introduced program designed to meet
the problem of the day without any apparent relationship to a long-
run program or strategy. We now have several forms of voluntary and
direct controls over various forms of economic activity. We shall
draw attention to these controls and suggest how an appropriate long-
run fiscal strategy could avert their becoming permanent fixtures
of Government policy.

The third question concerns the current inflationary pressures
which, we believe, present a serious threat to economic stability and
efficiency both at home and abroad. We agree with the Council’s view
that, while both cost-push and demand-pull elements are present in
the current situation, prompt fiscal action would brake the rising spiral
of wages and prices. We fear, however, that the administration still
places far too much reliance on voluntary wage and price restraint
as a means of dampening inflationary pressures.

Finally, there 1s the President’s emergency program for dealing
with the deterioration in the balance-of-payments position of the
United States. The President’s measures and proposals represent a
continuation of the piecemeal approach to solving tﬁe balance-of-pay-
ments problem, an approach which has led the Government to rely
principally on measures designed to reduce the flow of U.S. private
capital abroad. These short-term expedients are clearly not in our
long-run interests, nor is it clear that we are more prepared today than
we have been for the past 5 years to embark on more basic, long-term
solutions.

In what follows, our positions on these four issues will be more fully
developed.
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FrexieiLiTy AND PoLicYMARING IN 1968

The Council’s report states that “the limitations of the economists’
ability to predict the future argue for prudence in policy decisions,
flexibility 1n the use of instruments, and continuing egorts to improve
the reliabilitﬂ of forecasting techniques” (italic added). The efforts
to improve the quality and quantity of economic information will no
doubt bear fruit. But any benefits to be derived therefrom will appear
with a long lag. For the present the courses of action open to us are
only those of prudence and flexibility in stabilization policy.

As CED has said many times, a stabilizing budget policy 1s achieved
when the Government sets its expenditure programs and tax rates so
they would yield a surplus under conidtions of high employment and
Erice stability. Since the Federal budget is now in deficit, the present

udget policy of the Government falls short of the stabilizing budget
rule. It is our view that a policy designed to provide a budget surplus
best deals with the dangers of continued inflation without %oreclosing
our ability to handle a lapse from high employment. If the deficit at
high employment is allowed to continue and if total public and private
demand rises more than anticipated, we face the danger in the present
overheated state of the economy of a still higher rate of inflation. If
total demand should rise less than is now widely anticipated, the
depressing effects of the surplus can be offset by prompt actions to
reduce taxes, to move toward greater monetary ease, and to restore
currently deferred but desirable public expenditures.

Several major uncertainties complicate economic policymaking in
1968 and argue for prudence and flexibility; these are the Vietnam
situation and the strength of consumer demand. Almost all forecasts,
including that of the Council, anticipate a continued acceleration of
economic activity throughout the first and second quarters of 1968.
There are a few signs, however, which lead some forecasters to antici-

ate that, even without a tax increase, private demand will moderate
1n the second half of 1968. Others see little reason to believe that with
or without a tax increase economic activity will moderate at all in the
last half of the year. This uncertainty about the future course of
economic activity clearly is finding its reflection in the failure of Con-
gress to come to grips with current fiscal and monetary requirements.

With the economy currently operating at or very near its potential,
with wages and prices rapidly rising, with interest rates at historic
highs, and with demand expanding more rapidly than our capacity
to produce, the evidence strongly indicates tlile need for a programn
of fiscal restraint imposed in part by the proposed tax surcharge. 1f
the surcharge is not enacted the country will suffer serious setbacks.

—Prices and wages will continue to rise at unacceptable rates. To
paraphrase the Council, another ominous turn will have been given
to the wage-price spiral, postponing still further into the future
a return to price stability. ,

Our international competitive position will be weakened and
the deterioration in our balance of trade will be accentuated. The
effects of continued price inflation in the United States along with
rapidly accelerating incomes will increase our demand for im-
ports and reduce our ability to export.
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—Monetary policy will once again be the only restraining influ-
ence with the result that interest rates will be under strong upward
ressure. It is quite clear that if fiscal restraint is not exercised
1n the face of excessive demand and inflation, an expanded demand
for loans in both public and private sectors will, unless deliberately
accommodated by expanding reserves, produce a tighter monetary
policy and rising interest rates.
—Our domestic capital markets, advanced as they may be, are not
perfect and, as we were reminded in 1966, the pressures caused
by restrictive monetary policy can cause confusion, disturb con-
fidence generally, and lead to severe distortions in the pattern of
economic activity. Small businesses, farmers, and prospective
homeowners lose out to the Federal Government and other strong
borrowers in the struggle for funds. Housing construction and
local government projects can be substantially affected. In an
economy with excessive total demand, some spending must be cut
if price level increases are to be kept within bounds. To restrain
housing substantially again in 1968 is to postpone a considerable
amount of construction spending into some later period when fi-
nance is available. At that later time, rapid increases in construc-
tion will most likely lead to large price and wage increases in this
sector of industry. Thus we will provide inadequate housing in
1968 and sectoral inflation in the housing industry whenever the
level of demand in the economy moves back closer to its potential.

On the other hand, if we enact the tax surcharge and find that the
strength of demand is not excessive several courses of action are open:

—Monetary policy could remain expansive or only moderately
restrictive, thus assuring an acceleration of savings flows to savings
institutions. This flow, given the high levels of income and low
vacancy rates, could accommodate a substantial increase in_ the
demand for housing. Moreover, under such a monetary policy,
interest rates would moderate from their highs and credit would
be made more available to those sectors unable to compete under
current conditions.

—Certain of the more desirable Federal as well as State and local
government expenditures which have been postponed could be
undertaken or reprogramed.

—1In the most unlikely event that private demands showed them-
selves to be so weak that a relaxation of monetary policy and an
increase in government expenditures would not assure high em-
ployment at stable prices, the tax surcharge could always be re-

.+ vised or repealed.

Thus the course of prudence in policy decisions and flexibility in
the use of stabilization mnstruments available to the Government argues
strongly in favor of the proposed surcharge. The risks of excessive
‘growth in demand and accelerated inflation are great, given the pos-
sibility of an acceleration of defense expenditures, significantly higher
consumer spending, or an acceleration of inventory accumulation or
plant and equipment expenditures. In the summer and fall of 1966
when monetary policy was the only instrument used to restrain the
economy in the face of very strong demand, we experienced a very
rapid rise in interest rates, severe distortions in credit markets, and



753

a pronounced depression in housing. Enactment of the tax surcharge
substantially reduces the risks of a recurrence of these distortions
and introduces considerable fiscal and monetary flexibility to deal with
the uncertainties in the year ahead.

In our opinion the tax surcharge by itself will not achieve all of
the fiscal restraint needed in the current situation. It is especially
important that the Federal Government examine its own spending
plans with great care. As the Nation’s priorities change toward more
concern about problems of cities, poverty, and education, new areas
of spending become important. Therefore extra effort must be taken
to assure both the necessary restraint in the total of expenditures and
the needed reallocation of spending within the Federal budget. Among
the areas where we would assign lower priorities, and hence seek ex-
Is)enditure reductions, would be, for example, in space exploration.

ubstantial cuts should be made in agricultural subsidies especially in
light of the Council’s statement that the bulk of farming now originates
on large farm businesses rather than from poor farm families and
thus the bulk of these subsidies do not meet their stated objectives.
Reflecting the current shortage of resources for investment and the
very high productivity of private investment, public investments in
reclamation, harbors, rivers, and highways must be reduced, deferred,
or stretched out and also be made to pass more rigid and competitive
requirements.

Given the strength of private and public demands, the low level of
unemployment and the evident strain in labor markets, and the rate
of increase in prices, Congress must act now to provide a substantial
amount of fiscal restraint. Prompt enactment of the tax increase
and sufficient expenditures cuts to bring the high employment Federal
Government budget on national income and product account into a
modest surplus must be the objective of Government policy.

A BUDGET POLICY BEYOND 1968

Except for commenting on studies directed to the problems and op-
portunities presented by a deescalation of the war in Vietnam, the
report contains few references to a fiscal program for the future.
‘While much might be said about the effects of the changes in na-
tional priorities on the composition of future Federal expenditures,
our comments here are concentrated on the problems of taxation. One
major objective in this area relates to improving the flexibility of fiscal
policy within the current tax structure. Another concerns changes in
the tax structure designed to accelerate economic growth and improve
the flexibility of the tax system as a stabilization tool.

The quickest and most effective method of affecting private spend-
ing, when change is needed, and with a minimum of carryover into &
later period when change is not needed, is through a temporary change
in tax rates. It is especially important that a generally accepted method
of tax rate change, both up and down, be available for prompt use
when recession or inflation threaten. Too often in the past we have
been confronted with the alternatives of raising or lowering expendi-
tures or relying solely on monetary policy.

To strengthen our ability to use temporary changes in tax rates as
a way of stopping a recession and promoting recovery or holding back
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excess demand and averting inflation requires that means be devised
for putting the tax change quickly into effect and for assuring its ter-
mination at some point.

The essential condition for use of a temporary tax cut as an anti-
recession instrument or a temporary tax increase as an anti-inflation
instrument, is that the Executive, the Congress, and the public at large
should understand the functions that such a change would be intended
to serve, the circumstances in which it would be appropriate, and the
distinction between such a temporary change an}d)l basic, permanent
revision of the tax structure.

However, basic revisions in the tax structure can also be timed to
help solve current fiscal problems. For example, in April 1966 the CED
advanced the concept of a value-added tax to add desirable fiscal re-
straint to the economy, to aid our balance-of-payments problems, and
for the longer term to spur growth in the domestic economy by per-
mitting a reduction in corporate income tax rates.

For almost 10 years, the United States has experienced a deficit in its
balance of payments. Over that period of time 1t has become clear that
the United States could improve its fiscal policy tools to assist in the
solution of this problem. This lack of mechanisms with which to deal
with the problem is in part responsible for the temporary interest
equalization tax both at its original level and at its higher rates, for the
voluntary capital constraints which have now become direct capital
controls, the controls over foreign lending by financial institutions,
the proposed taxes on travel, as well as the suggestion that we move to
impose taxes on imports and rebates on U.S. exports.

In 1966 the CED suggested that discussions take place to establish
the usefulness of a broadly based, low-rate tax on value added which is
acceptable under GA'TT rules in stimulating both exports and domestic

rowth., If such an examination had taken place and such a tax were
immediately available today it would contribute to our current ob-
jectives better than many of the alternatives now so hastily chosen.
It could be used to restrain domestic demand and price inflation, and
it would stimulate exports relative to imports and thereby lessen the
need for the onerous direct controls on investment abroad as well as
the proposed taxes on travel.

We do not propose the value-added tax now as a substitute for the
income tax surcharge and expenditure restraint proposed above. These
proposals should be adopted immediately, we do, however, once again
call for a detailed examination of the role a value-added tax could
play in the U.S. tax system.

INFrATION AND VOLUNTARY CONTROLS ON WAGES AND Pricres

We agree with the President and the Council in their belief that
“inflation impairs economic efficiency, redistributes income capri-
ciously, and weakens the Nation’s competitiveness in world market.”
We also share their pronounced distrust for direct controls as a means
of achieving price stability. However, we do not share their faith in
the efficiency and effectiveness of voluntary controls over wages and
prices. Wage and- price guidelines are an attempt to make possible
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a low rate of unemployment without inflation. We believe this is a
desirable goal of public policy. But we do have severe reservations
that the suggested procedures will achieve this end.

If one examines the history of the guideposts in the U.S. economy
there are good reasons to believe that the stability of labor costs in the
period 1961-65 in the United States was due more to slack in the
econom% than to exhortation about statesmanship in wage and price
policy. The guidelines may have been innocuous, and in 1965 and 1966
when the economy reached high employment levels, insofar as the
guidelines diverted attention from the basic need for fiscal restraint
they may have been counterproductive. Now, with the economy pro-
ducing at or above its potential for the third year in a row, with about
8.5 percent unemployment, and with very strong upward price and
wage pressure, the need is for immediate and substantial fiscal restraint.

The report contains a proposal to establish a Cabinet Committee
on Price Stability. One function of this Committee would be to confer
with representatives of business, labor, and the public at large in an
attempt to reach some consensus on appropriate general standards to
guide private price and wage decisions. In most other contexts, such
efforts to form a consensus on prices or wages would be considered
inimical to a competitive market determination of prices and wages
and therefore as undesirable and against the public interest. We seri-
ousgr doubt that the findings of such a Committee, however correct,
would result in the promotion of competition, efliciency, and price
stability in the United States.

In addition to questioning the effectiveness of an incomes policy
in achieving its stated objectives, there are other most important diffi-
culties with these suggestions. As the CED said in its testimony on the
President’s Economic%{eport in 1964,

At issue is the role of free, competitive markets as compared with the role of
Government in the guidance of our economy. One aspect of the issue is whether
there is a way of exercising Government influence over prices and wages through
moral suasion and leadership that will be effective without in fact constituting
Government control of a kind generally considered alien to American tradition
and values. Other questions, on the assumption that such influence without con-
trol is possible, include how, by what legal processes, the Government will deter-
mine the standards of price and wage behavior to which the economy should
conform. How can it be assured that the standards will bear equitably and with-
out discrimination upon all the individuals, businesses and unions to whom
they are expected to apply? If the guidepost policy is a response to a belief that
competition in labor and product markets is inadequate, is it better to move in
the direction of more Government influence rather than in the direction of
strengthening competition?

In summary, the evidence seems to indicate that an incomes policy
without fiscal and monetary restraint will not work and that with ade-
quate fiscal and monetary policies an incomes policy is a poor substi-
tute for improvements in labor mobility, a lessening of restrictive la-
bor practices, and improvements in the competitiveness of product
markets. We have already seen what were professed to be temporary
and voluntary controls over foreign capital flows persist and actually
become direct controls, because we were unwilling to adopt fiscal and
monetary policies adequate to deal with our balance-of-payments dif-
ficulties. It would be most unfortunate indeed if we were to see the
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same course of events unfold with respect to the wage and price con-
trols which are advanced in the report because we continue to be un-
willing to adopt the necessary fiscal restraint.

Towarp INTErRNATIONAL FQUILIBRIUM

For some years now the Government has invoked a variety of meas-
ures to reduce the U.S. balance-of-payments deficit and end the gold
drain. Although the deficits recorded in 1965 and 1966 were smaller
than in previous years, we were far from a satisfactory long-term solu-
tion to the balance-of-payments problem. Then, in 1967, the deficit in-
creased sharply. It is clear that the balance-of-payments deficit can
be eliminated either by increasing the surplus on private interna-
tional transactions or by reducing the deficit of the Government’s in-
ternational transactions, or both. In recent years Government policies
have been directed at both fronts.

To increase the surplus on private transactions the Government has
tended to look for individual items which could be affected by specific
actions rather than to seek more general adjustment through appro-
ﬁriate broad monetary and fiscal policies. The piecemeal approaches

ave often proved ineffective and this had led to their proliferation.
The substantial increases in the payments deficit and severe gold loss
last year have led to direct controls over a vital part of our economy.
The emergency measures announced by the President on January 1,
1968, were designed to restore the waning confidence abroad in the
Government’s willingness and ability to deal with balance-of-pay-
ments problem.

The justification for introducing the various piecemeal balance-of-
payments measures has been that they provide us with a “breathing
spell” during which we could achieve basic improvements in our pay-
ments position. Yet, we do not find in the Council’s report an ade-
quate statement of how we are to move from the present emergency
controls to a long-run solution which would make them unnecessary.

The United States continues to earn a surplus of exports over im-
ports. However, continued inflationary pressures and repeated eco-
nomic overheating over the last 3 years have damaged the U.S.
competitive position and resulted in a declining export surplus. More-
over, continued inflation in the United States casts doubts on the
stability of the dollar and thus undermines a principal reason why
foreigners have found it attractive to hold dollars.

The most promising way to achieve a lasting improvement in the
U.S. payments position is by restoring balance to our internal economy.
More than a year ago, the Committee for Economic Development
emphasized this in a policy statement entitled, “The Dollar and the
World Monetary System.” To use the words of this statement:

Fortunately for the United States there is currently little conflict between the
demands of an appropriate domestic fiscal and monetary policy and those of the
external United States payments position. Under present conditions of inflation-
ary full employment there is need for a program of further domestic restraint.
Such a program could reduce the present balance-of-payments deficit sub-
stantially.

The consequences of continued inaction in the fiscal area are clearly
evident in our deteriorating trade surplus. Moreover, the countries of



757

Europe view our continued fiscal inaction as highly irresponsible on
our part and are likely, in the absence of early action, to circumscribe
quite strictly the amount of cooperation we may expect from them in
reducing the U.S. payments deficit further.

The CED is also concerned about the direction our policies have
taken as a result of the most recent measures. We should not deceive
ourselves into think that there is anything “better” about restricting
international capital movements rather than restricting international
trade or travel. Restrictions on either cause the world to forgo eco-
nomic benefits which would result from voluntary decisions made in
response to free market forces. Moreover, current and proposed re-
strictions on capital movements, trade, and travel will undo much of
the progress that we have made in the last quarter century toward
greater freedom for international trade and investment.

SUMMARY

In summary, the CED believes that a prudent course of action at
the moment is 8) a program of substantial fiscal restraint on the part
of the Federal Government—the immediate enactment of the proposed
surcharge and a reduction of expenditures to yield a modest surplus
in the high-employment budget on national income and product ac-
count, (2% prompt consideration by the administration and Congress
of the potential usefulness of the value-added tax along the lines sug-
gested by the CED in 1966, and (8) preparations for a move in the
direction of eliminating direct controls, specialized taxes, and direct
Government influence in the functioning of business which have been
imposed to offset the influences of inflation in the domestic economy
and on the balance of payments.



COMMUNICATIONS WORKERS OF AMERICA

Last year the unemployment rate in the United States was 3.8
percent of the civilian labor force—the same rate as registered in
1966. In the early 1960’s, when unemployment was at intolerably
high levels of 5 percent or more, the Council of Economic Advisers
set 4 percent as the “interim goal” on our road to the achievement
of full employment. It is apparent from this year’s annual report that
the Council has now determined that the country will “settle” for an
unemployment rate in the neighborhood of 4 percent in order to avoid
facing the pressures of excess demand.

We find this evaluation of the potential of the U.S. economy rather
conservative. In the first place, as the Council itself acknowledges,
the (now) revised method of measuring unemployment undoubtedly
understates the number of jobless, in comparison to what the figure
would have been had the former criteria been used in assessing persons
still actively in the labor force.

