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THE 1971 ECONOMIC REPORT OF THE PRESIDENT

The letter appearing below was sent to the following organizations:
American Bankers Association, American Farm Bureau Federation,
American Federation of Labor and Congress of Industrial Organiza-
tions (AFL~CIO), American Life Convention, Chamber of Commerce
of the United States, Committee for Economic Development, Com-
munications Workers of America, Conference on Economic Progress,
Conservation Foundation, Consumer Federation of America, Con-
sumers Union of the U.S., Inc., Cooperative League of the U.S.A.,
Credit Union National Association, Inc., Federal Statistics Users’
Conference, Financial Executives Institute, Friends of the Earth, In-
dependent Bankers Association, Investment Bankers Association, In-
vestment Company Institute, Life Insurance Association of America,
Machinery and Allied Products Institute, National Association of
Manufacturers, National Association of Mutual Savings Banks, Na-
tional Association of Security Dealers, National Farmers Union, Na-
tional Federation of Independent Business, National Federation of
Independent Unions, National Grange, National League of Insured
Savings Association, National Planning Association, Sierra Club,
United Automobile, Aerospace and Agricultural Implement Workers
of America (UAW), United Mine Workers of America, United States
Savings and Loan League, and the Urban Coalition. These organiza-
tions were invited to submit their views or comments on the text and
recommendations contained in the 1971 Economic Report of the Presi-
dent. T'wenty-one organizations submitted statements and their views
were considered by the Joint Economic Committee in the preparation
of its report on the President’s Economic Report.

FEBRUARY—, 1971

Dear ME. —————: Under the Employment Act of 1946 the Joint Economie
Committee has the responsibility of filing each year a report containing its
findings and conclusions with respect to the recommendations made by the Presi-
dent in his Economic Report. Because of the limited number of days available for
hearings, the committee is requesting a number of leaders of business and finance,
labor, agriculture, and consumer organizations to submit statements for the
record on the economic issues facing the Nation, These statements will be made a
part of our hearings on the Economic Report in a printed volume containing
such invited statements. )

We therefore invite your comments on the economic issues which concern the
Nation and your own organization. Under separate cover we are sending you a
copy of the 1971 Hconomic Report of the President, filed February 1.

We would like to distribute copies of your statement to the members of the
committee and the staff, and would therefore appreciate your sending 30 copies,
by Wednesday, March 10, 1971, to Mr. H. D. Gewehr, administrative clerk, room
G-133, New Senate Office Building, Washington, D.C. 20510.

Very truly yours,
WiLLIAM PROXMIRE, Chairman.
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AMERICAN FARM BUREAU FEDERATION

We appreciate the opportunity to comment on the 1971 Economic
Report of the President.

Our comments will largely be confined to a few points that are of

particular concern to farm and ranch families at this time.
_ At the outset we would like to note that the 1971 Economic Report
is largely devoted to a discussion of matters that are directly related
to the functioning of our economy. In this respect the current Eco-
nomic Report appears to us to be a decided improvement over some
prior reports which basically have been designed to present—in an
economic framework—a catalog of Presidential recommendations on
a wide range of subjects.

In our opinion the economic policies of the Federal Government de-
serve particular attention this year because we are at a critical stage
in our efforts to eliminate the disruptive influences of inflation.

In determining the economic policies that are to be followed in the
coming year the Congress and the administration are, in effect, decid-
ing whether we are going to strengthen our economy in the years ahead
by stabilizing the value of the dollar, or weaken it by inviting another
unsustainable inflationary binge.

Our views on this subject are set forth in the following extracts from
Farm Bureau policies for 1971

Inflation is a serious threat to economic stability. Excessive Federal Govern-
ment spending is the basic cause of our current problem of inflation. Deficit

" spending by the Federal Government and policies which expand the supply of
money and credit faster than production clearly lead to inflation. Both Congress
and the executive branch of Government must face up to this fact and bring
expenditures into balance with income at tax rates which are not oppressive.