Secondly, we do not consider that an economy with 8 million jobless
and with considerable idle plant capacity can be said by any means
to be at full employment. A full-employment unemployment rate
should be that rate at which most of the jobless, at any point in time,
are classified as frictional unemployed (in transition between jobs).
Yet the Council points out that the burden of unemployment last
year fell most heavily on those disadvantaged groups who are being
left behind in this period of general prosperity.

The utilization rate of manufacturing plant capacity was only 85
percent in 1967. This, coupled with substantial hard core unemploy-
ment, indicates to us that economic policy must be geared on a priority
basis to increasing employment through measures designed (a) to
match workers to jobs and (b) to create the new jobs necessary to
move the unemployment rate to below 3 percent.

The Council of Economic Advisers does not believe that real gross
national product can grow more than a little over 4 percent this year
without severe excess demand. This rate of growth would leave the
unemployment rate substantially unchanged from last year. We be-
lieve that there is enough slack in the economy to allow a higher
growth rate without creating inflationary pressures beyond those
already anticipated. Indeed, the most reliable “moderating” force,
in terms of the threat of runaway inflation, lies in the degree to which
we commit ourselves to an expanding (rather than a flat or “normal”)
rate of growth.

In addition to unemployment, there are a number of other domestic
issues demanding immediate attention. Last summer’s riots were a
manifestation of despair among a substantial segment of our popula-
tion, stemming from inadequate job opportunities, substandard hous-
ing, poor quality education, an antiquated welfare system, and a host
of other conditions that are the antithesis of the Great Society. Yet
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the Council, after acknowledging these problems and praising already
existing programs, proposes few bold or imaginative solutions.

It is clear to us in CWA that what we are doing now is not enough.
Massive programs and a commitment of genuine concern are urgently
needed. The continuing unrest in our urban slums indicates that the
disadvantaged are not willing to wait for the termination of the Viet-
nam war to enter the mainstream of American society.

We do not deny that the building of the Great Society is going to
cost money. We recognize the pressures on the Federal budget resulting
from our multibillion-dollar involvement in the Far East, We, there-
fore, call upon the 90th Congress—and specifically on the Flouse Ways
and Means Committee—to institute, on a priority basis, legislation to
tap those sources in our economy which today carry no share of the tax
1loacoll whatsoever, or ride at such reduced rates as to be virtually free-
oaders.

In a recent article in the American Scholar, former Senator Paul
Douglas—long a lone voice in the Congress on behalf of tax reform—
noted that only about half the total personal income in the United
States is subject to taxation—while the other half completely escapes a
tax levy. The basic exemption in personal income tax of $600 per per-
son accounts for only a fraction of this latter amount. '

In a statement issued by CWA’s executive board last August, we
called on the Congress (a) to bring the half of long-term capital gains,
which now totally escapes Federal taxation, under a progressive tax
schedule geared to the level of such gains; (b) to tap the income from
State and municipal bonds on a progressive basis, also geared to the
level of income accruing to the indivigual taxpayer from such sources;
and (c) to revise the depletion allowance schedule (beginning with
the 2714 percent writeoff for oil and gas) to bring it in line with the
level of taxation now levied on the corporate sector as a whole.

Provided that the Congress takes such action in closing tax loop-
holes, we would support a surcharge on personal and corporate income,
tailored to an ability-to-pay principle which would assure that such
additional tax payments enhance the progressive structure of our in-
come tax schedules, rather than compounding their regressive char-
acteristics.

We believe that sufficient revenue can be thus generated, not only to
meet the cost of our foreign commitments and to ease the tight credit
situation, but also to initiate the kinds of programs needed to achieve
full employment and to tackle the most pressing of the other problems
which continue to plague this society.

We are prepared to acknowledge that, as the Nation moves closer to
full employment, there are likely to be inflationary biases; our re-
sources are not perfectly mobile. Bottlenecks may occur in some indus-
tries while there is idle capacity in others; workers with certain skills
may be in short supply while others cannot find jobs. Businesses have
rather consistently taken advantage of strong demand to raise prices
and to improve their profit margins. Lower unemployment rates may,
in a word, incur the cost of rising prices. :

Nevertileless, we are firmly convinced that the Nation can sustain the
burden of a moderate rise in the price level far more readily than the
grave consequences of letting our domestic problems fester for the
duration of the war.
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It may be that, in attempting to meet our commitments at home and
to pursue a war abroad, it will become necessary at some date to insti-
tute direct economic controls in order to prevent a disastrous runaway
inflation. Labor has long since indicated its willingness to face that
eventuality—provided that all Americans are called upon to share the
burden equally.

As part of its anti-inflation program, the CEA reiterates the con-
troversial guidepost concept. The (gjouncil moved this year to an im-
plicit absolute maximum of 514 percent for “noninflationary” wage
settlements. We in CWA continue to maintain that the guideposts are
inequitable—that they call upon one part of the population to make
a special sacrifice to correct a problem which that sector had no
responsibility in creating.

During the period 1961-66—the guidepost years—corporate profits
increased 77 percent, while employees’ compensation rose only 43
percent. In an attempt to achieve higher and higher profits and re-
turns on equity, business raised prices during the slowdown in late
1966 and early 1967 in order to maintain previous profit levels in the
face of a decrease in demand. Wage earners watched impatiently as
their incomes lagged behind other forms of income, incluging
dividends, professional salaries and capital gains.

At the same time the purchasing power of workers’ earnings was
being eroded by rising food prices and the costs of essential services,
especially medical care services. By late 1966 it was obvious to labor
that a catchup to the mounting cost of living was necessary. Yet
despite the negotiated settlements averaging 5% percent last year—
which the administration considers alarming—a recent Labor Depart-
ment study showed that real wages were no higher last December than
the two previous Decembers.

There is a growing imbalance in income distribution in this country;
the guideposts penalize the very group whose incomes must be ad-
justed if the imbalance is to be corrected.

The movement back to one magic number that is to apply to all
industries—the efficient and the inefficient—flies in the face of the
economic realities by which resource allocations are made in a free
economy. We cannot accept 3.2 percent or 5.5 percent or any other
single figure as being the “right” wage increase for all workers in all
situations.

We are somewhat puzzled over the role of the newly created Cabinet
Committee on Price Stability. The President states that one of its
functions will be to inform Iabor and business of the “consequences
of irresponsible wage and price behavior,” and “to seek ideas and initi-
atives to correct persistent structural problems that cause prices to
rise.” Yet he assures that the Committee will not become involved in
specific current wage or price matters. We fear that the door has
nonetheless been leff open for this body eventually to grow into some
kind of “final judgment” panel to give a “pass” or a “fail” to a
negotiated settlement, on the basis of whether the Committee believes
it to be inflationary.

On the other hand, there is much that we do not yet understand
about our complex economy. If, through study and discussion, the
Committee can add to this understanding, and can propose remedies
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to correct existing misallocations and inefficient use of resources, CWA
will be glad to cooperate to the fullest extent possible.

It might appear from our criticisms of the report that we are ignor-
ing those areas in which we find ourselves in agreement with the admin-
istration and the Council. This is not the case. It is perhaps because we
recognize the common bonds which we share with the President and
with the Council that we dwell especially on those policies and pro-
grams which seem to us to fall short of our common objectives. We
appreciate the enormity of the task of formulating viable economic
policy for the United States in these difficult times.

Our underlying point, however, is that the annual report of the
Council of Economic Advisers serves a unique purpose, in the dialog
among our citizenry on “whither the economy”. In our view, this
report should serve, not only as a policy guide for the year aheaé, but
the report ought to make explicit a broader and longer range perspec-
tive on those targets which the American people have the capacity to
achieve. The report might provide, as well, some of the guidance and
the impetus needed to set us thinking and acting on the achievement of
those targets.

It is in this vein that the Communications Workers of America
addresses these comments on the 1968 Economic Report to the Joint
Economic Committee of the Congress.

(Appended hereto is a supplementary and more detailed statement
by the Communications Workers of America on the issue of wage and
price guideposts.

We submit these observations as a contribution to the continuing
public discussion of an issue vital to the health and stability of our
economy, the resolution of which extends well beyond the immediate
concerns of the 1968 Economic Report.)

THE WAGE-PRICE GUIDEPOST ISSUE
A CoMMENTARY BY THE COMMUNICATIONS WORKERS OF A MERICA

The Council of Economic Advisers, reiterating the “guidepost” con-
cept in its 1968 annual report, calls upon labor and management to act
responsibly and with restraint to stem the inflationary trends of
1966-67. The principal burden is placed upon labor, however, via an
implicit 5.5-percent ceiling on negotiated settlements, while there is no
comparable guidepost stipulated for prices. To quote from the Coun-
cil’s report:

This (price stability) can only be achieved if the average of new union settle-
ments is appreciably lower than the 534 percent average of 1967 and if business
firms avoid any widening of their gross margins over direct costs and indeed
absorb cost increases to the extent feasible.

We in CWA are deeply concerned, as are all citizens, that the steady
march of rising prices has eroded the purchasing power of all workers’
wages. It is our firm conviction, however, that wage guideposts are not
the proper policy for achieving meaningful growth while maintaining
relative price stability.

Although the record of the last 7 years has been marked by sustained
growth, with only minor slowdowns, this prosperity has not been
equally distributed among the various sectors of the economy. It is this
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imbalance, plus the dislocations and pressures of the Vietnam con-
flict, which provided the initial impetus for spiraling prices—not reck-
less union demands. ,

Between 1962 and 1965 corporate after-tax profits increased 45
percent. The 1966 profit take was 9 percent above that of 1965. Dur-
ing the slowdown 1n late 1966 and the first half of 1967, when there
was substantial idle plant capacity, business firms were still attempt-
ing to maintain the record-breaking profit levels of earlier years.
To do so, faced with a lower level of total demand, the businessman
sought to maintain his inflated “share” via a boost in the price struc-
ture in his particular bailiwick.

Prices did not decline during the “plateau period” in 1966—and
profits are now rising again. A Dow Jones survey of 581 corpora-
tions indicated that profits in the fourth quarter of 1967 were 5.2

ercent above the same period in 1966. The consensus of business
orecasters is for a rosy and profitable 1968.

To compound the squeeze on the worker, interest rates for con-
sumer credit have recently broken 40-year record highs. Food prices
jumped 9 percent from January 1965 to December 1967. Even more
dramatic has been the skyrocketing in the price of consumer serv-
ices. In 1967, increases in the cost of consumer services accounted
for almost half the total rise in the Consumer Price Index. The
fantastic increase in the cost of medical care has been the primary
contributing factor. Physicians’ fees and hospital service costs rose
8.1 percent during 1966 and another 7.9 percent during 1967.

Meanwhile, wages have lagged. Average hourly earnings of non-
farm workers increased only 10.4 percent from 1962 to 1965, and 4
percent between 1965 and 1966—while productivity was increasing
at a rate of 8.6 percent annually.

In short, wages have, in fact, stayed within the guidelines, but
the rise in the price of essential goods and services has wiped out real
wage gains—while corporate profits were taking a larger share of the
economic pie. It is not surprising, then, that by %ate 1966 unions found
the situation intolerable; it was imperative that union members
cagch up to the rise in the cost of living. And catch up is all that they
did.

A recent Labor Department study found that, although average
hourly earnings of nonfarm workers increased more sharply in 1967
than 1n any other year in the last decade, real earnings (earnings ad-
justed for price changes) were about the same in December of 1967 as
in the previous two Decembers.

In our view, the proper method for maintaining a balanced growth
in GNP without inflation is through the use of monetary and fiscal
tools—not special “controls” directed at specific groups. CWA sup-
ports, in the area of fiscal policy, a wartime surtax, geared to the
ability-to-pay principle and coupled with urgently needed reforms
to close tax loopholes under which substantial amounts of income
escape the kind of tax burden assessed on wages and salaries. This
kind of tax policy can prevent a monetary crisis, and help keep at
least one important price down—the cost of credit.

Orderly, noninflationary growth cannot be achieved so long as the
purchasing power of wage earners does not keep up with the in-
crease in profits and other forms of income.
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The critical role of monetary and fiscal policy in stemming the
price spiral was emphasized by two of the economists testifying on
the guideposts issue before the Joint Economic Committee on %Ia,n--
uary 31 of this year.

Prof. John Kendrick, of George Washington University, stated:

l'fhe guideposts obviously cannot replace noninflationary monetary and fiscal
policy.

Prof. George Perry, of the University of Minnesota, elaborated
further:

If present price prospects require a remedy * * * the main burden must fall
on restraining total demand through conventional fiscal and monetary means
* # * If with all the benefit of hindsight, we could rewrite the history of the past
214 years, applying fiscal restraint when the surge of demand first appeared in
lafe 1965, I believe we could operate at today’s output and employment levels with
less inflationary risk than we actually face. '

What are the operative results of wage guideposts, whether officially
or unofficially enunciated as a decimal point ceiling ¢

Those sectors which have contributed most to the rise in consumer
prices are food and services—both areas where guideposts pressure can
seldom be brought to bear, due largely to the fragmented nature of
price decisions in these industries.

In effect, the situations which receive the most concentrated atten-
tion from the Government’s guidepost activities are the “visible” in-
dustries—those organized industries whose negotiations involve, at one
time, all or a substantial portion of the workers in a particular
industry.

Thus the wage guidepost stratagem seeks from organized labor a
special sacrifice—in the form of hold the line—to cure a general eco-
nomic problem of which labor is the victim, not the instigator.

In addition to a catchup in purchasing power, the labor movement
will gear its bargaining in 1968 to assure to its members recognition
of their contribution to rising productivity in the industry in which
they work.

It is in this context that CWA approaches its negotiations this year
with the communications industry. From 1959 to 1966, output per
man-hour—productivity—grew more rapidly in communications than
in any other industry, increasing 5.3 percent per year. The 1968 Coun-
cil of Economic Advisers’ report points out what CWA has been say-
ing for a number of years:

* * * public utilities (communications and electric, gas, and sanitary serv-
ices) have not passed the full benefit of improved productivity on to their cus-
tomers. Although their capital costs per unit of output have undoubtedly risen,
their profits have increased at an exceptional rate.

The Bell System is an excellent example of just how exceptional the
rate of profit in the public utilities industry has been. Befiween 1962
and 196? A.T. & T.s profits grew 47.6 percent, or better than 914 per-
cent per year. The Council’s choice of the word “exceptional” is clearly
not an attempt to understatement.

During the period 1959 to 1966, output per man-hour in the commu-
nications industry rose an average of 5.3 percent per year, while com-
pensation per man-hour rose only 4.3 percent—and thus unit labor
costs declined 1 percent per year. The correlation between declining
unit labor costs and burgeoning profits in the communications industry
is clear and direct.

90-191-—68—pt. 8—4
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The guidepost concept attempts to tie the average increase in pro-
ductivity for the economy as a whole to a sanctioned rate of increase
for wages. From 1964 to 1966, 3.2 percent was the magic number to be
applied to all contract negotiations, irrespective of conditions in each
in ustrIy. The CEA has agandoned the explicit 3.2 percent in favor of
an implicit 5.5 percent ceiling—although the Chairman of the Council
acknowledged in testimony before the Joint Economic Committee that
he thought a 3.2 percent figure would be “about” the right guidepost
figure, if one had been published for 1968.

We reject any and all such “numbers games” by dint of which an
attempted uniformity is to be imposed on a richly variegated economy.
We in the Communications Workers of America are active and avowed
supporters of that economy, of the economic freedom which is integral
to it, and of free collective bargaining, a critical ingredient in assurin,
t}glat the fruits of our economy return to those who have produceg
them.
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CONFERENCE ON ECONOMIC PROGRESS
INTRODUCTION

The opgortunity which the Joint Economic Committee has given
me, year by year, to express my views with respect to the Economic
Report of the President and the annual report of the Council of
Economic Advisers is deeply appreciated.

My comments will deal mainly with the CEA report, for it develops
the underlying analyses upon which the brief Economic Report of the
President is based and, quite properly, there is virtual consistency
between the two documents.

In terms of the history of the Employment Act and its legitimately
ambitious purposes, the 22 years of cumulative experience with opera-
tions under that act, and the profound economic challenges imposed
upon the U.S. economy by current and foreseeable international and
domestic conditions, I regretfully regard the current CEA report
as inadequate and disappointing. In my view, the performance goals
which it sets are too low, the priorities which it establishes are not
properly ordered, and the analysis which it undertakes is in important
respects very deficient.

My comments upon the CEA’s report will be set forth under the
five chapter headings contained in that report.

CHAPTER 1: SUsTAINING PrOSPERITY: RECORD AND PROSPECTS

O A’s excessive optimism about economic growth performance

The report is excessively impressed with the average annual U.S.
economic growth rate in real terms of 4.6 percent during 1960-67.
The real growth rate averaged 4.5 percent during 1922-29, 4.6 percent
during 1947-50, and 5 percent during 1947-53. In none of these earlier
Eeriods did we possess the capabilities for economic growth which have

een our during the more recent years, in terms of technology, indus-
trial skills, and policy know-how. Nor in any of these earlier periods
were we confronted by challenges as imperative as those now con-
fronting us. Indeed, the recent years have been the first time within
the 20th century that a war of substantial size, and tremendous
domestic needs, have not prompted us toward a national economic
policy which sought to call forth fully the great nonsecret weapon of
America’s optimum production capabilities. There is nothing in the
report which gives even an intimation of the seriousness of this omis-
sion. The report focuses mainly upon the defensive purpose of restor-
ing reasonable price stability (subsequently to be discussed), instead
of upon the affirmative and dynamic purpose of obtaining the maxi-
mum objectives of the Employment Act of 1946.

The report exhibits extraordinary complacency in the face of a
real economic growth rate of only 215 percent 1966-67, which I equate
with a GNP gap of about $70 bilﬁon measured in 1965 dollars, coming
to about 8.7 percent of maximum production. It is noteworthy that the
‘Council in this report has practically abandoned its previous concern
about the GNP gap. To be sure, if the Council undertook to estimate
the gap for 1967, it would undoubtedly come up with a much lower
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estimate than mine, although a very significant one at that. But as I
have shown previously, and will show subsequently in this statement,
the Council has grossly and persistently underestimated the true
growth potentials of the U.S. economy, especially in its interpretation
of productivity trends. Additional perspective is shed upon the seri-
ousness of the gap in 1967 alone by my estimate that, during 1953-67
as a whole, the production gap measured in 1965 dollars aggregated
$781 billion, and was accompanied by 36.3 million man-years of lost
employment opportunity (see my charts1and2).