We are concerned that Government leaders are overreacting to the mild down-
turn in our economy during the past year. We oppose excessive Government
spending and monetary policies which would lead to further inflation.

Efforts of the Federal Reserve Board to restrain inflationary increases in
private credit should not be offset by increases in direct Government lending.

* * #* * * * *

We favor continuation of the independent Federal Reserve Board as an essen-
tial tool to bring about a balanced economy.
Agriculture should have representation on the Board.

* % * * * * *

Because stability of the purchasing power of the dollar, as well as the main-
tenance of high employment, is essential to the economic well-being of the Na-
tion, we recommend amendment of the Employment Act of 1946, to provide equal
emphasis on the maintenance of the value of the dollar.

* * % * * * I

‘We continue to oppose direct price and wage controls. .

We also oppose indirect controls, such as efforts to influence private decisions
by guidelines, retaliatory actions, or dumping of stockpiled commodities. Such
measures deal with symptoms rather than causes of inflation.

Existing law should be amended to permit the Treasury to pay competitive
interest rates on long-term Government bonds.
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In our opinion important parts of the Economic Report reflect an
overreaction “to the mild downturn in our economy in the past year.”
On the other hand, it seems to us that many of those who criticize the
administration for the alleged failure of its efforts to bring inflation
under control fail to recognize the progress that has been made. As
the President notes on page 5 of the Economic Report:

The restraint of 1969 and the slowdown of 1970 have set in motion strenuous
efforts at cost reduction. These actions, as the pace of the economy quickens,
will bear fruit in better productivity and costs. Prices have begun to rise less
rapidly. There are the first faint signs of a retardation in wage increases in some
sectors. Much of the anti-inflationary effect of the 1970 slowdown still has to be
felt. And if the expansion is properly controlled in 1971, the conditions for
further slackening of the inflation rate will remain. The expectation of con-
tinued rapid inflation has been weakened by the firm policies of the past 2 years
and we must strengthen this growing confidence in the future value of money.

At the present juncture, just when we are beginning to see a few
signs that the inflation of recent years is moderating, it is vitally im-
portant that we avoid reviving inflationary expectations. In our
opinion the Federal budget for fiscal 1972, 1s inconsistent with the
President’s expressed desire to “strengthen confidence in the future
value of money.” Under assumptions many economists regard as
optimistic the budget for 1972 shows a prospective deficit of $1114
billion. The actual deficit could be much larger. There is a real danger
that the deficit now in prospect for 1972—and the accompanying
argument that such a deficit is justified because expenditures
will not exceed full employment revenues—will revive inflationary
expectations. .

We recognize that the President’s budget recommendations are
motivated to an important degree by a desire to reduce unemployment.
We do not, however, agree that an inflationary fiscal policy is a sound
method of approaching this worthy objective. In our opinion it would
be better to seek first to create a solid base for economic progress
through policies that will stabilize the value of money, and then to
attack unemployment more directly through such means as (1) ef-
fective programs to upgrade the skills of unemployed workers and (2)
measures to improve opportunity for market forces to guide the de-
velopment of our economy.

In this connection we are pleased to note that the need to allow more
opportunity for market forces to operate is recognized in a number of
places in the Economic Report. For example, on page 7, the President
said :

Free prices and wages are the heart of our economic system; we should not
stop them from working even to cure an inflationary fever. I do not intend to
impose wage and price controls which would substitute new, growing, and more
vexatious problems for the problems of inflation. Neither do I intend to reply
upon an elaborate facade that seems to be wage and price control but is not. In-
stead, I intend to use all the effective and legitimate powers of Government to
unleash and strengthen those forces of the free market that hold prices down. This
is a policy of action, but not a policy of action for action’s sake.