Even more serious is the apparent satisfaction which the Council
takes in its forecast of a real economic growth rate of somewhat more
than 4 percent during 1968, assuming enactment of the President’s
fiscal program. Even 1f we were now enjoying reasonably full resource
use, an average annual economic growth rate in real terms of at least
5 percent would be the optimum or maximum in view of current capa-
bilities and needs, and in view of the growth rate registered during
much earlier periods of reasonably full resource use (when the growth
rate was not artificially accelerated by starting from a base of very
low resource use).

Moreover, assuming current and proposed policies, including the
tax surcharge, I find the Council’s forecast (p. 55) of a somewhat
better than 4 percent real rate of economic growth during 1968 exces-
sively optimistic. The Council itself estimates that Federal expendi-
tures will rise about $15 billion in 1968, compared with $21 billion in
1967, and the estimated $6 billion slackening in this phase of expansion
would not be counteracted fully by an estimated rise of $5 billion in
transfer payments to persons. Thus, I cannot fully understand the
Council’s statement (p. 39) that “as 1968 opens, fiscal policy * * *
is now overly expansionary, in an economy now growing at a rapid
pace.” Further, the proposed tax surcharge if enacted (which the
Council incorporates 1 its forecast) would as estimated by the Coun-
cil add $8 billion to the Federal revenue take in 1968. Coupling these
factors with the Council’s estimate that the recovery of business invest-
ment which commenced in the middle of 1967 will proceed in 1968 at
only a moderate rate, and with the extraordinarily high rate of about 7
percent in personal saving, I cannot find justification for the Council’s
view that a 214-percent rate of real economic growth during 1967 will
be converted into a better than 4 percent rate of real economic growth in
1968 (see pp. 54-57). This seems especially the case, in that the Coun-
cil (p. 43) says that “the strongly expansionary fiscal policy [during
the first half of 1967, to be contrasted with a less expansionary fiscal
policy in 1968] supported the growth of personal income and hence of
consumption.” I think that most other competent forecasters share
my concern.

COF A’s inadequate awareness of excessive unemployment

T am equally concerned about the Council’s obvious equanimity in the
face of a full-time unemployment rate of 3.8 percent during both 1966
and 1967, its expectancy of nothing better in 1968, and its apparent
willingness, in the name of fichting inflation (subsequently to be dis-
cussed) to urge policies which might cause unemployment to rise ap-
preciably or seriously above recent and current levels.
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The tolerable level of unemployment depends upon the interna-
tional and domestic circumstances confronting the Nation, the impact
of a given level of total unemployment upon its distribution, the
social response to unemployment and a more empirical appraisal of
the relationship between levels of unemployment and inflationary
trends than the Council has troubed itself to undertake. By none of
these tests is a 8.8-percent level of full-time unemployment tolerable
now. It is not tolerable in terms of the production challenge con-
fronting us in view of a large war and our vast unmet domestic
priorities; at the peak of World War II unemployment was reduced
below 1 percent. It is not tolerable because an overall full-time unem-
ployment rate of 3.8 percent means unemployment two to three times
as high among vulnerable groups such as teenagers and Negroes, and
10 or more times as high in some critical urban areas. It is not tolerable
because the fair expectancy of these vulnerables means social unrest
and disorder in the event of so high level of unemployment. And it is
not tolerable because a 8.8-percent rate of full-time unemployment
means a true unemployment rate of about 5.6 percent, taking into
account the full-time equivalent of part-time unemployment, and the
concealed unemployment of those who are not participating in the
civilian labor forces and not counted as unemployed because the scarc-
ity ltzf job opportunity discourages them from actively looking for
work.

The Council’s attempts to explain no rise in the rate of full-time
unemployment during 1967, despite an economic growth rate in real
terms of only 2% percent, by noticing the decline in working hours
and in the rate of productivity growth (p. 51). This correlation is in-
deed a said confession, for (as will ‘be shown) the sharply declining
rate of productivity growth, and to a degree the shortening of hours,
in 1967 were attributable to the abysmally low rate of economic
growth. Meanwhile, the declining rate of productivity growth (as will
be shown) contributed to the inflationary pressures which may inhibit;
real economic growth. The shortening of hours contributed to a dim-
inution of total labor input which is not revealed by measurement of
full-time unemployment, and also contributed to the inadequate ex-
pansion of consumer buying power and consumption which in turn
ir(l)gébited real economic growth in 1967 and will continue to do so in
1968,

In other words, while we can all be glad that full-time unemploy-
ment did not grow in 1967, it is running around in a circle to be
complacent in the face of the interrelated factors of a low rate of
economic growth, a shortening of hours, a sharply declining rate of
productivity growth, and the mere stabilization of the unemploy-
ment rate (see again my chart 1).

CE A’s neglect of problem of economic equilibrium :

The shortcomings in the Council’s approach to the problems of
economic growth and unemployment are particularly -disturbing, be-
cause in none of its report thus far has the Council undertaken a
really penetrating analysis of why we have not been able to obtain
economic equilibrium at maximum resource use, maximum employ-

ment, and maximum economic growth. This failure to maintain the
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desired equilibrium has occurred because of a very serious and ger-
sistent distortion in the patterns of incomes and spendings. These
distortions certainly lend no support to the Council’s statement (p. 45)
that “the years 1961-65 had been characterized by a remarkably
balanced expansion among the various sectors * * * business fixed
investment, though rising rapidly in 1964—65, was geared appropriately
to the expansion of markets * * *”

This cheery statement cannot be reconciled with almost universal
recognition, and recognition even in earlier CEA reports, that the
investment boom in late 1964 and 1965 was inordinant and nonsustain-
able. It is not consistent with the call for the suspension of the invest-
ment tax credit in 1966. It is not consistent with the serious excess of
personal savings over gross domestic investment which emerged by
1967, to which the Council calls attention (p.48).

My own studies, presented to this committee and elsewhere, have
for years been underscoring these serious disequilibriums, which have
not been redressed. From 1961 to 1967, total national production,
measured in uniform dollars, rose only 34.6 percent, private consumer
spending only 33.8 percent, Government outlays for goods and services
only 37.9 percent, and transfer payments only 45.5 percent, while
private investment in plant and equipment rose 63.5 percent. Under-
lying these distortions, wages and salaries rose only 38.4 percent,
labor income only 89.6 percent, and farm proprietors’ net income only
5 percent, while corporate profits rose 43.7 percent, personal dividend
income 51 percent, and personal interest income 70 percent.

The shrinkage of the economic growth rate to only 2.5 percent in real
terms during 1967 was responsive to these disequilibriums, but did not
cure them, Of course, in reaction to previous excesses, the growth rates
in private investment in plant and equipment and in corporate profits
were slightly negative in 1967. Even so, aggregate profits, and certainly
per unit profits, were at least ample to generate whatever levels of busi-
ness investment might be justified by trends in ultimate demand. As of
now, plants in general are operating somewhere in the neighborhood
of 85 percent of rated capacity, which is far too low.

Meanwhile, private consumer spending rose only 2.8 percent in real
terms in 1967, which was egregiously below the requirements for equi-
librium at maximum resource use. The savings rate above 7 percent
during 1967 did not indicate a sufficiency of private consumer income
in the aggregate; it merely indicated in part the reaction to the rela-
tively excessive investment boom during previous years, and in part
an unsatisfactory distribution of total consumer income, aggravated
by recent fiscal and monetary policies and by the low economic growth
rate itself (see my chart 3). (The inadequate trends in consumer
spending and incomes, and the unsatisfactory income distribution, are
illustrated more specifically in my charts 4, 5, and 6).

OF A’s bias with respect to wage trends

The failure of the Council to develop an adequate equilibrium analy-
sis is nowhere more manifest than in its treatment o% the whole prob-
lem of wages during recent years, especially in connection with the
price-wage guidelines. Faced with the rather chronic problem of in-
adequate expansion of wage rates and wage buying-power to play their
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role in achieving maximum resource use, the Council has persistently
forgotten all about wages as a factor in consumer buying-power, and
has dealt with wages only as a factor in business costs. The concern
has been only to avoid such wage rate increases as might result in cost-
push inflation.

This CEA preoccupation has been misplaced, in terms of the realities
of recent economic developments. Based upon my aggregate analysis, 1
estimate that, measured in 1965 dollars, the deficlency in wage and
salaries ranged from $42.6 to $55.1 billion during every year from 1960
through 1967, and was $45.1 billion in 1967 (see my chart 7).

This aggregate analysis is fortified by comparative trends in wages
and productivity. During 1960-1966, when the economic growth rate
in real terms averaged annually 5 percent, productivity or output per
man-hour in the private nonfarm economy grew at an avearge annual
rate of 3.2 percent, while real wages and salaries per man-hour in the
private nonfarm economy grew at an average annual rate of onl 2.7
percent, representing a very serious lag in real wage-rate gains behind
productivity gains.

During 1966-67, preliminary estimate indicate that productivity
in the private nonfarm economy grew only 1 percent, while real wage
and salaries per man-hour grew 2.8 percent. But it is entirely fallacious
to regard this wage-rate gain as “too high” relative to the productivity

ain. For the productivity gain of only 1 percent did not represent a
Ereak in the technological trend towarg increasing rates of productiv-
ity gains, but rather reflected the response of actual productivity to
the underutilization of the labor force resulting from the economic
growth rate of only 2.5 percent in real terms. To have attempted to
repress the rate of gain in wages and salaries to this artificially re-
pressed productivity growth rate would have been institutionally diffi-
cult, if not impossible. And it would also have compounded the difficul-
ties of inadequate expansion of demand, in terms of restoring an
adequate economic growth rate.

Any attempt at thorough equilibrium analysis would have revealed
to the Council that the low economic growth rate and the terribly low

roductivity growth rate in 1967 stemmed in large degree from the

ag in consumer buying power and wages behind the productivity
growth-rate during 1960-66. But ignoring all this, the 1968 report
of the Council misappraises the real difficulty, and heightens its ex-
pression of concern about wage-rate gains exceeding productivity
ains.

. Beyond all this, when 1966-67 is included, the average annual
increase in productivity or output per man-hour during 1960-67 in
the private nonfarm economy was 2.9 percent, while the average an-
nual increase in real wages and salaries per man-hour was only 2.7
percent.

The true nature of the disparities to be dealt with is demonstrated
even more clearly by looking at total manufacturing. Here, during
1960-66, productivity grew at an average annual rate of 3.8 percent,
while real wages and salary gains per man-hour lagged at 2 percent.
During 1960-67, when the productivity gain dropped to 0.9 percent
in consequence of the economic stagnation, real wages and salaries
per man-hour grew 2.7 percent ; these disparate trends should be inter-
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preted the same as those in 1967 in the total private nonfarm economy
(discussed above). But during the whole period 1960-67, productivity
in total manufacturing grew at an average annual rate of 3.4 percent,
while real wages and salary gains per man-hour lagged tremendously
at 2.1 percent (see my chart 8).

Still further light upon the disequilibrium may be obtained by look-
ing at relative trends in prices, profits, investment in plant and equip-
ment, and wage rates. From 1960 to 1967 in total manufacturing,
prices rose 5.5 percent, profits after taxes 83.6 percent, investment
in plant and equipment 85.4 percent, and wage rates 25.2 percent. In
motor vehicles and equipment, prices rise 0.9 percent, profits after
taxes 30.8 percent, investment in plant and equipment 86.5 percent,
and wage rates 26.3 percent. In four other key categories examined,
the manifestations in general were similar (see my chart 9).

My foregoing analysis, in its entirety, reveals, In my view, the ex-
tent to which the analyses and emphasis of the Council in its reports
over the years, and especially in 1968, have swung away from the
realities of actual developments and needed adjustments.

CE A’s low targets for the future

But what is past is only prelude. It is far more important to examine
how the Council’s over-exuberance and over-complacency about de-
velopments to date have been accompanied by understatement, or
failure to state, our needed goals for the future—goals explicitly called
for by the Employment Act of 1946, Beyond the shaky forecast of a
somewhat better than 4 percent rate of real economic growth in 1968,
the Council nowhere attempts in the current report to develop the
long-range goals in quantified terms which are essential to rally our full
economic power and to provide adequate indicia for specific economic
policies. Nothing could be more essential than development of such
comprehensive and integrated long-range quantified goals, in view of
a growing international burden of unpredictable size and duration,
plus the ominous intensity of our unmet needs across the whole do-
mestic front. -

A starting point for developing these long-range goals is a careful
examination of long-range productivity trends and their genuine im-
port. Over the decades, the average annual rate of productivity gains
n the entire private economy has tended to accelerate, being 0.4 per-
cent during 1910-20, 2.3 to 2.4 percent during 1920-40, 3.2 percent
during 1940-55, and 3.7 percent during 1961-66 (4 percent during
1947-53). The decline to an average annual rate of productivity
growth of only 2.4 percent during 1955-60, and apparently only 1.4
percent during 1966-67, was responsive (as indicated earlier in my
discussion) to the underutilization resulting from an extraordinarily
low rate of real economic growth. It follows that the Council, instead
of predicating our economic growth potential in future upon the
average annual productivity gains actually registered during a num-
ber of decades past—in the neighborhood of 8 percent—should take
fuller account o? the more pertinent recent developments and the trend
toward accelerating productivity gains under the impact of a reason-
ably high real economic growth rate.

On this basis, it appears to me clear that a 3.5- to 4-percent-average-
annual rate of productivity growth in the private economy in the years



773

ahead is not less than we should aim for and adopt policies accord-
ingly. A 8.5-percent-average-annual rate is conservative indeed, and
it 1s about this rate which I utilize for establishing economic growth
goals of 5 percent annually after restoration of reasonably full re-
source use, and a somewhat higher rate until that restoration is ac-
complishe;d through the taking up of slack resources (see my charts
10 and 11).

Accordingly, I estimate that, measured in fiscal year 1959 dollars
(which appear to be utilized in the President’s January 1968 budget
message, and which roughly indicate current price levels), our total
national production should rise from $820 billion in 1967 to $1,222 to
€1,227 hillion in 1975, a gain of $402 to $442 billion. This would mean,
during the 8 years, 1968 to 1975 inclusive, a GNP averaging annually
$227 to $246 billion higher than in 1967, and aggregating during the
8-year period $1,817 to $1,968 billion more than 1f GNP remained at
the 1967 level during these 8 years. This should be the true measure-
ment of what we can afford to do, internationally and domestically,
and programs adjusted from year to year in terms of these potentials
are indeed the steps by which we can achieve them (see my chart 12).

To illustrate the importance of an optimum growth rate, over ap-
preximately a 10-year period, each 1-percent difference in the economic
growth rate means an average annual difference of about $50 billion
in total output during the 10-year period. Thus, over a 10-year period,
an average annual growth rate of 214 percent as against 5 percent
would cost us on the average about $125 billion of GNP a year, or
about $114 trillion in the aggregate. The difference between the 4-
percent-growth rate which the Council hopefully projects for 1968 and
a b-percent-growth rate would cost us about a half trillion dollars of
GNP in the aggregate over a decade. The difference between a 3-per-
cent-growth rate, which now seems to represent the dominant 1968
forecast, and a 5-percent-growth rate, would come to about a trillion
dollars 1n the aggregate over a 10-year period.

The foregoing GNP goal for 1975 is consistent with the goal set
forth in “A Freedom Budget for All Americans,” a 1966 publication
which I had a major role in preparing. But as indicated above, I have
now converted the exercise from calendar 1965 dollars to fiscal 1969
dollars, and substituted as the base year calendar year 1967, instead
of calendar 1965. To make a GNP goal meaningful in terms of analysis,
and in terms of the policies needed to achieve it, the GNP goal must
be broken down into major components representing an equilibrium
model. My chart 13 depicts such a model, which I have developed,
refined, and adjusted over the years in the light of evolving economic
developments and pertinent considerations as to priority needs.

This equilibrium model does not contemplate drastic changes in
the ratios of the main components of GNP to the total, and thus does
not contemplate changes in our institutional attitudes, nor in relative
reliance upon public and private sectors. To illustrate, in 1967 public
outlays at all levels for goods and services came to 22.5 percentt of
GNP, and would be somewhere between 20 and 21 percent in 1975.
Gross private investment (including net foreign) came to 16.6 percent
of GNP in 1967, and would be about 17 percent in 1975. Private con-
sumer outlays came to 62.6 percent in 1967, and would be about 63
percent in 1975 (see my chart 14).
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As the Federal budget is the most important single instrument of
national economic policy, and for the indication of our great national
priorities, I have also developed a model Federal budget as part of
my equilibrium model (see my chart 15).

The goal for national defense set forth in this model budget does
not represent intensive work on my part, since I can claim to no expert-
ness of this subject, but represents instead what might be called the
composite judgment of informed experts, assuming continuation of
the cold war and the engagement in Vietnam for a now indetermin-
able period of time. The value of this assumption is that it provides
a foundation for estimating how much of our growing GNP would
remain available for the great domestic priorities, even 1f we found it
necessary to continue to bear international burdens rising very sub-
stantially above current levels.

The specific goals for the great domestic priorities set forth in this
model budget are based upon extensive study of needs among the
various priorities depicted, reconciled in terms of feasibility with my
equilibrium model as a whole.

I have always felt that exercises of this type, regardless of the
quantitative differences between my estimates and those which others
might make, are at the very heart of the original intent and cur-
rent potentials of the Employment Act of 1946, After 22 years of
experience under that act, 1t has become increasingly lamentable that
the Council of Economic Advisers has not yet substantially picked
up this prime responsibility of economics in the public service.

I1. THE STRATEGY OF STABILIZATION POLICY

I do not feel impelled to comment extensively upon this chapter of
the CEA report. The analysis contained therein is rather thin and
sketchy, and the chapter in my view achieves neither its avowed in-
tent at the outset, nor its revealed purpose as it proceeds.

Selfpraise may be slight recommendation

At the outset (p. 58), the intent is declared to deal “with some of
the lessons of recent economic experience as they apply to the cur-
rent and foreseeable problems facing the economy.” One would expect,
from this declaration of intent, a penetrating analysis of mistakes in
policy from the viewpoint of equilibrium analysis. For there certainly
must have been some serious mistakes in policy, in that a real annual
rate of economic growth of above 5 percent during 1963-66 was more
than cut in half to a real economic growth rate of only 2.5 percent
during 1966-67.

But instead of moving ahead with the avowed intent of drawing
important lessons from experience, the chapter discloses for the most
part the revealed purpose of rendering a generally complacent and
laudatory account of how sensibly and flexibly national economic poli-
cles were adjusted to meet problems as they arose.

Wrong diagnosis and wrong cure, 196667

The Council states (p. 68) that “as of mid-1965, there was every
reason to believe that the record of orderly progress could be extended.
The expansion was characterized by remarkable balance in all sectors
and strong forward momentum.”
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I challenge most emphatically this appraisal. The economy at that
time was suffering from an ominous inbalance between the rate of
expansion of investment in plant and equipment toward enlargement
of production capabilities, and the rate of expansion of ultimate de-
mand in the form of consumer spending and public outlays combined.
T had warned, at the time of massive tax reductions in 1964, that these
imbalances would be aggravated by the distorted allocation of these
reductions. I pointed out in mid-1965 that this danger was in process,
and subsequent developments have borne this out. I feared in m1d-1965
that these Imbalances would result very shortly in a period of economic
stagnation, if not recession. I still think that this was likely, but for
the unanticipated increase in defense spending after mid-1965, which
deferred for a time, but did not avert, the economic stagnation which
set in during 1966-67, and which may well afflict us again during at
least a part of 1968.

But the Council misses the point that this sharp increase in defense
spending saved us for a short while from the consequences of failure
to observe the evolving disequilibrium. Instead, the Council says (}E’
68) that “the task of stabilization was immensely complicated gy the
sharp increase in defense spending after mid-1965.”

Proceeding from that initial error, the Council thus goes on to say
(p. 69) that “the need for restraint and policy was clearly recognized
in the beginning of 1966.” In this connection (pp. 69-7 O§ it cites as
effective and wise measures during 1966 the rise in payrofl taxes for
social insurance at an annual rate o§$6 billion, the reversal of excise tax
reductions, suspension of the tax investment credit, cutbacks in Federal
spending, stringent limitations on net new issues i)y Federal agencies,
and monetary restraints. It appears to me that, at this point in itg
analysis, the Council is proudly claiming credit for the utilization of
national economic policy to help bring on a 1period of serious and
very costly economic stagnation. The Council does not attempt to
appraise how much worse the stagnation might have been, or whether
it would have been converted into absolute recession, if the still-sought
tax increases had been enacted by the Congress when first asked for.

Still wrong, 196768

Others have made similar mistakes before, but at times have learned
from them. Not so the current CEA. Although hardly any recognized
forecaster even now looks forward to the restoration of maximum
resource use in the very near future, and although most of them expect
that the second half of 1968 will be weaker than the first half of 1968
(which is no roaring boom), CEA is still plugging away for large
tax increases.

Combined with this reiterated cry for higher taxes now, CEA argues
once again that, if the tax increases are not granted promptly, there
will be need for resort to a more restrictive monetary policy, which
would evoke serious imbalances in the economy (p. 84).

Failure to resist wayward monetary policy

During the past year and even now, I have been led to suspect
that CEA has recognized that large tax increases are not called for
on economic or related grounds. Rather, it may be that CEA is
fearful that, if the administration accepts a fiscal policy more con-
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ducive to the needed acceleration of economic growth, the Federal
Reserve System would negate that choice by its “independent” mone-
tary policy, and that an unwise fiscal policy (i.e., tax increases now)
might do less damage than an even more unwise monetary policy..
If this be the case, I feel that CEA should vigorously challenge the
prevalent monetary policy of the Federal Reserve Board during the
past decade or longer, instead of yielding supinely to it, thus making-
the “independent” monetary authorities veritable arbiters of both
fiscal and monetary policy.

But perhaps it may be too charitable to assume that CEA is still
clamoring for tax increases only in order to avoid something even:
worse. It may be closer to the truth that CEA does not have that
top-priority commitment to maximum resource use, optimum economic

rowth, and minimum unemployment which the times call for—and
1s instead erecting concern about inflation into a blinding obsession
rather than treating it as only one facet of a well-rounded national
economic policy. This comment brings me to the next chapter of the
CEA report.
ITI. TuE ProBLEM or Risine Prices

This long chapter in the CEA report, crammed with statistical
trees which make it hard to see the forest, tends to corroborate the
view that the Council’s preoccupation with the one problem of rising
prices prevents it from viewing in just proportions the problems of
the economy at large. And ironically, this narrow preoccupation mili-
tatelsf against correct diagnosis and cure of the inflationary malaise
itself. ‘

Price trends are not very meaningful per se

First of all, it is palpably erroneous to regard a stable price level,
or even avoidance of inflationary trends in the magnitudes that we
have recently experienced them, as objectives at all comparable with
the objectives of optimum economic growth and maximum resource
use. The real wealth of nations, and their ultimate capacity to prosper
and advance and even to protect themselves against external dangers,
reside in their ability to increase the output, and particularly the
output per capita, of the goods and services which minister to prac-
tically all material requirements and aspirations.

The Council would undoubtedly admit, in purely logical discussion,
that its concern about rising prices is prompted by its belief that
these interfere with or threaten attainment of the more ultimate objec-
tive states above. But CEA’s virtual assumption that rising prices
necessarily have these unfortunate consequences are rooted more in
theoretical preconceptions than in empirical observation of the Ameri-
can economic performance over the decades. This is clearly revealed
by the nature of the Council’s discussion (pp. 97-102) of why rising
prices are bad.

For example, the argument is advanced that inflationary trends
redistribute income regressively, and impose a “cruel tax” upon those
who need help most. This would be an impregnible position, if price
trends were unaccompanied by other trends. But the fact is that they
are, and these other trends may outweigh the significance of price
trends. Certainly, the millions currently unemployed are infinitely
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worse off than if programs were adopted to provide them with jobs,
even if (contrary to my thesis as set forth below) these programs
caused prices to rise somewhat faster than they otherwise would. And
economically speaking, the unemployed certainly need help most,
especially in that excessive unemployment today and its side products
are by far the largest explanation of poverty.

Indeed, in view of the certainty that income distribution in the
United States has shifted most progressively during periods of full
employment and maximum resource use, the Council’s argument that
such periods tend to accentuate inflation is in conflict with its argument
that any accentuation of inflation redistributes income in ways which
hurt most those who need help most. Insisting that rising prices
are an unmitigated evil, without delving deeper, is itself a cruel tax
imposed by those who should know better upon those who know less.

Price trends significant in their impact upon resource and income
allocation

All empirical observation reveals that economic progress and
social justice depend, not upon whether prices are stable (or rising or
falling within moderate bounds), but rather upon what is happening
to the allocation of economic resources and the distribution of in-
come under any specific price trends. The greatest economic debacle
we ever witnessed started almost four decades ago, after 7 years of
a remarkably stable price level, except for falling farm prices. This
debacle occurred primarily because of the failure of wage and farm
income, under a stable price level, to keep up with our growing na-
tionwide ability to produce. In other words, gross maldistribution of
resources and income took place despite a stable price level.

Either a stable or a rising or falling price level within moderate
bounds may be conducive to or destructive of that economic equilibrium
at reasonably full resource use which benefits almost all. The Council,
instead of pandering to misconceptions about rising prices per se,
should turn its attention to the real task of resource and income anal-
ysis, and this calls for use of an equilibrium model which CEA is not
yet revealing in its interpretation of economic developments nor in
1ts development of policies for economic adjustment.

CF A exaggerates inflationary trends

The Council would enjoy much more freedom in moving toward
the really core problems, if it did not so ardently fan the flames of
exaggeration about recent or current price inflation.

During the 50-year period 1917-67, consumer prices in the United
States advanced at an average annual rate of 1.9 percent. This period
included the great depression era during 1929-39 at one extreme and,
at the other extreme, the hyperinflation during some years of World
War II and reconversion and 1 year during the Korean war.

During 1957-67, the most recent 10-year period, the average annual
increase in consumer prices was 1.7 percent; and during 1962-67, the
most recent 5-year period, the average annual increase in consumer
prices was 2 percent. Thus, allowing for problems of statistical
measurement and price-quality issues of immense difficulty, the move-
ment toward rising consumer prices during the most recent 5 years has
not been any greater than during the past 50 years. And during
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these 50 years, we have made the greatest record of economic progress,
and perhaps also the greatest strides toward social justice, which have
ever occurred anywhere in human history. (See my chart 16.)

Price trends in an international perspective

Viewed in an international perspective, our price record is even bet-
ter than the above data would indicate, and utterly inconsistent with
the furor during recent years to the effect that we must achieve greater
price stability to maintain our worldwide competitive position.

During the 10-year and 5-year periods ending with 1967, the average
annual increases In consumer prices in the United States were 1.7 and
2 percent, respectively. Meanwhile, the respective trends in the
United Kingdom were 2.9 and 8.3 percent; in France, 4.9 and 3.2
percent; in Germany, 2.4 percent and in Italy 8.5 and 4.7 percent; in
Canada, 2 and 2.7 percent; and in Japan, 4.3 and 4.5 percent. The
relative trends with respect to industrial prices have been closer, but
even as to these, we have in general retained a considerable advantage,
quite apart from issues of quality of product. (See my chart 16.)

A higher growth rate and less unemployment do not émport more
inflation

But even if I were wrong with respect to all of the foregoing—
which I am sure I am not—the point remains that the Council has
clung obstinately to the prevalent but untenable thesis that there is a
strong and ineluctable positive correlation between the rate of real
economic growth and the amount of price inflation, and that a lower
rate of unemployment measured against the civilian labor force tends
to induce more rapid price increases, especially when the rate of
economic growth and the level of employment press close to reason-
ably full resource utilization. Verily, it is this thesis which propels
the Council toward its adamant failure to espouse the more expansion-
ary economic policy when we now so sorely need.

Since 1953 especially, I have been making continuous studies which
challenge this prevalent thesis, and have recurrently brought them
to the attention of this committee, top officials in the executive branch,
economists throughout the Nation, and the public at large. I shall
now attempt to do so again.

During 1955-58, when our average annual rate of real economic
growth was only 0.2 percent and when the average unemployment
rate was 5.1 percent, the average annual rate of increase was 3.1 percent
in consumer prices, 2.2 percent in wholesale prices, and 1.5 percent
in industrial prices.

In vivid contrast, during 1960-67, when the average annual rate of
real economic growth was 4.6 percent and when the unemployment rate
(although averaging 5.1 percent for the period as a whole) was
brought down from 5.5 percent in 1960 to 3.8 percent in both 1966 and
1967, the average annual increase was only 1.7 percent in consumer
prices, 0.7 percent in wholesale prices, and 0.7 in industrial prices.

Further, the relatively high rate of price inflation during 1960-67
came with the approach and advent of economic stagnation. During
1966-67, with the rate of real economic growth declining very severely
to 2.5 percent and the unemployment rate no lower than in 1966, the
annual increase in consumer prices was 2.8 percent, and in industrial
prices 1.5 percent. (See my chart 17.)



779

It should be noted that even table 10 on page 97 of the CEA Report
supports my thesis, at least to the extent of showing no discernable
positive correlation between the unemployment rate and the amount of
price inflation. For example, during January 1947 to January 1949, the
average unemployment rate was 3.8 percent, while the average annual
increase in consumer prices was 5.5 percent, and in wholesale prices
5.7 percent. But during September 1950 to November 1953, the aver-
age unemployment rate was much lower at 3.2 percent, while the aver-
age annual increase in consumer prices was much lower at 3.2 percent,
and in wholesale prices much lower at 1.3 percent.

These trends during the past 15 years may not be entirely conclu-
sive. But they are certainly sufficiently conclusive to torpedo the prev-
alent thesis, which sacrifices a higher rate of economic growth and
further reductions in unemployment on the false altar of the insup-
portable presumption that these essential objectives, if vigorously pur-
sued, would net more price inflation.

The trend indications that higher rates of economic growth and low-
er levels of unemployment are in fact anti-inflationary have not been
fortuitous. There is a ready explanation for them. In an economy char-
acterized in large measure by administered price decisions, there is a
pronounced tendency to attempt to compensate for inadequate ex-
pansion of volume (i.e. low economic growth) by initiating price in-
creases so as to increase per unit returns. This tendency is accentuated
by the profit-maintenance or profit-advance targets which have now
become common practice among most key enterprises of very large size.
My conclusions in this direction have been strengthened, not only by
general economic observation, but by more particularistic examina-
tion of relative volume-expansion and price-increase trends in many
kev industries during the past 15 years. '

Some of the other price increases which have been most conspicu-
ous in recent years, such as in medical care and housing costs, have no
appreciable relationship to the rate of economic growth or the rate of
unemployment. The usually rapid price increase in these areas have
been due to deficiencies in aggregate supply and its distribution, which
in turn has been due to those very deficiencies in public outlays which
have been inflicted in a futile effort to stop inflation thereby.

Another reason why inadequate economic growth exerts upward
pressure upon prices is this:

The most recent manifestations of rising prices, according to the
Council’s analysis, have been mainly of the cost-push rather than the
-demand-pull type. In this connection, the Council (pp. 111-116) ap-
pears almost to exonerate most of the rising industrial prices during
1967, on the ground that rising costs have resulted from the very sharp
decline in productivity gains accompanied by maintenance or enlarge-
ment, of customary wage-rate gains,

But why did the rate of productivity gain fall so dismally in 1967?
‘There was no diminution in technological advance, nor in labor and
managerial skills, The rate of productivity gain fell so dismally be-
cause of underutilization of employed labor, in consequence of the de-
cline of the real economic growth rate from more than 5 percent to only
‘2.5 percent.

90-191—68—pt. 3——Fb5
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It follows, quite contrary to the thesis of the Council and entirely
in accord with my thesis, that the cost-push aspects of inflationary
pressures would be overcome most effectively by restoring the actual
rate of productivity gains to levels consonant with the potential pro-
ductivity gains representing technological trends, in which event
real wage-rate increases tends to lag behind, rather than to exceed,
productivity gains (see again my chart 8). And the surest, in fact the
only, road toward this achievement would be to lift the economic
growth rate to 5 percent or better.

Other flawsin OF A cost-push thesis

The line of reasoning which I have just advanced should not be
misinterpreted to imply acceptance on my part of the CEA implica-
tion that recent price increases in the main have been caused, or even
justified, by cost push. Even rising labor costs do not justify price
increases, when both profit margins and aggregate profits are as high
in general as they still remain. And the Council is woefully derelict,
and even biased against labor, when it does not accompany its cost-
push analysis with any real examination of relevant profit levels.

Further, as I demonstrated earlier in my analysis, over any period
of recent years long enough to be highly meaningful, real-wage rate
gains have lagged seriously behind productivity gains, which disposes
entirely of the legitimacy of the cost-push argument in general (see
again my chart 8).

Of course, the Council in table 18 on page 123, and in its reassertion
of the “productivity principle” on page 126, reaffirms its position that
productivity trends would need to be related to changes in current
(money) wage rates rather than to changes in real wage rates, if cost-
push inflation is to be reasonably restrained.

This position is indefensible, not only on institutional and social
grounds, but also on narrower economic grounds. Viewed as a factor
in maintenance of adequately expanding consumer purchasing power,
real wage buying power should rise pro tanto with productivity gains
which represent a physical concept of growth in output per hour per
worker. Indeed, this is at least half of the whole rationale of linking
Eroductivity gains and wage-rate gains. Even from the viewpoint of

usiness costs, which is the other half of the rationale adjusting wage-
rate gains to price increases which have already occurred (in addition
to allowance for productivity gains), can hardly be regarded as
exercising large legitimate cost-push pressures. For all experience
indicates that, to the extent that the price level has already risen, in-
dustrial concerns in general have already attained their fair share,
or more than their fair share, of the increases in dollar incomes re-
sultin% from these upward price movements. They are therefore not
unjustly hurt, when asked to make cost-of-living adjustments.

Comment on new Cabinet Commitiee on Price Stability

It is too bad, in a way, that a Council which has been so deficient in
its entire analysis of the inflationary problem should now come for-
ward (pp. 127—128% in support of a new Cabinet-level committee to
deal with this problem. There may be nothing wrong per se in estab-
lishing still another committee. But committees cannot take the place
of analysis, and they cannot forge viable policies without analysis. I
maintain that it is essentially CEA’s job, within its own confines, to
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set its own thinkhouse in better order, instead of asking others to help
support its misconceptions. ]

It is especially dIi)scouraging to note that this new Committee is
charged in effect with promoting policies to avoid so-called cost-push
inflation, but is not charged with responsibility to consider the role of
wages in maintenance of adequate expansion of consumer purchasing
power. Nor, in the Council’s summary of the functions of this new
Committee, is there any mention of the fact that (as so abundantly’
demonstrated by the failure of the price-wage guidelines) any attempt.
to deal with prices and wages, without getting into the inseparate
problems of profit and investment levels and needs, is entirely inequi-
table on its face and a dangerously astigmatic approach to the whole
problem of needed economic adjustments.

Directing the attention of such a group, without sufficiently broad
economic perspectives, to segmental problems such as wage and prices,
tends toward futility, and toward mere reiteration of the established
positions of labor and management.

Coordinating public and private economic policies

I have long recommended, and now recommend again, an entirely
different kind of voluntary labor-management-Government instru-
mentality. The starting point, however, should he development, by
CEA itself, of a long-range and short-range budget of our economic
resources and the economic and social ends which they should serve,
quantified in nature, and integrated with the development of policies
attuned to the achievement of the revealed goals. This is what I have
at times called an American economic performance budget, and this is
no less than the Employment Act of 1946 really calls for.

With this starting point, labor and management and other groups
could be brought into consultation with the CEA on a regular basis.
This would confer upon these private and voluntary groups (without
delegating to them the public responsibilities of CEA) a sense of real
participation in the development of the analysis and policies ultimately
embodied in the Economic Reports of the President and the annual
reports of the Council of Economic Advisers.

Such a process would improve the formulation of public policies,
and promote understanding and support of such public policies by
private economic groups. It would also help these private groups to
achieve a larger consensus in their own voluntary development of
policies and programs geared more closely to the public interest, more
consistent with concurrent public policies, and more in line with the
great purposes of the Employment Act.

This, I suggest, is the kind of creative relationship between public
and private efforts which can steer between excessive centralization
in the Federal Government and excessive reliance upon uncoordinated
private adjustments.

IV. Economic DEVELOPMENT AND INDIVIDUAL OPPORTUNITY

. This chapter of the CEA report discusses a wide range of very
important problems, such as trends in the distribution of population
and their significance, the demography of poverty, and problems of
housing, education, and health.
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Interplay of economic and social problems

From the time when I became a member of the Council of Eco-
nomic Advisers in 1946, I made manifest my view that those problems,
sometimes looked upon as ‘“social” or “noneconomic,” are just as much
economic problems (though social also), and just as much within the
purview of the Employment Act of 1946, as problems of business
Investment, tax policy, or price levels.