We believe that the President should continue to adhere to this phi-
losophy, and that it deserves the support of the Congress.
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We also would like to call attention to the portions of pages 80 and
81 which read as follows:

In some cases the insulation from market forces is due to acts of commission
or omission by the Federal Government * * =,

L % * * » L *

The President’s June 1970 speech also announced the establishment of the
Regulations and Purchasing Review Board to correct Government policies which
unnecessarily contribute to inflation. It has under consideration a number of
problem areas on which recommendations will be forthcoming. Examples of these
are the management of import restrictions, regulations which unduly increase
the cost of bidding on small Government projects, design and procurement meth-
ods for Government buildings, and the administration of the Davis-Bacon Act,
which requires that contractors on Federal construction projects pay “prevailing”
wages (a provision which in practice may have exerted an inflationary effect
on construction wage rates and costs).

There are, of course, many other Government policies—including
policies which permit the distribution of food stamps and unemploy-
ment benefits to strikers—that deserve reexamination in the context of
their adverse effects on economic stability. A prime result of Govern-
ment policies which tend to insulate prices and wages from market
forces is the creation of pressure for inflationary action to offset the
adverse effects such policies otherwise would have on employment.

In summary, we believe that :

(1) Under current circumstances the major objective of eco-
nomic policy should be a more stable price level ;

(2) Inflationary policies must be avoided to create a sound
basis for sustained economic growth, high employment, and a
rising level of real income ; and '

(3) We should strengthen market forces instead of resorting to
price and wage controls which deal with the symptoms rather than
the causes of inflation.



AMERICAN FEDERATION OF LABOR
AND
CONGRESS OF INDUSTRIAL ORGANIZATIONS

By Georce MeaNy, President

American workers and their unions are deeply disturbed by the con-
tinuing economic stagnation in the United States that has curtailed
production and wiped out the jobs and the incomes of millions.

They are alarmed by the ceaseless rise in the cost of living, fueled by
high profits and high interest rates, that is eroding the purchasing
power and wrecking the hopes and plans of millions more.

They are distressed at the administration’s solicitude for corporate
America, expressed through tax concessions and prodigal deprecia-
tion allowances, and its disregard of the public welfare, expressed
thro%gh cutbacks of Government programs that benefit all of the
people.

They arc dismayed at the President’s veto of badly needed educa-
tion, health, and manpower legislation.

They are impatient with the administration’s inability to provide
leadership, or to cope with the range of domestic problems that must
be solved if America’s progress toward social and economic justice for
all its people is to resume.

They are looking to Congress to fill the void.

In the light of the Nation’s experience over the last 26 months, the
AFL~CIO submits that the Congress cannot look to the executive
branch to offer a coherent, progressive legislative program designed
to meet the needs of the present.

We beliove the Congress must take the initiative in shaping such a
program on behalf of all the people.

The AFI~CIO has repeatedly urged progressive action on the
administration, but without effect. We have repeatedly warned against
the unbalanced domestic policies the administration has chosen to
pursue, but without effect.

The record of the last 2 years, in almost every area of domestic life,
has been a record of adverse developments and deterioration of the
social fabric.

Last month, the AFL-CIO Executive Council undertook a search-
ing analysis of America’s problems. We were sharply critical of what
we found but we did much more than criticize. We offered viable,
achievable solutions to the problems the Nation faces.

In the firm belief that these alternatives will be of value to the
Congress, in the pursuit of a nation fully employed, at decent wages
and conditions; with sound policies for realistically solving the prob-
lems of the underprivileged in society, we submit to the Congress our
program of specific actions for the public good.
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I. Tue Ecoxoyic Pictore v 1971

The administration’s “game plan” to combat inflation through an
economic slowdown has finally been abandoned in the midst of its
tragic consequences—a prolonged recession and increasing unemploy-
ment, combined with an accelerated rise of living costs.

But the new “game plan,” recently outlined in the administration’s
budget and economic reports, is a half-hearted exercise in success-
through-optimism.

The unfortunate results of the discarded “game plan” are apparent
in almost all parts of the economy :

There were 5.4 million unemployed in January—6 percent of
the labor force—up 2 million from a year ago and 2.5 million from
January 1969, when the “game plan” got underway.