In fact, all programs which involve use of substantial goods and
services, and are very substantially affected by economic and financial
decisions, are clearly within the urview of the Employment Act.
Such programs, therefore, should be made part of something equiva-
lent to an American economic performance budget or a freedom
budget. This equivalent, as T have long insisted, should be at the core
of the Economic Reports of the President and the annual reports of
the Council of Economic Advisers. For these reasons, I am in accord
with the inclusion of some discussion of these programs within the
current CEA report, as well asin its previous reports.

Ineffectual CEA treatment of economic-social issues

But I feel compelled to criticize most vigorously the scope and qual-
itv of the treatment of these problems in the current EA report.
This treatment does not rise to the mandate and challenge of the Em-
ployment Act of 1946. A comparable treatment (aside from such mat-
ters as the details figures on the demography of poverty, which are
available in other Government publica,tionsx;, could be prepared in the
main by assembling a paste-up of recent articles on these subjects in
well-known or semipopular magazines and journals.

Admittedly, the gouncil exhibits modesty in these matters. Its report
says (p.139):

There does not appear to be available at the present time an adequate amount
of information to answer [these important questions], nor even a satisfactory
analytical framework within which these answers can be approached in a toler-
ably scientific fashion.

My view is that these matters are quite as susceptible to treatment
in depth as others of far lesser importance which CEA does attempt
to deal with in depth, and that their superficial treatment by CEA is
without justification.

For example, the Council attempts to set forth (pp. 140-142) some
general clarification of problems of migration an§ redistribution of
population within the United States. These stated general principles
are that migration helps as well as hurts; that local problems are out-
croppings of our more basic national problems; that the most explosive
jssues in urban areas relate to racial antipathies and prejudices; that
we suffer from artificial and obsolete political boundaries; that there
should be more study of the per capita cost of service relative to popu-
lation density; that there should be more study of alternative local
distribution of private production and consumption; and that trends
in technology can alter the course of some of the foregoing develop-
ments. It seems to me that any competent graduate student could
include this highly generalized statement of principles in a master’s
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thesis; the CEA adds little if anything to its exercise of responsi-
bilities by listing them.

The issue of what the Federal Government can afford

While there are many vitally important issues in connection with
serving more adequately our great domestic priorities, the outstanding
single issue today is how much the Federal Government through the
Fegeral Budget can and should contribute toward these great priori-
ties, in view of the high and rising international burden. This tower-
ing problem should be dealt with 1n depth in any mature CEA report
at this time, on both a short-range and a long-range basis. It 1s a
problem incomparably more important than the balance-of-payments
problem, to which the CEA report turns with such meticulous
diligence.

T'he issue of urban-rural balance

It is true that there is a lot that we do not yet know about the
optimum-distribution pattern of population within the United States,
and there is a lot that we will never know about it. But we do know
that, since World War II, the Federal Government has adopted
changes in the national farm program which have contributed to the
brutal deflation of a farm income, in the thought that by thus driving
millions of people off the land we would cure the “overproduction”
of farm commodities and thus bring per capita farm income toward
reasonably parity with that of others. We do know now that this policy
has failed miserably. We do know also that the assumption among most
economists and others that the farmers driven off the land would find
employment and improved living standards in urban areas has been
proved to be a tragic illusion; major portions of them have found un-
employment and cgiespair in the cities, and have aggravated almost
every one of the critical problems in our urban areas.

The intensity of these profound maladjustments would never have
come to pass, if the CEA during the past 15 or 20 years had recognized
that the so-called farm problem was and still is one of our greatest
overall economic problems and if, correspondingly, the CEA. had rec-
ognized that farm policy should have had and still should have quite
as important a place in the work and reports under the Employment
Act as price-wage policy or fiscal policy.

The issue of the war against poverty

Another salient example of CEA default is that the treatment of
poverty in the current CEA report adds little or nothing to what can
be found in other current sources. Yet, broadly conceived, what to do
about poverty is the most pressing and stupendous problem involved in
the management of our economic resources, and especially with respect
to the role of the Federal Government in the deployment of these
resources.

For the past 10 years at least, the work under the Employment Act
should have focused very largely upon policies directed toward the
liquidation of poverty. And during the several years since the official
declaration of the war against poverty, taking into account the dis-
illusions and dangers which have arisen in the course of that war, the



784

CEA above all others should be now offering to the Nation an expert
economicanalysis of what, as experience indicates, the central elements
in a more effective war against poverty should be.

Tragically, this task of evaluation is being left far too largely to
sociologists and psychiatrists, artists and amateurs, in the popular
magazines, instead of being taken up by the one agency which, in terms
of its potentials and responsibilities, should be moving most actively
and fruitfully on this whole front.

The issue of housing and wrban renewal

Treatment of this subject in the current CEA report adds nothing
much to what can be obtained from the reports of other agencies, nor
very much to what those reasonably informed about the subject already
know.

It has long been my view that, in view of technological and other
trends, almost half of the whole problem of achieving and then main-
taining maximum employment and reasonably full resource use during
the decade ahead converges on what we do about the housing problem
and the entire range of related problems, mainly in our urban areas.
These same problems are intimately connected with the whole poverty
problem.

This being the case, I submit that CEA should long since have com-
menced to do effectively what can hardly be done anywhere else in the
full perspective of the whole economy that is, develop a long-range
budget relating to the amount of investment required for urban renewal
during the decade ahead, accompanied by analysis of the respective
roles of the Federal Government and others in the supply of these
needed levels of investment. Lacking this, we are even now moving
ahead with “new” types of approaches to housing and urban renewal.
Some of these are sufficiently far from the realities of what can be ac-
complished, through the identified means, that we face the prospect of
some of difficulties which have arisen from our excessively optimistic—
or rather excessively careless in terms of the means employed—initia-
tion of the war against poverty.

Minimum ambits of CEA responsibility

Even if the Council, for one reason or another, feels that it cannot
yet attempt the kind of Performance Budget which I think it should,
there is something else that the Council can and should do at once. It
should select one or two of the specialized but vast problems which I
have identified above, and aim within a year to make a really significant
contribution toward that problem in its next report. This would be of
immense service to the President, the Congress, and the country. That
essential service is rendered in pretense only by the yearly reiteration of
discussions at the level of those contained in Chapter IV of the current
CEA report.

V. Tae INTERNATIONAL EcoNomy

This chapter of the CEA report contains a competent and through
treatment of the problems of our international balance of payments, in
terms of the viewpoint toward this problem which the Council has
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maintained for a number of years. My criticism is not of how the mem-
bers of the Council deal with this problem as they see it ; instead, I offer
a fundamental challenge to their way of looking at this problem.

Balance-of-payments problem grossly exaggerated

I submit that a grossly exaggerated importance has been attached to
our unfavorable balance of payments. This, in turn, has been respon-
sible in substantial measure for many shortcomings in policies re-
lated to the domestic economy. In the name of dealing with the balance-
of-payments problem, the Council itself has admitted on occasion
that it was inhibited from recommending domestic policies which
otherwise would have been desirable to expedite the rate of economic
growth, and reduce further the level of unemployment. In the name
of dealing with the balance-of-payments prob%em, interest rates have
been elevated unconscionably, to the great detriment of economic prog-
ress and distributional justice.

An unfavorable balance of payments, running recently at an an-
nual rate in the neighborhood of $4 billion, comes to only about one-
half of 1 percent of our $800 billion GNP. During recent years, our
unfavorable balance of payments, averaging annually somewhere in
the neighborhood of $2 billion, has been somewhere within the range
of one-third of 1 percent of GNP during these years. I venture the
prophesy that, within a decade, most economists will look back upon
the fear and trembling which has been generated by an unfavorable
balance of payments in these magnitudes in somewhat the manner that
most economists today look back to 35 years ago, when a national
debt about one-twelfth the size it is now was regarded with fear and
trembling by so many.

We should run a much larger unfavorable balance of payments

I believe that it would be in our own national interest to average,
during the decade ahead, an unfavorable balance of payments several
times as large in ratio to our GNP as the ratio today. Upon observa-
tion of its internal structure, it appears that our unfavorable balance
of payments results substantially from the fact that our business
system is a Jarge net investor in other parts of the world. It seems to
me that this is good for the U.S. economy ; and it is only natural that
our dominant world position, in terms of wealth, production, and
capital accumulation, should result in our being a very large net in-
vestor in other parts of the world. Moreover in this connection, I be-
lieve that restraint upon the free flow of this type of investment is
tantamount in many respects to the placement of tariffs and other
prohibitions upon the international exchange of goods, a policy which
we have not favored in general over the decades, and declared further
against in the trade act several years ago.

Our currently avowed intent to reduce or even erase our unfavor-
able balance of payments is sorely neglectful of the economic circum-
stances and needs of other countries. It is inconsistent with the scores
of billions of dollars which we have spent since World War II, to
help these other countries avoid economic retrogression and make eco-
nomic progress. For by definition, to the extent that we reduce our
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unfavorable balance of payments by @ billion dollars, some of other
countries somewhere in the world must simultaneously have their bal-
ance-of-payments positions made less “favorable” by the same x
billion doliars. And when we look around the world, it is abundantly
clear that these other countries would be far more hurt by this change
than we would benefit by it, even if we take the position (which I
maintain to be wrong) that we would benefit by it at all.

To take some obvious examples, a reduction of $1 billion in our un-
favorable balance of payments would do us only a bagatelle of good,
compared with the damage that would be done to an economy like
that of England if its balance-of-payments position were unfavorably
affected in this same amount. If we were to reduce our unfavorable
balance of payments by cutting back on our investments or aid to a
country like India, the damage done to that country would be in-
comparably greater than any benefit accruing to us. This is quite
apart from the equally valid point that our international economic
and political policies are correctly based upon the proposition that
it is In our own vital interest to speed the economic an?i social progress
of the most highly populated democracy in the world.

I therefore think that the CEA, instead of participating in the
fears and warnings about our unfavorable balance of payments,
should embark upon a sophisticated analysis of the productive role
of U.S. investment in other parts of the world, if wisely guided, look-
ing a decade ahead. What part of our GNP should flow in these di-
rection? Where should it be encouraged to go? Insofar as this might
have some unfavorable side effects, how can countermeasure be de-
veloped which do not throw out the baby with a bath?

Our international goods and services account

The comments which I have made above are particularly pertinent
to these portions of our international accounts which relate to the
exchange of goods and services. On these, we have run in most years
a very large surplus, perhaps too large in that we should always
remember that commerce and goods and services between nations
must run along a two-way street. These considerations make it par-
ticularly undesirable that we should seek to improve our overall
balance-of-payments position by such restrictive measures as those
under consideration, such as application to American travel over-
seas. Even if this were not true on purely economic grounds—which
I believe it is—placing restrictions upon opportunities for our people
to make contacts with other peoples in til\)eir own lands is funda-
mentally inimical to the advancement of friendship and peace among
nations.

It seems to me also that, just as it is natural for us to be large net
investors in other parts of the world, it is also natural for the Nation
with by far the highest per capita income in the world to expect that
its own people wil% enjoy a much higher standard of living, in terms
of worldwide travel, than is enjoyed by others. While we should en-
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courage others to come visit the United States, it seems to me utterly
unrealistic and undesirable for us to anticipate that there will be ag
many others economically able to enjoy vacations in the United
States as there are citizens of the United States economically able to
enjoy vacations elsewhere. We should regard our “unfavorable bal-
ance” in this aspect of it as a national asset, not a national liability.

Methods of accounting need recasting

Our unfavorable balance of payments, as recorded, is due in part
to failure to distinguish adequately between short-range and long-
range aspects, such as investments which are minus items in the short
run, but which will yield plus items later on in the form of interest
and amortization. The unfavorable balance is also due in part to
commingling items, without differentiating among those which are
liabilites and others which are assets in a true economic sense. Our
huge investments in military operations overseas, even while essential
to our national security, are a burden upon the U.S. economy, be-
cause almost all military outlays are nonproductive or even waste-
ful in a purely economic sense. But our investments in economic
enterprises overseas, or our repayable loans to others, are of an
entirely different color. Yet both, under current methods, are treated
as minus or unfavorable elements in our balance-of-payments ac-
counts.

The unworkability of settlement in gold

The real problem confronting us resides, not in our unfavorable
balance of payments, but in the use of gold as a method of settlement.
This is an unworkable anachronism. As the gold supply of the world is
increasing at the rate of only about 1 percent a year, its use is not suit-
able in connection with the need for an expansion of international
transactions in the range of 4 to 5 percent a year on the average. The
use of gold simply means that some nations will not have enough of it
to meet their essential obligations; and it is foolish and shortsighted for
us to think that we would be in the clear if could change things around
so that we had enough gold, or more than enough, while others were
caught seriously short. For any nation which is caught dangerously
short will need to resort to other measures of a restrictive or retaliatory
nature (as we, to a degree, are doing now). These measures inflict far
more damage than they are worth.

In concert with others, we should move as rapidly as possible, and
with great vigor, toward improved international machinery for the
adequate and flexible financing of international transactions. Resort-
ing, for these purposes, to realistic currencies backed by the real wealth
a,nc}i integrity of nations, we should stop being impaled on a cross of
gold.

The current CEA report intimates correctly that we should do this,
but still clings excessively to traditional approaches to the entire
balance-of-payments program--approaches no longer relevant nor
creative.



788

ComMmENTs ON Ecoxomic REPORT or THE PRESIDENT

I shall not comment extensively upon the Economic Report of the:
President, because to do so would be redundant of what I have said in
detail about the annual report of the Council of Economic Advisers.
After all, the two documents are consistent.

The aspect of the President’s Economic Report which seems most
significant to me, and which I attribute basically to the Council of Eco-
nomic Advisers for reasons subsequently to be stated, is that the points
of emphasis in the President’s report are so wide of our most imperative
current problems under the Employment Act of 1946.

On the day that I am transmitting this statement to the Joint Eco-
nomic Committee—March 1, 1968—there appeared in the press of
the Nation the magnificant and compelling report of the President’s
National Advisory Commission on Civil Disorders.

This report on civil disorders states most emphatically that the
causes and manifestations of these disorders tower above and affect
all of our other domestic problems, and indeed threaten the destruc-
tion of basic democratic values if not dealt with promptly and fully.
The report states further that by far the most imperative task of all is
to wipe out the excessive unemployment among vulnerable groups.
This i3 clearly tantamount to a finding that the total rate of unem-
ployment in the United States is now dangerously high—a point which
I have made all along. For it is manifest that unemployment among
vulnerable groups cannot be cut by more than a million—preferably
by close to 2 million—without corresponding reduction in the nation-
wide rate of unemployment, unless the vulnerables are to take jobs
away from others.

This brings to the forefront a truly amazing situation. The reduction
of unemployment is fundamentally the task of economic policy, i.e.,
the use of economic resources, although it is fraught also with social and
human implications, as are all of our important economic policies. The
prime responsibility of the Council of Tconomic Advisers is to focus
upon maintenance of “maximum” employment. Yet the Economic Re-
port of the President makes only casual reference to the towering prob-
lem of reducing unemployment further, and does not even list this task
specifically and pointedly in the ordered priorities of action which he
sets forth on page 8 of the Economic Report.

This omission is clearly due to the fact that the Council of Economic
Advisers, both last year and this year, has written reports based upon
the thesis that we are enjoying maximum employment now, or at least
that policies designed to drive unemployment substantially lower
would cost more than they would be worth because of alleged inflation-
ary consequences. Thus, there is an absolute dichotomy between the
view of the civil disorders report that unemployment is our top eco-
nomic problem, and CEA’s view that curbing inflation is our top eco-
nomic problem, reflected in the President’s second-ordered priority
that “we must slow down the wage-price spiral.”



789

The only way to employ more people, whatever may be the reasons
for their unemployment, is tospend money to employ them. And spend-
ing money to employ the unemployed increases pro tanto the volume
of production and t]ze GNP. Thus, the finding of the civil disorders
report that we must drive unemployment sharply downward is equiv-
alent to the finding that we must substantially accelerate the rate
of economic growth, far beyond the level forecast and espoused by the
Council of Economic Advisers. But, responsive to the advice of the
Council, the five priorities of action cited%(;7 the President do not even
mention the task of accelerating economic growth.

The first-ordered priority of the President is that “first and fore-
most, we must take the necessary steps to put our fiscal affairs in
order.” There is nothing wrong with our fiscal affairs, except as an

_indication of the state of our economic affairs. If the Federal budget
deficit has become too large, this is mainly in consequence of the
drastic economic slowdown during 1966-67, with slight prospect of
complete economic restoration in 1968. And the only way to reduce
that budget deficit, without damaging the economy, 1s through a vig-
orous speedup of the rate of economic growth. Thus, the focus of the
President’s report upon reducing the budget deficit per se, rather
than upon reducing the deficit of excessive idleness of plant and man-
power in the American economy, reflects abandonment by the Council
itself of what used to be regarded as the hallmark of the “new
economics.”

The third-ordered priority of the President’s report is that “we
must push forward vigorously to restore equilibrium in our interna-
tional acounts.” For reasons which I have stated fully in the body of
my analysis, this, on all economic and social scores, should be a low
priority indeed, compared with the problem of economic growth and
employment. Here again, the upsidedown priorities of the Council
have unfortunately led the President into serious error.

The fourth- and fifth-ordered priorities of the President’s report
are to “deal more effectively with our urban problems,” and to “con-
tinue the struggle to expand the opportunities available to every citi-
zen.” These are assuredly top-priority objectives. But they are not
sufficiently implemented either by the analysis or the programs offered,
and indeed cannot be adequately implemented without prime reliance
upon maximum employment and optimum economic growth.

It is always an interesting question whether the Council is restrained
by the independently arrived at views of the President, or whether
the President is restrained by the advice he received from the Council.
Based upon my experience and observation, I believe the latter dom-
inantly to be the case now. I believe that the Council this year has
fallen down on its job, and thus has done a disservice to the President,
all of whose impulses and instincts and motivations would move him
in the right direction if the Council, in economic terms, helped more
to point the way.
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BASIC U.S. ECONOMIC TRENDS, 1953-1967
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(3.2) 69% 67% 6.7% (5471/) ?{‘;/)/' Sonceollad V2
T o X -
9% Boo ) ore mos o nemployment
Brad K2R Full-time

“““““ Equivalent of
Part-time Unempl.

> N Wy
1953 1955 1957 1961 (963 1964 1965 1966 1967 Unemployment

Production "Gap"As Percent of Maximum Production
In Billions of 1965 Dollars Parentheses

(817)
12.9% (765)

{637) (704)
8.5% {549)
7.1%

1953 1955 1957 1961 1963 1965 1966 1967

by Seasonally adjusted annual rate.

210 deriving these percentages, the Civilian Labor Force is estimated os the officially reported
Givitian Labor Force plus concealed unemployment. Full time unemploymem of 2.9% cand true
unemployment of 4.1 % would be i with ployr




TOTAL
NATIONAL
PRODUCGTION

(GNP}

$78l Billion
Too Low
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LARGE NATIONAL ECONOMIC DEFICITS
DURING PERIOD 1953- 1967

Dollar Items in 1965 Dollars

MAN YEARS
OF EMPLOYMENT

36.3 Miltion
Too Low

PRIVATE
BUSINESS
INVESTHENT

{Incl Net Foreign)

$146 aillion
Too Low

PRIVATE
AND PUBLIC
CONSUMPTION ¥

$635Billion
Too Low

...THESE HAVE LED TO LARGE LOSSES
TO ALL ECONOMIC GROUPS

AVERAGE
FAMILY INCONE

$10,250
Too Low

FARM
OPERATORS'
NET INCOME

$123 Billion
Too Low

WAGES AND
SALARIES

$535 Bitlion
Too Low

UNINCORPORATED
BUSINESS AND
PROFESSIONAL

INCONE

$67 Billion
Too Low

Y Includes personal consumption expenditures plus government (Federal and, State and local
expenditures $582 and $53 billion, respectively).
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COMPARATIVE GROWTH IN VARIOUS ASPECTS OF

U.S. ECONOMY 1961~ 1967~

{Uniform Dollars)

TOTAL NATIONAL
PRODUCTION(G.NR).

PRIVATE CONSUMER
SPENDING

Up
33.3%

GROSS PRIVATE
INVESTMENT
(INC.NET FOREIGN)

1966-1967
v U e Akl
2B 26% pel-we |\ |
Down
1961-1967 1966-1967 196i-1967 1966-1967 9.2%
GOV'T, OUTLAYS FOR PRIVATE INVESTMENT CORPORATE PROFITS
GOODS AND SERVICES IN PLANT AND EQUIPMENT (& IVA)
up Up
Up 63.5% 43.7%
— 56 --
Up
1.1% ] 1966-1967
- “ ] iees-loer 1961-1967 o
C—— e
1961-1967 1966-1967 1961- 1967 Down
09%
ONAL. INTEREST PERSONAL DIVIDEND TRANSFER
PE‘T SonAL INCOME PAYMENTS
4 Up Up
X 51.0% 45.5%
Up
6.9% Up
3.4%
" 1961-1967 1966-1967 1961-1967  1966-1967 1961-1967 1966~1967
WAGES AND SALARIES LABOR INCOME FARM PROPRIETORS'
NET INCOME
Up

]
%3 1961-1967
G 0%
1961-1967 1966-1967
1/ Preliminary dato for 1967,
Source: Dept. of C , Office of Busi ics ond CEP.
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THE GROWTH IN CONSUMER SPENDING
HAS BEEN MUCH TOO SLOW,1953- 1967

Rates of Change in 1965 Dollars

B Vecded Rate of Growth Y/ Actual Rate of Growth

1953~ 1954- 1955- 1956- 1957- 1958- 1959- 1960- 196l- i962- 1963- 1964~ 1965- 1966~
1954 1955 1956 1957 1958 (959 1960 1961 1962 1963 (964 1965 1966 1967

3 4 7 ry
1953 -(367
Annual Average | 1954 1985 1956 1957 1958 1959 IS

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

Billions of 1965 Dollars

1967
18586 1959 1960 196/ 1962 1963 1964 1965 1966 1967

: &)
{__Deflclency in Privote;
: “Consumer Expendi Ium _‘(r

5 Daficiency In Oross
.~ Private investment nd!j;
{ino. Net Foreign) bumg,;

704
\Deficiency In
; ' N rwlooutioye t
\ Ocods and suvI:oI-‘J
817 \
\Deflctancy In Tofod
mn?,&‘?‘.’a&uim.. 6@
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INADEQUATE CONSUMPTION GROWTH STEMS
FROM INADEQUATE INCOME GROWTH

Rates of Change in 1965 Doflars

6.7%

5-1966 1966-1967

(1]
N

1953-1967 1960-1961 1961-1962 1962-1963 1963-1964 1964-1965 19

THE PRIVATE CONSUMPTION DEFICIENCY OF
$565 BILLION,I953~1967 REFLECTED
A $682 BILLION INCOME DEFICIENCY

Billions of 1965 Dollars

wficiencyin Daficiency in Deficiency __  Deficiencyin

er  —  Consumer Income + inTaxesPald =  Consumer Income
After Taxes by Consumers Before Taxes
.
N\

$67
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SHARE OF FAMILIES IN TOTAL FAMILY INCOME

BY QUINTILES, 1947,

1953, 1960,and 1966

( Money Income )

LOWEST SECOND MIDDLE FQUI

RTH
FIFTH FIFTH FIFTH  FIFTH  FIFTH

1960 az_

LOWEST FTH
° FIFTH FIFTH FIFTH FIFTH  FIFTH

LOWEST SECOND MIDDLE FOURTH FIFTH
FIFTH FIFTH FIFTH  FIFTH  FIFTH

1966 a

M H H
FIFTH FIFTH. FIFTH FIFTH  FIFTH

SHARE OF UNATTACHED INDIVIDUALS IN TOTAL
INCOME OF UNATTACHED INDIV,, BY QUINTILES,
1947, 1953, 1960, and 1966

LOWEST SECOND MIDDLE FOURTH FIFTH
FIFTH FIFTH FIFTH  FIFTH FIFTH

1960 <8

LOWEST SECOND MIDDLE FOURTH FIETH
FIFTH FIFTH  FIFTH  FIFTH  FIFTH

Datas Buresu of the Census.

1953 5

LOWEST SECOND MIDDLE FOURTH FIFTH
FIFTH FIFTH  FIFTH FIFTH  FiFTH

D MIDDLE F H H
FIFTH FIFTH FIFTH FIFTH  FIFTH

80-191—68—pt. 8—=86
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DEFICIENCIES IN WAGES AND SALARIES

ARE LARGE SHARE OF DEFICIENCIES IN
TOTAL CONSUMER INCOMES BEFORE TAXES

1965 Dollars

Billions of

2
285
=]

2]

°3
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RATES OF CHANGE IN GNP,
PRODUCTIVITY, & WAGES & SALARIES, I960-1967~

GNP, and Wages and Salaries in Uniform Dollars

1966-1967

1960-1967
PRODUCTIVITY, 8 WAGES & SALARIES
TOTAL PRIVATE NONFARM ECONOMY
1960-1967 1960-1966 1966-1967

3.2%

Output Wages

and and .ond.
Solaries Salaries Salaries
PER MAN-HOUR PER MAN-HOUR PER MAN-HOUR

PRODUCTIVITY, 8 WAGES 8 SALARIES
TOTAL MANUFACTURING

I960-1967 1960-196G 19661967
3.8%

27%

N
Output Wages Output Wages Output Wages

and and and
Salaries Salaries Salaries

PER MAN-HOUR PER MAN-HOUR PER MAN-HOUR

L pratiminory 1967 data.
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PRICE, PROFIT, INVESTMENT, AND WAGE
TRENDS DURING I1960-1967

Percentage Change,1960-1967
Y PricesV [ |protits after ToxesZ/ nvestment in Plant and Equipment¥ XY Waqe Rotes &/

TOTAL PETROLEUM CHEMICALS
MANUFACTURING ond COAL PRODUCTS ond ALLIED PRODUCTS

ELECTRICAL IRON and STEEL MOTOR VEHICLES
MACHINERY and EQUIPMENT

v Data:U.S. Dept. of Labor, wholesale commodity price indexes,
2/ pota: Federal Trade Commission-Secur(tles and Exchange Commission.
3/ Data:us. Dept.of Commerce and Securities and Exchange Commission.

& Data:U.5.Dept. of Labor, Bureau of Labor Statistics; Average hourly
earnings of production workers.

%/ Estimated for 1967.
& Dota for 1967 are for tirst three quarters of ennual rate, not seasonally odjusted.
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y

TRENDS IN PRODUCTIVITY FOR THE
ENTIRE PRIVATE ECONOMY, 1910-1967"
for the Entire Private Econom

Average Annual Rate of Growth in Output per Man-hour

THE RECORD 1910-1967
ACCELERATING PRODUCTIV

THE- POST-WORLD WAR II RECORD
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U.S.ECONOMIC GROWTH RATES,1922-1967,"

AND NEEDED RATES, 1967-1975

FOR REASONABLY FULL RESOURCE USE
Average Annual Growth Rates i ol
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HOW MUCH WE HAVE TO WORK WITH,1967-1975
BASED ON ECONOMIC GROWTH PROJECTIONS

Total National Production (GNP) in Billions of FY,1969 Dollars

/B Higher Projection
V7] \Lower Projection

GNP GNP Excess of Excess of Excess of

1967 1975 1975 GNP Average Annual  Aggregate
Over GNP|I968-975, GNF,1968-1975,
1967 GNP Over 1967 GNP Over Aggregate

if 1967 GNP

Persisted,
1968-1975
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THE"FREEDOM BUDGET," 1970 AND 1975 GOALS
EMPLOYMENT, PRODUCTION,AND SPENDING
PROJECTED FROM LEVELS IN 1967

Dollars Items in Billions of FY. 1969 Dollars

E==3 single Projection
EMPLOYMENT

( In Mitlions of Man-Years}

Up
13.0

1970 1975

s Higher Projection

TRUE UNEMPLOYMENT

(in Millions of Man - Years)

1970

1975

FULL-TIME REPORTED
UNEMPLOYMENT
1970 1975

Lower Projection

s
L

1975

1970

CONSUMER SPENDING
Up

1970

1975

GROSS PRIVATE
INVESTMENT

{Inc.Net Foreign)

3

1975

RESIDENTIAL
STRUCTURES

1970

1975

PUBLIC QUTLAYS FOR
GOODS AND SERVICES

{Calendor Years)
FEDERAL

Up
Up $15.7
$14
1970 1975

STATE AND LOCAL
Up
$52.8

Up
$19.3

1970 1975

-I/The single projections relate to goals of such high priority that they should not be reduced even if only
the lower goals for GNP are ottained. In that event,lower priority objectives should be modified accordingly.
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THE "FREEDOM BUDGET" MAINTAINS BALANCE
OF PUBLIC AND PRIVATE RESPONSIBILITIES

'COMPONENTS 'OF GNP:

Bilions of FY 1969 Dolters® «

/Totcl GNP %
1262.0 %

o
Private Consumer 4 ,k‘
Outlays ’(’3}“
Gross Private il

-Domestic Investment - =

{including net foreign) °©
Public Outlays &3
- at oll levels for

goods and servicesV

1967 Lower  Higher Lower  Higher
Actual {970 1975
Goal Goal

PERCENTAGE RELATIONSHIPS

Total GNP §‘

==

Private Consumer Z\i\

Outloys

.| Gross Private !
- Investment {715
(including net foreign)

) e ]
Public Outlays E‘\
—at all levels for S e

goods and services

1967 Lower  Higher Lower  Higher
Actual 1970 1975

Goat Goal

b Public outlays are of such high priority that they ara projected identically for the lower and
higher GNP goals, with modifications of other goals accordingly. .
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GOALS FOR A FEDERAL BUDGET GEARED
TO ECONOMIC GROWTH AND PUBLIC NEEDS

1969, fiscal year; goals for 1970 and 1975, calendar years

All figures in fiscal 1969 dollars 1/

ALL FEDERAL OUTLAYS

NATIONAL DEFENSE,
SPACE TEGHNOLOGY, &
ALL INTERNATIONAL

>

ALL DOMESTIC
PROGRAMS

ing
g Y

I
Total Per % of Total Per % of Totel Per % of
Expend.  Capita GNP Expend. Capito GNP Expend.  Capita GNP
Year  (Bil $) ($) (%) Year (Bl %) (3) (%) .Ymr2 (8iL $) ($) (%)
1969%186.062 915.66 21.39 [ 1969% 89.5!5 44053 10.29] (969% 96.547 47513 1.0
1970 200000 964.79 20.22| 1970 93.000 44865 940{ 1970 (07.000 5!6.16 10.82
1975 250.000 1117.07 19.81 | 1975 100000 446.83 792 1975 (50.000 670.24 11.89
ECONOMIG OPPORTUNITY HOUSING AND AGRICULTURE ; AND
PROGRAM COMMUNITY NATURAL RESOURCES
DEVELOPMENT
Qb
Total Per % of Total Per % of Total Per % of
Expend.  Capita GNP Expend.  Capita GNP Expend. Capita GNP
Year  (Bil$) ($) (%) Year 2 (Bil.$) {3 %) Year 2 (8. $) $ %)
1969%/ 1.997 9.83 023 | 1969~ 2784 1370 032| 1969 8.099 3986 0.93
1970 3500 16.88 0.35 |I970 5500 2653 0.56| 1970 12.000 5789 .21
1975 4.800 21.45 038 [1975 7000 31.28 0.55| 1975 3.750 6144 109
EDUCATION HEALTH SERVICES PUBLIC ASSISTANCE;
AND RESEARCH ¥/ LABOR, MANPOWER, AND
T OTHER WELFARE SERVICES
i Y
Total Per % of Total Per “% of Total Per % of
Expend. Capita GNP Expend. Capita GNP Expend. Capita GNP
Year  {Bil.$)  ($) %) Yeor  (BiL$)  ($) %) Yeor (BiLS)  ($) %
19692 4699 23.12 0.54 | 19692 4895 2409 056| 19692 6.276 3089 0.72
1970 9.800 47.27 0.99 | 1370 5500 2653 0.56] 1970 9.200 4438 0,93
1975 12000 5362 0.95 | 1975 8500 3798 0.67| 1975 12.250 5474 097

Y Dollars of purchasing power apparently assumed in President's fiscal 1969 Budget.

-2/ Administration's Proposed Budget as of Jan. 29, 1968. Beginning with fiscal 1969, the Budgat includes the
immense trust funds, net lending,and other relatively minor new items.

¥ Exclusive of the Medicare frust funds, which are included in all qomes'ic programs, but including Medicaid.
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SELECTED PRICE TRENDS, 1917-1967
U.S. AND SELECTED OTHER COUNTRIES

AVERAGE ANNUAL RATES OF CHANGE

UNITED. STATES

[—Jconsumer Prices [ZEE3 Wholesale Prices 77 Fixed Non-Residential Investment

Price Deflator

Up Up Up
1.9% l%’% 16% 1.8%
[—_} 4 no 4 0a.
1917 -1967 1927~1967

[ consumer Prices

UNITED KINGDOM

Up
Up o7 Ul
299% Up 3.3%
2i%Y

6%V

i

Wholesale Prices
FRANCE GERMANY

Up Up
24% 2.7%

(15 (&

1957-1967 1962-1967 | 1957-1967 1962-1967 1957-1967 1962-1967

ITALY CANADA JAPAN
1957-1967  1962-1967 U
A U 4

up 4T% 43% 24%
35% " o2 U "
l l X 20% T2 20% 19%

m [——] = " -

Down Down | I957-1967 1962-1967 | I957-1967 1962-1967

-0.2% -0.2%

Source: Bureau of Labor

iy Wholesala prices of finished goods (wholesale prices of basic materials increased O.1 percent a year during 1957-'67

and L6 percent a year during 1962-67.)

g/I'SG'.' date ara preliminary estimotes based upon first nine to eleven months.

Office of Busi

ics;ond the United Nations; Department of Labor;

and Organizotion for Economic Cooperation and Development.
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RELATIVE TRENDS IN ECONOMIC GROWTH
UNEMPLOYMENT, & PRICES, 19521967~

T3 consumer Prices O Wholesale Prices ndustrial Prices

26% 25% 2.5%

1.7%

1.2%
D o %" | Io.m 07%

LI%
03%

“02%
1952-1955 1955-1958 1956-1958 1958-|960 1960-1967 1966-|967
Average Annual Rates of Change

PRODUCTION AND EMPLOYMENT
Tota! National Production in Constant Dollars, Average Annual Rates of Change

[T Industrial Production, Average Annual Rates of Change
Unemployment as Percent of Civilian Labor Force, Annual Averages*®

17%

49%

~10%

-32%
j952-1955 1955-1958  [956-1958  1958-1960 1960-1967  1966-1967

V pretiminary 1967 doto.

*These annuol averoges (as differentiated from the annual rates of change)are based on fuli-time officially
reported unemployment measured against the officially reported Civilian Labor Force.

Source: Dept. of Labor, Dept. of Commerce, & Federal Reserve System.




CUNA INTERNATIONAL, INC.
By J. Orrix Smire, ManaGING DIRECTOR

As our economy nears the end of the first quarter of 1968, with many
of the same inflationary factors in force as in the last half of 1967,
the primary concern of our Nation’s credit union movement is infla-
tion. By slowly eating away at the value of their small savings and
by increasing the cost of practically everything they buy or want to
buy, inflation robs credit union members of every extra penny they
have earned through their daily practice of thrift.

Inflation encourages families to act directly opposite to credit
union teachings. Why save, if the dollars you save immediately begin
to lose their full value? Why bother to shop wisely, if the dollars you
save by shopping wisely are lost to inflation during the time it takes
you to do your shopping? Why exercise restraint in buying on credit,
if, by buying now and paying later, you can pay off your debts in dol-
lars of lesser value?

Attempts to curtail inflation solely through monetary policies also
hurt credit union members by seriously affecting their credit union’s
operations. Tight money causes higher interest rates. Higher interest
rates increase credit unlon operating costs. Increased operating costs
must be passed on to the credit union’s members, through higl%er in-
terest charges on their loans and/or lowered dividend rates on their
savings. Higher interest rates also force credit unions to operate in a
tight cost-price squeeze. By law, the maximum income a credit union
can earn on a loan is 1 percent per month on the unpaid balance, or a
true annual interest rate of 12 percent. Higher interest rates force
credit unions to pay higher dividends to their members in order to
compete with the interest rates being offered by other institutions,
and to pay higher costs for borrowed money. Either one pushes credit
unions into a tight squeeze between the maximum income they can
earn on their loans and the interest rate they must pay to continue to
attract savings or to borrow. Because credit unions are dependent al-
most entirely on member savings for their operating capital, they are
severely affected by the tight money-high interest rate effects of anti-
inflationary monetary policies.

The credit union movement supports all efforts to hold inflation
within reasonable bounds. Rather than relying solely on monetary
practices, however, it supports the full utilization of all methods, in-
cluding necessary fiscal measures. In addition, we would urge con-
tinued research Into monetary polices so as to bring about a greater
refinement in their implementation in such areas as timing and co-
ordination of action.