Economie distress has spread from six major industrial areas,
when the administration took office, to 40 in J anuary. In addition,
the Labor Department reports substantial unemployment in 622
smaller industrial communities. _

Unemployment rates are up to 17.6 percent for teenagers, 11.2
percent for construction workers, 10.6 percent for the unskilled,
9.5 percent for Negroes and 8.6 percent for the semiskilled.

Over the past 2 years, unemployment rates more than doubled
for professional and technical workers, skilled craftsmen, workers
in factories, transportation and public utilities; doubled for con-
struction workers; and increased considerably for all other major
groups of wage and salary earners.

Millions of additional workers have seen their paychecks shrink,
as production cutbacks brought reductions in working hours.

However, the yearly rise of the Consumer Price Index acceler-
ated to 6 percent in 1970 from 5.4 percent in 1969, 4.2 percent in
1968 and 2.8 percent in 1967.

The buying power of the weekly aftertax earnings of the aver-
age nonsupervisory worker in private, nonfarm employment—
about 48 million—declined in 1970 for the second consecutive
year. It wasless than in 1968 and even below 1965.

The modest easing of the Federal Reserve’s monetary policy since
February 1970, was sufficient to halt the decline of the stock market
and the threat of spreading business bankruptcies. Interest rates have
moved down from their record highs, as the demand for business loans
has weakened. But neither the Federal Reserve nor the administra-
tion have moved to drive interest rates down.

The Government has not taken decisive actions to turn the economy
around from recession and stagnation to a sustained upturn. A rising
trend of unemployment continues to threaten workers and their
families. ©

With industry now operating at only about 75 percent of its pro-
ductive capacity, business outlays for new plants and machines are
leveling off—which means a decline in the real volume of business in-
vestment, after accounting for increased prices. It is unlikely that
this part of the economy will pick up substantially until sales rise
enough to convince most industries that additions to their productive
capacity can be operated profitably.
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The expected surge of consumer spending has not materialized since
most families have found their real incomes declining. Until employ-
ment, workers’ buying power and consumer expectations turn up sig-
nificantly, no major increases in consumer expenditures can be
expected.

The only parts of the economy that are expanding rapidly are
residential construction and the activities of State and local govern-
ments, which naturally respond to the availability of credit at lower
interest rates. Residential construction, which was clobbered by the
right economic squeeze of 1969 and early 1970 is now moving up—the
strongest growth sector of the economy at present. Yet, even the 1.8
million housing starts expected by homebuilders in 1971—up from 1.4
million in 1970—are considerably below the number required by the
national goal of 26 million new and rehabilitated units in 10 years,
established by the Housing Act of 1968.

However, the combined advance of residential construction and the
activities of State and local governments is far from enough to push
the entire national economy forward, when all other economic sectors
are stagnant or growing slowly. As a result, business inventories of
goods on hand are rather high, in relation to sales; the number of wage
and salary earners on nonfarm payrolls throughout the economy is no
greater than in the summer of 1969 ; and the average number of weekly
working hours is down more than 2 percent from 2 years ago.

In the face of these conditions, only an immediate and substantial
Goverenment stimulus can boost sales and production sufficiently to
provide the growing number of job opportunities needed for the un-
employed and the growing labor force in this period of cutbacks in
military production and in the size of the Armed Forces.

During the last year, however, the President vetoed congressional
appropriations for the expansion of programs that would create jobs
in providing needed public facilities and services. Toward the end of
1970, the President vetoed the manpower bill to aid the States and
local governments in creating public service jobs for the unemployed.

Tn the face of all this, the administration offers a new game plan and
a new target: An unemployment rate in the 4.5 percent zone and an
inflation rate approaching the 3 percent range by mid-1972.

This target of less than full employment and relative price stability,
114 years from now, is based on a forecast of a 9-percent increase in the
gross national product in 1971 and a nearly 12-percent rise between
the October-December quarter of 1970 and the same quarter in 1971—
mostly representing an expansion in the real volume of economic
activity. To date, the administration has not indicated how these tar-
gets and forecasts are to be achieved.

This new game plan is based on rhetoric and wishful thinking
arithmetic, rather than on specific programs to create jobs, increase
consumer buying power, and lift sales and production. Instead of the
needed substantial stimulus, the administration has presented a policy
of miniexpansion for 1971. Proposed increases in budget expenditures
are hardly any greater than last year, and much of these increases are
for vaguely defined revenue sharing rather than for specific, expan-
sionary programs. Moreover, the expected budget deficit in 1971 re-
sults more from the low tax receipts of a sluggish economy and 2
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depreciation tax bonanza to business than from decisive actions to

lift the economy. .
Expansionary economic measures to reduce unemployment rapidly

would boost productivity and reduce cost-price pressures in the econ-

omy. Government efforts to drive down interest rates would encourage

the needed expansion and ease inflationary pressures on costs and
rices.

P We recommend the following actions: )

1. Full funding of Government programs to meet America’s
public investment needs in such areas as education, health care,
low- and moderate-income housing and community facilities could
add at least $6 billion to the economy’s spending stream. In addi-
tion, a $2 billion program of Federal grants to States, local gov-
ernments and Federal agencies is needed to step up short-term
public works construction and repairs in areas of high unem-
ployment.

Such action is essential to lift sales, production, and employ-
ment and could be a key to reconversion, by offsetting the declining
defense proportion of national production with an increased em-
phasis on public investment. It would also boost Government
revenues as employment and incomes rise, the soundest way to re-
duce the growing budget deficit that results from the recession
and persistent economic sluggishness.

2. Immediate congressional legislation is needed to provide suffi-
cient Federal funds to State and local governments and private
nonprofit organizations to create at least 500,000 public service
jobs this year for the unemployed.

3. America needs a more rapid expansion of money and credit,
at lower interest rates, to stimulate economic expansion.

The Secretary of Housing and Urban Development should use
his authority to drive down interest rates dramatically—to reduce
the maximum rate on FHA-VA home mortgages immediately to
6.5 percent and to further reduce that rate to no more than 6 per-
cent no later than the end of the year.

We urge the Federal Reserve to take leadership in reducing in-
terest rates, rather than following the weakening trend in the
money markets, by reducing the discount rate it charges commer-
cial banks to 4 percent.

The Nation’s major banks should immediately and dramatically
cut their prime interest rate—the basic price of money—to 5 per-
cent, a move that would result in reducing all interest rates.

We urge the Congress to direct the Federal Reserve to channel
credit where it would most benefit the economy and to curb the flow
of credit for such activities as conglomerate takeovers, land specu-
lation, and foreign subsidiaries. The Congress should also em-
power and direct the Federal Reserve to provide available credit,
at preferential lower interest rates, for urgently needed commu-
nity facilities, health-care projects and low-income housing.

A congressional review of the entire Federal Reserve System .
and the Nation’s monetary policy is long overdue—to %ring
America’s central bank fully into the Federal Government struc.
ture, to provide improved coordination of the Nation’s monetary
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policy and to make the Board of Governors and the managing
boards of the district banks more representative of the major
groups in the economy, including workers and consumers.

4. Enforcement of the administration’s announced 20-percent
speedup in depreciation writeoffs of the costs of machines and
equipment—as well as ending the requirement that business actu-
ally replace machines at about the same rate they are written
off—should be barred by congressional action. This tax bonanza
to business, if enforced, will cost the Government $2.7 billion in
the first full year, rising to over $4 billion a year in 5 years.
Middle- and low-income taxpayers will be forced to pay for these
tax losses and the Federal tax structure will be moved further
away from the principle of ability to pay. Yet this windfall will
result in little, if any, increased business outlays for machines, so
]?1111g as considerable amounts of existing productive capacity are
idle.

Since depreciation writeoffs are listed as a cost of doing busi-
ness, the speedup will provide an inflationary rise of 1eported
costs, on which prices are based. Moreover, termination of the
requirement that business replace equipment at the approximate
pace of the writeoffs will destroy any rational basis for deprecia-
tion in the tax code. We urge the Congress to put an end to this
application of trickle-down economics.