Proper steps in this direction will, we believe, do much to help this
Nation put into practice the same wise management of its resources as
we expect of our credit union members. As a matter of fact, the Pres-

(807)
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ident might very well have been talking about our Nation as a credit
union officer would talk about his credit union members when he said
in his Economic Report: “Our achievements demonstrate that we can
manage our economic affairs wisely—that we can make sound choices.”
We hope the Congress will assist in making those sound choices.

While our primary concern lies in the area of domestic policies to
fight inflation, we recognize fully the interdependence between our
domestic and international economic affairs. They are—and should
be—permanently and inextricably intertwined. Stabilization of the
delicate equilibrium in our international affairs is as important to credit
union members, as citizens of the United States, as is the achievement
of the best domestic balance possible to assure economic growth with-
out inflation. Any imbalance in any part of our economic programs
iand policies adversely affects some segment of our credit union
membership.

Credit unions are deeply involved in our Government’s foreign as-
sistance program on the international level and in the war on poverty
on the national level. We seek increased participation in both of these
programs, because we feel that the credit union idea provides people—
both those living in underdeveloped countries ang those living in
poverty pockets—with a lever through which they can lift themselves
to a more bountiful standard of living. The credit union movement
has invested heavily in its own programs in these areas, and it welcomes
financial assistance from the E‘ederal Government to speed up these
programs. It also strongly supports the Government’s goal of obtain-
ing greater economic assistance for underdeveloped countries from
the wealthier nations. And it supports the Government’s efforts to get
State governments and the private sector of the economy to help
finance and fight the war on poverty.

As consumer-oriented membership orzganjzations, credit unions
would be delighted to see this Congress “go down in history as the
consumer-conscious Congress.” Because we have supported a strong
truth-in-lending proposal ever since the first bill was introduced in
Congress several years ago, we would, of course, deli%uht in seeing
Congress complete its action on this legislation early this year. We
hope the bill will be passed in the strongest form possible, covering
all kinds of consumer credit transactions.

In conclusion, we would like to point out that we have purposely
avoided taking a selfish-interest position on the President’s Economic
Report. Like our Nation as a whole, the credit union movement em-
braces people and institutions in all walks of life. Qur purposes like
that of the Federal Government is to serve all these people. For that
reason, we hope and trust that “This administration will never forget
that the purpose of our economy and of our economic policies is to
serve the American people—not the reverse.”



FEDERAL STATISTICS USERS’ CONFERENCE

This statement is submitted on behalf of the Federal Statistics
Users’ Conference whose membership is composed of organizations
from all sectors of the economy. Our members have a common interest
in the development of adequate, reliable, and timely statistics from
Federal sources.

The conference appreciates the opportunity to express its views re-
%arding certain statistical materials which provide much of the in-

ormation upon which the President’s Economic Report and the report
of his Council of Economic Advisers is based. This vast storehouse of
information is used by private as well as public planners and policy-
makers in making important decisions that affect the course of the
economy. It is important for all of us that our actions and policy deci-
sions are based upon the best measures of the economy that it is possible
to obtain.

We consider these two documents and the Federal budget of such
importance to our members, and others, that for the third straight year
we recently sponsored a 1-day conference at which these documents
were discussed by James S. Duesenberry, member of the Conncil of
Economic Advisers and Charles J. Zwick, Director of the Bureau of
the Budget. Our purpose is to help raise the level of understanding
of the public policy 1ssues involved in these documents and to assist
users of them in making more effective use of the information they
contain.

The United States is fortunate in having available a vast quantity
of demographic, economic and social statistical data. The appendix
to the Economic Report of the President contains 90 statistical tables
relating to income, employment, and production. Those concerned
with policy decisions and the carrying out of Government programs
take our wide data base for granted and freely utilize the data in
analyzing problems and as a guide to determining positions or actions.
However, little attention or concern is given by the majority of these
data users to certain inadequacies or weaknesses in some of our statis-
tical data and the need for improving them.

We were pleased to note that President Johnson, in identifying
five “longstanding goals” in his recent budget message, included the
following: “Providing improved statistics to aid business, labor and

overnment in sustaining economic growth.” In his Economic Report,
the President said :

Accurate, comprehensive, and timely statistics are essential to the development
of sound economic policies by government, business, and labor. Our economic
statistics are the best and most comprehensive in the world, but they can be
and need to be further improved. The costs will be exceedingly small relative
to the benefits.

More specifically, the Economic Report, on pages 91 and 92, out-
lines its program for improvements in economic statistics. We respect-
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fully urge that the Joint Economic Committee give careful considera-
tion to these recommendations and specifically support them in its
report.

l%’Ve believe the Economic Report has properly and carefully spelled
out the need for these improvements which is stated as follows:

That need is accentuated by the current state of the economy and the current
aims of policy. Sustaining expansion close to the economy’s potential growth path
is a more difficult task than that of merely attempting to moderate wide swings
in output. In a slack economy, it was often sufficient for the indicators merely
to point in the right direction. Now more accurate information about the speed
of the movement and the distance from full employment is called for. The need
for early and careful diagnosis of the extent and location of inflationary dangers
also requires comprehensive information about the price, cost, and productivity
performance of various sectors of the economy. Capital markets and especially
the mortgage market have taken on a key role, calling for more comprehensive
data and indicators. The current importance of our international trade position
places added emphasis on the need for better information about export and
import prices.

We agree with and recognize the need for economy and establish-
ment of priorities in connection with Federal programs. The 10 items
proposed for improvement in the area of economic statistics are indeed
priority items and the Federal Statistics Users’ Conference has, in the
past, urged and supported the majority of these items. We further
agree with the Economic Report in its statement, that each improve-
ment has been recommended because it meets these tests: “that it assist
current policy formulation, that the proposal be capable of rapid
implementation and that its costs be moderate, given the present budg-
etary stringency.” The total program of improvements will involve
an annual budget cost of about $2.5 million which is approximately 2
percent of the total 1969 budget estimate for current statistical pro-
grams.

The fiscal 1968 budget included appropriation requests for certain
statistical programs that would meet the needs of some of the priority
items included in the 1968 Economic Report. Unfortunately, the Con-
gress failed to approve these requests. The range in costs of these denied

rograms was from $120,000 to $200,000. We agree with Congressman

urtis who has said that the budget treatment of our statistical agen-
cies is “one of the best examples I know of being penny wise and pound
foolish.” We further agree with the Economic Report that the small
investment of $2.5 million for its recommended improvements “could
glaﬁm a”critica,l difference in guiding decisions involving billions of
ollars.

We wish to emphasize that expenditures for the total statistical
programs of the principal statistical agencies is small in comparison
with the total governmental administrative budget expenditures or
the administrative budget expenditures exclusive of military expendi-
tures. In 1967, statistical expenditures were about one-tenth of 1 per-
cent of the former and about one-quarter of 1 percent of the latter.
The proportion has never been higher than this.

We earnestly urge the committee to support the following 10 key
items in the President’s program for improvements in economic statis-
tics:
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(1) Nonmanufacturing industries—additional information on em-
ployment, wages, investments, sales, and other indicators for trade,
services, and finance that will bring the data closer to the coverage and
quality of the data now available for manufacturing industries.

(2) Construction—an enlarged effort to collect more accurate and
more timely information on the value of construction activity.

(3) Business investment—extension of coverage of the plant and
equipment survey to all nonfarm industries, and collection of separate
quarterly data on business investment in plant, as distinguished from
equipment.

(4) International price competitiveness—a better comparison of
price trends of internationally traded goods.

(8) Improved price indexes—covering individual industries sys-
tematically, emphasizing actual transactions rather than quoted prices,
and developing methods to make more adequate allowance for quality
changes in our measurement of prices.

(8) Quarterly data on national product by industry—a new eco-
nomic tableau that will ultimately provide comprehensive information
on output, labor input, prices, and productivity by major sectors on a
quarterly basis. .

(7) Manufacturing inventories—expanded coverage and increased
detail.

(8) Mortgage flows and commitments—a comprehensive system of
quarterly and ultimately monthly statistics.

(9) Bank deposits—more adequate information on ownership and
turnover to be collected by the Federal Reserve; and

(10) Securities markets—new information on purchases and sales
by institutional investors, and more comprehensive and accurate data
on new issues and retirements.

The Joint Economic Report of last year pointed out some of our
deficiencies and needs in the statistical area. It emphasized that high
priority should be accorded to research in the area of prices and price
indices and also that Government agencies should push rapidly ahead
with the development and regular publication of industry data on
output, productivity, prices, capital, labor, and incomes. The minority
views also stressed the need for greater effort to improve existing
economic statistics. We hope that the Joint Economic Report for 1968
will place particular empﬁasis on the need for improvements in our
statistical data and specifically spell out major priority areas for im-
provements which might even go beyond those outlined in the
President’s program.

In its recent report on the “Coordination and Integration of Gov-
ernment Statistical Programs,” the Subcommittee on XEconomic
Statistics of the Joint Economic Committes pointed out that the
most significant increases in statistical programs in recent years have
been for Jabor and demographic statistics, and particularly in the social
area such as health, welfare, education, and poverty. Recognizing that
this is appropriate, the subcommittee emphasized, and we agree, that at
the same time, major advances in economic statistics must not be ne-
glected. The problem, as the subcommittee pointed out, is that “Too
often it is difficult to engender support for general statistical programs,

90-191—68—pt, 3——T7
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since they do not appear to have a specific and immediate impact on
particular individuals or groups.”

In this connection, we think particular attention should be given to
the budget, programs and value of the work of the Office of Business
Economics. This agency that prepares the national income estimates,
the balance-of-payments accounts and other vital economic statistics,
has operated on a budget ranging from $2 million in 1963 to an esti-
mated $2.9 million in 1968. Four modest improvement programs pro-
posed for 1968, totaling $372,000, were denied by the Congress. The
four programs denied called for: (1) beginning the preparation of
real GNP by industry on a quarterly basis, (2) strengthening the anal-
ysis of determinants of business investment, (3) personal income by
States on a quarterly basis, and (4) initiating work on estimates of the
total tangible capital stock of the United States. These certainly are
priority items for improving the national income and business
financial accounts.

The Joint Economic Committee has made some invaluable contri-
butions leading to improvements in the Federal Statistical System. In
its 1967 Economic Report, is directed the Subcommittee on Economic
Statistics “to look into the possibilities of a truly integrated system
providing genuinely comparable statistics consistent with and meshed
into an overall system of economic statistics, including the Federal,
State, and local governments.” The Report of the Subcommittee on
Economic Statistics on the Coordination and Integration of Govern-
ment Statistical Programs stated “Investigations by this subcommit-
tee and by others have indicated that further significant improvements
in our statistical services depends upon a higher degree of integration
and coordination of our statistical programs. Indeed, there are strong
indications that this is the aspect of the statistical system where prog-
ress 18 needed most.” (Emphasis supplied.)

In view of the above, we strongly urge that this committee, in its
report, recommend that additional resources be provided the Office of
Statistical Standards of the Bureau of the Budget to enable it to be
more effective in carrying out its responsibilities for the coordination
and improvement of our statistical system. Total budget for that office
was $649,000 in 1967 which was 1.7 times greater than in 1948. On the
other hand, total obligations for current statistical programs in 1967
was five times greater than it was in 1948, The OSg budget in 1968
declined to $632,000 and the 1969 budget request calls for $693,000.
This budget increase does not include the addition of any new
employees.

The Office of Statistical Standards also is responsible for minimizing
reporting costs to the Government and the public under the Federal
Reports Act of 1942. Tt is averaging about 2,600 actions annually on
report forms submitted for approval. Despite its broad and important
responsibilities, this office is operating with a staff of 35 persons—23
professional and 12 clerical employees. In 1942 it had 42 employees
and in 1959 it had 87 employees. We would certainly question whether
the current staffing of the OSS of the Bureau of the Budget is suffi-
cient to enable it to exercise the maximum potential for the Government
and the public.
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Tue New GovernMeENT Progranx To Inrerove TaE U.S. BALaNce-or-
PaymeNTs Position: A CrRrriqQue

SUMMARY

1. Essentially, the administration’s program for improvement of our
international balance of payments consists of controls—controls on
foreign travel, foreign investment, and bank loans. Moreover, a cen-
tral fallacy in the new program is its failure to recognize that all ele-
ments of foreign trade, including direct investment abroad, are parts
of an integrated whole and the same is true of the various elements of
the balance of payments. The institute regards any program grounded
wholly in the “controlist” philosophy as unsound in principle. Such a
program would :

a. Lack incentive and rely on compulsion.

b. Ignore long-range effects.

¢. Impose intolerable burdens on individuals and businesses.
d. Provoke foreign reprisals.

e. Gravely erode personal freedoms.

f. Probably be unworkable.

2. The institute opposes travel restrictions proposed by the admin-

istration because they would :

a. Fall with unequal effect on citizens of varying means.

b. Fragment tax treatment of passenger transportation.

c. Establish a method of taxation that is poorly conceived,
highly arbitrary, and nearly impossible to comply with.

d. Represent an unjustifiable intrusion on a fundamental right.

e. Call forth foreign countermeasures.

f. Probably, in the net, fall short of the fiscal goal which they
seek to attain.

3. Similarly, we are opposed to the principal feature of the admin-
istration’s balance-of-payments program—the system of mandatory
controls on foreign direct investment. In our judgment, these controls
focus on the wrong target, are likely to become permanent in effect,
substantially reduce business’ ability to compete in international trade,
represent an invitation to protectionism, tend to obscure long-standing
domestic fiscal disorder which substantially affects our balance-of-
payments difficulty, and constitute an extraordinary assertion of Ex-
ecutive authority without congressional approval. The system of man-
datory investment controls is so structured asto:

a. Adversely affect U.S. exports.
b. Produce widespread inequity by reason of the base periods
chosen.

(813)
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c. Harm most those U.S. direct investors who responded most
effectively to the Government’s entreaties under the voluntary
balance of payments program.

d. Provide no incentives for individual efforts to improve the
balance of payments.

e. Raise the near certainty of foreign reprisals.

f. Tmpose a crushing burden of administration on government
and business alike,. -

4. In the light of conclusions summarized above, the institute recom-
mends that:

a. Congress not approve administration proposals for restric-
tions on travel.

b. Congress call upon the administration to either:

(1) Abandon promptly the mandatory system of controls
on foreign direct investment and return to the pre-existing
voluntary balance-of-payments program, or

(2) Rethink and restructure the mandatory system so as to
make it equitable in principle and workable in practice.

¢. Congress 1nsist upon further substantial reductions in non-
essential Government spending, not only as a precondition to ac-
tion on the surtax proposal, but as a means of correcting our
balance-of-payments program over the longer term by improv-
'mﬁ our international competitive position.

. Congress call for immediate consideration and prompt im-
plementation of measures to expand U.S. exports.

e. Congress inquire into tax aspects of the direct investment
Erogram and other tax actions which might be taken to assist the

alance of payments. Such an inquiry should consider affirmative
measures designed to overcome the adverse effects of enforced
repatriation of earnings, to induce the repatriation of foreign
earnings not subject to the controls program and to encourage the
increase of U.S. exports.

INTRODUCTION

It is a privilege for the Machinery and Allied Products Institute
and its affiliate, the Council for Technological Advancement, to pre-
sent their views on the administration’s balance-of-payments program
in connection with hearings on the 1968 Economic Report. These or-
ganizations are national in character and represent the capital goods
and allied product industries. Their stake in foreign trade is extraor-
dinary. Machinery exports are the largest single category of manufac-
tured exports from the United States; in 1966 capital goods exports
reached a level of $8.83 billion. Moreover, these industries have a very
substantial interest in private investment abroad, in licensing, sub-
contracting, and other arrangements necessary to maintain a strong
position in world trade.

Based on the experience of these industries and in reference to cer-
tain of the issues which will be discussed in our presentation, we should
like to emphasize at this point that no private organization and no
governmental program, whether the latter is drawn in the form of
a control or an incentive, can afford to ignore one central fact about
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foreign trade. To achieve, sustain, and improve a company’s or an in-
dustry’s position in international trade, the approach must be on a
wholly integrated basis, integrated in terms of exports, private in-
vestment, licensing, subcontracting, etc., and also integrated in terms
of the world, whether the countries are developed, or at some inter-
mediate stage in industrial development. No industrial organization
or governmental program in the face of this irrefutable fact of life
can attempt to segment or splinter the total foreign trade effort. As we
shall develop, this is precisely the central blunder of conception im-
plicit in the administration’s approach to balance-of-payments cor-
rection particularly as reflected in the foreign investment controls an-
nounced on January 1, 1968.

Perverse effect on exports—Subject to later, more detailed, treat-
ment, let me emphasize at this point the seriousness of the perverse
or counterproductive character of the foreign investment controls and
to some degree the proposed restrictions on travel. In brief the problem
breaks down as follows:

1. There will be an immediate adverse effect on exports from
the United States flowing from the direct investment controls.
This effect will enlarge at the intermediate stage and grow very
seriously in the longer run. It is documented by Government
studies that there is a very direct relationship between private in-
vestment abroad and exports, it being estimated that approxi-
mately 25 to 30 percent of exports from the United States are tied
to foreign affiliates of U.S. companies. Also when you affect the
growth, viability, and flexibility of those foreign affiliate opera-
tions there will be an immediate adverse effect on exports from
the United States, and. as just indicated that adverse effect will
grow in intensity.

2. Certain elements of the structure of the control program also
will affect exports adversely, particularly rules governing open
account transactions covering merchandise transfers.

3. As to all foreign countries affected by the controls program,
it seems probable that reduction in inflows of capital from the
United States, limitations on the growth of U.S. affiliates abroad,
and restrictions on the flexibility of their management will in
turn affect the economic growth of the host countries and in turn
their importing capability. It is our judgment that this impact
will be present to some degree in all foreign countries affected by
the program but of course will be intensified in certain countries
experiencing economic difficulties such as England and Canada.

4. The controls on foreign investment will disrupt in a general
way the effective integration of individual companies’ programs
involving foreign trade. The energy, the time, and the money
which will have to be expended to a,g] ust or react to these controls,
the adverse effects that they will have on the interacting elements
of a company’s foreign trade program—all of these things—un-
doubtedly will cut into the export performance of U.S. companies,
their earnings, their job-creating potential in the United States,
and their international competitive strength.

5. We have been discussing the boomerang effects of the con-
trols program largely in terms of investment controls. To some
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degree at least, perhaps to a significant degree, there will be boom-

erang effects created by the controls on tourist expenditures.

There can be no question but that these restrictions, if they work,

will have an effect on the economies of foreign countries. There

can be no question that these restrictions, if they work, will affect

the capability of those countries to buy U.S. exports even if they

arein a trade surplus position. !