5. Increases in the buying power of workers’ wages and salaries
are a basic prerequisite for economic growth in 1971—provide
workers with a share in the benefits of economic progress and to
establish the foundation for the needed expansion of consumer
markets. Rapid economic growth in 1971 will not be possible with-
out a substantial boost of consumer sales, which account for
almost two-thirds of the national economy. And the needed rise
of consumer expenditures cannot possibly be achieved unless
increases in the real incomes of workers are attained.

6. We urge the Congress to adopt an immediate 15 percent
across-the-hoard increase in social security and railroad retire-
ment benefit payments—to improve the living conditions of the
elderly and provide a lift to consumer sales. .

7. The Employment Security Amendments of 1970 established
a national extended unemployment compensation benefit pro-
gram, effective January 1, 1972, to assist long-term jobless work-
ers. The AFL-CIO urges the Congress to advance the effective
date of this program so that it can be implemented immediately
and to provide for full Federal funding of the extended benefit
payments. )

8. To curb the price-raising ability of the dominant corpora-
tions, Government action is needed to curtail the high rate of
business mergers and conglomerate takeovers, which have been
greatly increasing the concentration of economic power in a nar-
rowing group of corporations and banks. In pursuit of this ob-
jective, a thorough congressional study of the structure of the
American economy is needed. .

9. The specific canses of soaring pressures on living costs, such
as physicians’ fees, hospital charges, housing costs and auto Insur-
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ance rates, should be examined for the development of practical,
sensible measures to dampen these pressures.

We state again, as on numerous occasions since February 1966: If
the President determines that the situation warrants extraordinary
overall stabilization measures, the AFL-CIO will cooperate so long
as such restraints are equitably placed on all costs and incomes—in-
cluding all prices, profits, dividends, rents and executive compensa-
tion, as well as employees’ wages and salaries. We are prepared to
sacrifice as much as anyone else, as long as anyone else, so long as there
is equality of sacrifice.

II. Wace NrecoTraTions 1Ny 1971

- Substantial increases in wages and salaries are needed in 1971 if
workers are to maintain and improve their real incomes.

The national economy needs increased workers’ buying power to
boost consumer expenditures, which account for almost two-thirds
of total national production—to lift the economy out of stagnation.

The administration has told the Congress that the achievement of
the economic goals set in its budget call for a 9.4 percent increase in
consumer spending. We say that the most realistic and effective way to
meet that goal is by substantially increasing the real wages of workers.

Despite outcries in the news media about the size of collective
bargaining settlements—and there have been some large ones—the
overwhelming majority have been modest, in the face of the accelerated
rise of living costs. Many workers are locked into 2- or 3-year agree-
ments, that were negotiated in 1968 or 1969. The cumulative increase
in the cost of living in the 3 years, 1967-1970, adds up to 16.2 percent
and in the 2 years, 1968-1970, this rise was 11.5 percent.

Unfortunately, many long-term agreements, negotiated 2 or 3 years
ago, underestimated the accelerated price rise and provided deferred
wage increases that were less than the rise in the cost of living. Work-
ers covered by such contracts have had declines in the buying power
of their hourly wages. e

The modest size of wage gains of most workers can be seen clearly
in the Labor Department’s report that, in 1970, the average hourly
earnings of nonsupervisory workers in private nonfarm employment—
including those who achieved wage increases in agreements negoti-
ated during the year—rose only 5.9 percent, slightly less than the in-
crease of living costs,

According to the Labor Department, the gross weekly earnings of
the average nonsupervisory worker were $119.78 in 1970. That adds
up to $6,228 a year. Yet, the Labor Department reports that it cost
$10,664, before tax payments, to maintain a modest but adequate stand-
ard of living—with few luxuries—for an urban family of four at the
price leyel of the spring of 1970. That comes to about $205 a week for
a full-time worker, 52 weeks in the year. With the rise in living costs
since the spring of 1970, the cost of maintaining such modest standard
of living is now about $11,000.