In general, the policymakers, with reference to the direct investment

controls and to some degree at least also as to the controls on tourist

expenditures, have not thought through on the counterproductive

effects which will flow from these controls. They apparently live and

think in a dream world that involves artificial separation of trade

from capital flows into direct investment abroad. The two are
inextricably related.

Puivosorery ANp CHARACTERISTICS OF THE ADMINISTRATION’S A PPROACH

Let us first turn to the philosophy governing the administration’s
approach to the balance-of-payments difficulty which has worsened
in recent months and examine the characteristics of that approach.
Essentially the administration has taken a “controlist” and negative
approach to the problem. For all practical purposes, the “new” pro-
gram consists only of controls, principally in the area of foreign direct
Investment abroad and also in respect to tourist travel and
expenditures,

Focus on controls—absence of incentives—Although the President
in his message on January 1 attempted to describe a more rounded
program including certain incentives to exports and certain incentives
that might be offered to induce repatriation of accumulated earnings,
and although the special representative to the President for trade
Eolicy, Ambassador Roth, in hearings before the Ways and Means

ommittee referred to some negotiations with foreign Governments
on nontariff barriers and tax rebates on exports, there is no current
implementation of these noncontrol aspects. As developed in more
detail later, the export assistance planks referred to by the President
have been pending for years. The President’s program now before the
Congress consists solely of tourism controls; moreover, when and if
the negotiations with foreign countries on nontariff barriers will pro-
duce anything in the way of substantial results is purely conjectural.
This is hardly an approach involving a proper balance between pun-
ishing controls and incentives. Thus it is fair to say that the private
sector, principally the business community, and the individual citizen
who wishes to travel abroad are being asked to carry the principal
burden of the program. We shall develop that this is paradoxical, at
least as far as the business community is concerned, because the pri-
vate sector has been the substantial plus factor in our balance-of-pay-
ments situation.

Absence of long-range view.~—In addition to this fundamental as-
pect of the administration’s approach toward the balance-of-pay-
ments difficulty, the action program that has been outlined is essen-
tially short range in its objectives although lipservice is paid to the
long range. The administration itself concedes the very salutary effects
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on balance of payments which flow from foreign direct investment,
but it is perfectly willing to restrict that foreign direct investment
for what it considers to be a necessary short-term advantage. In our
view, no substantial long-range program is outlined. And the adminis-
tration is not even realistic about the disadvantages and boomerang
potential for the short term of many aspects of the control program.

Burden.—Any system of controls involves heavy bureaucracy, pain-
ful paperwork, and serious disruption of normal activity. We can look
for nothing better than the traditional incidents of control programs
from the dgirect foreign investment and travel restrictions. Moreover,
inequities will abound. In respect to burden, both in industry and Gov-
ernment, I suggest that the committee examine, or possible admit for
the record, base period form FDI-101 with six supplements and in-
structions which has just come off the press and is due on a mandatory
basis by March 22.

Effect on freedom.~—Controls always involve serious restrictions on
freedom. In any system of democracy, even in its purest form, it is
impossible to practice complete freedom. But it has always been an
essential part of the U.S. approach to government, to its institutions,
and to all types of activity, human and institutional, to attempt to
achieve maximum freedom consistent with the public interest. Any
program which curtails freedoms must be undertaken only after the
most careful examination of need, an appraisal of the probability of
accomplishment of goals, and a determination to limit restrictions on
freedom to the bare minimum. In our judgment, the control programs
which have been launched by the administration, including the one in
effect and the one now proposed to the Congress, meet none of these
tests; indeed, they fail miserably. They were hastily conceived, weakly
structured, and poorly rationalized. They are offered without any ap-
parent appreciation of their perverse effects both in general and in
respect to the policy objective of improving our balance of payments.
They are offered without any real and credible assurances as to termi-
nation and without a definitive program for their supersession by
longer range and more permanent solutions to a problem that has
plagued this country for many, many years; namely, the balance-of-
payments situation. It should be added that due consideration has not
heen given to the effect of these travel controls on foreign countries
including their ability to import U.S. goods. We therefore consider
it not only appropriate but we feel an obligation to contribute to the
record of the joint committee and express our disapproval in principle
and in substance with respect to these ill-conceived programs.

Do mandatory controls workf#—In the annual report of the Council
of Economic Advisers transmitted to President Johnson on January
25, 1968, under the heading “Price and Wage Policy,” at page 119, the
following statement appears:

Direct controls

The most obvious—and least desirable—way of attempting to stabilize prices
is to impose mandatory controls on prices and wages. While such controls may
be necessary under conditions of an allout war, it would be folly to consider them
as a solution to the inflationary pressures that accompany high employment under
any other circumstance. They distort resource allocation; they require reliance
either on necessarily clumsy and arbitrary rules or the inevitably imperfect cle-
cisions of Government officials; they offer countless temptations to evasion or
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violation; taey require a vast administrative apparatus. All these reasons make
them repugnant. Although such controls may be unfortunately popular when
they are not in effect, the appeal quickly disappears once people live under them.
. One need ask only the simple question: Is there any reason why
mandatory controls as to foreign direct investment are more likely to
‘work in a pragmatic sense or less likely to be repugnant to our system?
It is our firm conviction that direct controls under the foreign direct
investment program are certain to fail not only for some of the same
reasons cited by the President’s Council but because, as we have pointed
out separately, they are addressed to an international scene involving
the most complex elements one can imagine and having an impact on
.foreign governments and foreign entities as well as the interrelated
factors of international commerce.

RBeasons for commenting on travel restrictions.—Qbviously from
the standpoint of business spokesmanship, we believe that we can bring
more experience, more knowledge and background to the committee
on the subject of the foreign direct investment controls than is true in
the case of the administration’s proposals to restrict foreign travel by
Americans, Moreover, there would be an understandable temptation
for an organization such as MAPIT to treat the tourism proposals of
the Administration as more of a nuisance than anything else and there-
fore address ourselves only to other aspects of the administration’s pro-
-gram. But we reject this temptation because it is our firm conviction
that the philosophy which pervades the foreign direct investment con-
trol program is also present in the travel proposals which are directly
before the Congress. And we do not believe that it is proper for the
Institute cavalierly to say that the international travel controls can
be lived with and all that needs to be done is to tinker with these pro-
posals. We, therefore, submit criticisms and recommendations regard-
Ing restrictions on travel and travel expenditures.

‘Proposep TraveL Tax anp TreaTENING OF CUsTomMs TREATMENT OF
A - TourisT EXEMPTIONS

Before proceeding to a more detailed consideration of the proposals
before the Congress regarding travel and travel expenditures, let us
state briefly our broad conclusions as to these recommendations.

As indicated in the introductory section of this statement, we feel
that both the program of direct private investment controls and the
foreign travel provisions reflect a preoccupation with a controls ap-
proach to an effort to improve the balance-of-payments program. The
announced goal of the administration in respect to the statutory travel
restrictions is a saving of $400 million in the balance-of-payments
account. Although $400 million is by no means a small sum, in absolute
terms it is a relatively modest goal in respect to the dimensions of our
long-standing and continuing balance-of-payments problem. More-
over, it is our judgment that the actual saving will not approach the
$400 million goal. Any technical or gross saving must be offset by the
cost of administration to Government which we expect to be large, by
the burden on the private citizen which will be substantial, and by the
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cost to American business. One is tempted to conclude that the only
persons who will be deterred from traveﬁ) as a result of these restrictions
will be the low-income groups. The businessman who must travel will
travel. The persons of reasonable to affluent means will undoubtedly
decide to pay the cost.

Even allowing for the stress of the administration on the objective
of curtailed spending rather than trip cancellation, we think the goal
will not be approached. In the net, therefore, we have a program con-
ceived in a fundamental philosophy of controlism which will not even
achieve its relatively modest goal and which will trigger a burden-
some and complex system of procedures. These procedures not only
will be annoying but they will be an encumbrance on the right of the
American people to move freely on a domestic and international level
except where the national interest absolutely makes it necessary to
place restrictions on such movements. Beyond this, as usual, in terms
of Government’s approach to the solution of the balance-of-payments
groblem as we see 1t, not enough attention is being given on an action

asis to affirmative means by which we may improve our net balance-
of-payments position with regard to travel, taking into consideration
both U.S. trips abroad and foreign trips to this country. Although
there are practical limitations, we have done far from a good job In
attracting tourists to the United States. One might conclude that it is
a case of too many studies, too many “pronouncements” and not
enough action. Let us hope that a really affirmative program will de-
velop and be aggressively implemented in connection with the report
of the White Ifouse Task Force headed by Ambassador McKinney. It
should also be indicated that through the foreign direct investment
control program, as we have pointed out above, businessmen will be put
on a forced-draft schedule of foreign travel in order to try to compen-
sate for the mischief which the Government is creating through its
investment controls. In a word, the foreign travel restrictions aren’t
worth the price which will have to be paid for creating them, admin-
istering them, and living with their restrictive burden. There must be
some more imaginative, some more affirmative, some more sensible ap-
proach ﬁo balance-of-payments improvement than is reflected in this
proposal.

Broadening of the tramsportation tax.—The administration has
proposed that the current 5-percent transportation tax on domestic
air travel be extended to foreign air travel as well, and that it also
be applied in the case of transportation by water. We can see some
validity to taxing transportation by air and water to and from a
foreign destination on the same basis as that applied to purely do-
mestic air travel at the present time. So long as the tax is levied
on fares paid in the United States, the collection problem would
appear to be relatively simple. However, we have distinct reserva-
tions about attempting to deal with the problem of transportation
taxes as part of a short-run program to cope with deficits in our
balance of payments. We think it would be far better for Congress to
consider taxes on air and water transportation in connection with
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examining the current tax treatment of other types of passenger trans-
portation. At that time, basic relevant features relating to equity, rela-
tive competitive positions, financial strength, etc., can be given ade-
quate consideration within the framework of transportation facilities
and needs as a whole. For this primary reason, we suggest that the
Congress defer action on this proposal at the present time.

Tazx on foreign travel expenditures—Under the administration pro-
posals, a tax would be imposed on the daily average expenditures for
living, entertainment, and gifts, incurred by an American while travel-
ing outside the Western Hemisphere. If this daily average expendi-
ture figure exceeds $7, a tax of 15 percent would be imposed, while
any excess over $15 would be taxable at a 30-percent rate. The tax
would purport to be temporary with a scheduled expiration date
of September 30, 1969, and it would not cover foreign travel of a
student or businessman on a trip for more than 120 days.

The traveler would be required to make a declaration of the funds
in his possession on leaving the United States. He would also have
to pay an estimated foreign expenditure tax to the Internal Revenue
Service at that time. On arrival back in the United States, the traveler
would again report on his cash balance as he is processed through
customs, Within 60 days he would be required to file a final return with
the IRS, and the tax would be applied to the difference between the “de-
parting” cash balance and the “returning” cash balance plus credit
card charges and all other expenses attributable to the trip. A penalty
of $200 would be imposed for failure to make a declaration of esti-
mated tax and a statement as to cash balance. In addition, a penalty
of 10 percent of the underpayment of estimated tax would be im-
posed for underestimation. Any difference between the original esti-
mated tax and 80 percent of the actual tax shown subsequently on the
return would be considered an “underpayment” for this purpose.

In general, we think that the proposed foreign expenditure tax
should be rejected on the grounds that it is poorly conceived, highly
arbitrary, difficult to comply with, and burdensome in the extreme for
persons who have legitimate reasons to travel abroad. American in-
dustry, of course, would be forced to absorb the significant part of the
burden of these proposals that would result from the application of
the tax to American businessmen traveling abroad in the interest of
their employers for periods of less than 4 months. The implications of
this fact, of course, are significant in a number of ways: it penalizes
the American businessman and his corporate employer at a time when
he will be compelled by the foreign direct investment control program
to travel more rather than less in order to attempt to make arrange-
ments for borrowing and deal with administrative problems which will
flow from the direct investment controls program; it runs up the costs
of corporate American employers whose executives will be traveling;
and adds to the inflationary impact both domestically and in terms
of the company’s ability to compete internationally.

What these proposals would evoke in the way of foreign counter-
measures is a matter of conjecture, but we believe that the foreign
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reaction would likely be swift and significant. Basically, we think
that the tax would be an unjustified intrusion on the fundamental
right of Americans to travel abroad, and we think for this reason
alone the tax should be rejected.

Apart from matters of principle, we think it is clear that the
techniques of requiring travelers to report cash balances on leaving
and returning to the United States are going to cause tremendous
administrative problems for the Internal Revenue Service and the
Customs Service, and just as certainly there are going to be very diffi-
cult problems for travelers in attempting to distinguish between
those expenditures which are subject to the tax and those which are
not. Further, we request that the requirement for the final tax return
to be filed within 60 days after the traveler’s return to the United
States is wholly unrealistic in terms of whether he can be expected as
a practical matter to make a final accounting of his expenditures so
soon after completing the trip. Clearly the §7 and $15 tax brackets
as applied to daily average expenditures are wholly unrealistic in
terms of what it costs Americans to travel abroad with any decent
accommodations. Obviously it would be helpful to increase these dollar
brackets considerably as well as to modify other aspects of the pro-
posed procedures including the “60 day” final filing requirement, but
frankly we think that the proposed tax i1s so bad fundamentally that we
are reluctant to offer any palliatives which might make it endurable.

Tightening of customs exemptions—Finally, the administration
proposes to reduce the duty-free exemption on property brought into
the United States by travelers returning from abroad from $100
to $10. A companion proposal would lower the duty-free exemption
on gifts mailed from overseas from $10 to $1. These measures would not;
affect the interests of the companies we represent to any significant
degrees. However, we think that they should be rejected on the ground
that they are an integral, though an auxiliary, part of the overall
package including the foreign expenditure tax and the broadened
transportation tax.

We urge that the entire set of proposals now under consideration
be rejected and that Congress express its desire that the administra-
tion come up with a broadened, imaginative, and “action” program
of attracting foreign travel to the United States.

Tue Basic Poricy Decision ox INnvesTMENT CONTROLS

We have grave reservation about the basic policy decision to adopt

a system of mandatory foreign direct investment controls and we

also object to the structure of the control program implementing the

basic policy decision. We deal first with the basic decision. Reasons

for our opposition are sketched below and a more detailed analysis
is set forth 1n the supplement to this statement.

A. The wrong target.—In the net, foreign direct investment is

a favorable factor in our balance-of-payments situation when the



822

outflow of capital is measured against the return to the United
States of subsidiary earnings, licensing fees and royalities. In
addition there is the increase in exports attributable to foreign
direct investment. This favorable position is true both presently
and historically. The income returns on direct private invest-
ments abroad, on a cumulative basis for the last 13 years, ex-
ceed total outflow by $16 billion.

B. Controls breed controls—Controls beget controls and once
having established a control mechanism with respect to foreign
direct investment abroad there is a grave danger that these con-
trols will be tightened further, continued for an indefinite period
of time, and lead to controls over other aspects of foreign trade.
Our concern in this area is reinforced by the fact that there has
been a trend toward control of private decision-making with re-
spect to private investment abroad for a number of years. This
trend * has been evidenced, for example, by the Interest Equal-
ization Tax Act, the Revenue Act of 1962, the voluntary invest-
ment controls program, banking controls, etc. Moreover, it is im-
possible to accept with any credibility the “assurances” that are
being offered currently that this is a temporary program. The
country has had experience with “temporary” programs pre-
viously adopted that are now firmly embedded in our system.

C. Protectionism in reverse—~The control system that has been
inaugurated represents protectionism in reverse. It is an attack
on the ability of American industry to maintain and improve its
position in international trade. It 1s a give-away to the competi-
tion. As for Europe, it 1s almost tantamount to a forced retrench-
ment of American industry’s position in Europe.

In carrying on world trade in the broadest sense, American busi-
ness confronts foreign competition abroad and at home. National-
ism and restrictionism abroad have created a wide variety of trade
barriers. Regional trading blocs are growing in significance. U.S.
private investment abroad has been a critical tool in our business
effort to counter these obstacles. Now U.S. business’ freedom to use
that tool is being seriously disabled. The schedule of import-export
ratios for certain capital goods products, shown on the next page,
underscore a trend which shoul(f make it unthinkable for Govern-
ment to support a mandatory investment controls program. There
is a limit to what business can sustain.

D. I'nwitation to protectionism.—These controls represent an
open invitation for the Congress to proceed toward protectionist
measures with respect to imports, and a similarly open invitation
to industries-concerned with import problems to press for quotas
and tariff-increases. The administration cannot have it both ways.
It cannot expect to adopt a restrictionist approach to foreign
investment and hold the line with regard to the theory of free
trade in other respects. :

1 See the MAPY statement to the Joint Economic Committee, February 28, 1967.
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IMPORT-EXPORT RATIO FOR MAJOR CAPITAL EQUIPMENT CATEGORIES
[Imports and exports in millions of dollars; ratios in percent}

1960 1961 1962 1963 1964 1965 1966

Engines and parts:

Ratio.
Textile and leather machinery:

24 35 28 49 136 195 331
565 694 661 676 841 975
6.2 4.0 7.4 201 232 339

115 152 172 195 248 327
541 558 645 825 865 860
21,3 27.2 267 236 288 380

75 85 98 104 136 191
310 324 362 434 471 557
4.2 2.2 2.1 240 289 343

34 41 48 40 63 135
391 435 347 408 332 338
9.8 19.0 39.9

IMPOrts... . cnnme e cmeee e emeas 70 82 94 93 127 157 221
Exports. .. 200 190 228 207 227
i 4.0 489 5.7 758 97.4

140 174 269 360 472
1,876 2,004 2,289 2,458 2,822
1.5 87 1.8 141 16.7

Exports.... -
.......................................... 8 8.7 9.4 13.8

25 22 4] 67 105
264 326 35 472 488
9.5 6.7 1.5 142 2.5

216 220 225 314 486
367 390 404 345 381
58.9 5.4 557 9.0 127.6

174 177 177 259 425
730 m 905 844 1,030
23.8 228 19.6 30.7 4.3

540 635 871 1,160 1,166
4,087 4,229 4,860 5274 5779
132 151 179 220 29,0

A15 419 443 640 1,016
1,361 1,493 1,665 1,660 1,899
%.5 281 266 38.6 535

Machinery, total:
IMPOMS. oo - e eeeeeaeee e mmee e meen 724 789 954 1,054 1,314 1,800 2,693
Exports. 3 4958 5447 5702 655 6,934 7.678
RAO0- oo 6. {52 i7.5 iss 2.1 2.0 351

E. A long-range problem.—The balance-of-paymen