Even the Labor Department’s lower family budget—with some
amenities and no luxuries—cost $6,960 for a family of four in urban
areas at spring-1970 prices, approximately $134 a week for 52 weeks.
At present prices, the cost is now approximately $7,200.
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In contrast with these income requirements for an urban family of
four, the Census Bureau reports that the midpoint earnings, before
taxes, of even those male wage earners who were fortunate enough to
work at least 50 full-time workweeks in 1969 were only about $8,400
or approximately $168 per week.

So most wage and salary earners are pressed in their attempt to
reach and maintain sufficient earnings for merely a modest standard
of living from their regular job. A large group of workers does not
attain even the before tax $7,200, required for the Labor Department’s
“lower budget” for a four-person family in an urban area. .

Moreover, the trend of rising living costs in 1970, and cuts in work-
ing hours for many workers, resulted in a 1 percent decline in the
buying power of the average nonsupervisory worker’s weekly take-
home pay—to 1.4 percent below 1968 and 1.3 percent less than in 1965.
The weakening trend, during 1970, brought an even greater drop in
buying power by December.

These are essential facts confronting workers and unions in wage
negotiations in 1971.-Under these conditions, trade unions have no
recourse other than to seek substantial gains in collective bargaining
this year—to offset previous increases in living costs and to achieve
some gains in buying power. ' :

The record since 1960 clearly shows that the accelerated rise in living
costs came long before the push for larger wage settlements. That
push is a reaction to inflation, not its cause.

Between 1960 and 1965, increases in the wages and fringe benefits
of factory workers were less than the rise of industrial productivity.
Unit labor costs of manufactured goods declined 1.6 percent. However,
wholesale prices of manufacured goods increased 1.7 percent. Profit
margins on each item widened and, with the expansion of sales, total
profits of industrial companies skyrocketed. :

In that same period, unit labor costs in the private economy increased
slightly. But consumer prices rose more than twice as fast, at the rate
of 6.6 percent. With other unit costs relatively stable or declining,
nrofit maroing widened throuchont the nrivate economv. hrineine
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soaring profits to business.

During the course of 1965, the rise of living costs began to step up.
However, it was not until many months later—1966 and 1967—that
the size of collective bargaining settlements also began to move up.
Unit labor costs then started to increase, and business raised prices at
an accelerated pace in an attempt to maintain or even widen profit
margins.

From 1960 to 1965, when living costs rose 1 percent to 1.5 percent
a year, the median collective bargaining settlement was under 4 per-
cent, according to Labor Department reports. Wage and fringe bene-
fit settlements of over 5 percent did not become widespread until 1967,
long after the sharper rise in living costs had begun in 1965.

By 1968, after 3 years of more rapidly rising prices, the median
settlement of major collective bargaining agreements, including both
wages and fringe benefits, was 6 gercent per year over the life of the
agreement and 8.1 percent in the first year. In 1969, it was 7.4 percent
per year during the life of the contract and 10.9 percent in the first

year. In 1970—with the cost of living rising 6 percent, after increases
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of 5.4 percent in 1969 and 4.2 percent in 1968—the median settlement
was 8.5 percent per year over the life of the agreement and 11.3 per-
cent in its first year. The major factor in the stepped-up rise of collec-
tive bargaining settlements was the prior acceleration of increasing
living costs.

Wage and salary earners did not cause the inflationary rise of prices,
nor have they been its beneficiaries. They are among its chief victims.

The inflation of recent years started with a profit inflation and one-
sector capital goods boom plus a 3-year rise of military spending,
beginning in late 1965, that was not offset by an equitable tax increase
to ease the actual pressures in the private economy. In the latter part
of the decade, particularly 1969-70, credit inflation was added and the
price rise accelerated, aggravated by skyrocketing interest rates and
the suppression of productivity increases during the recession.

Corporate profits shot up sharply during the 1960%, much faster
than wages and salaries.

In the first half of 1969, before the onset of the recession, the after-
tax cash flow to corporations (after-tax profits plus depreciation
allowances) was up approximately 91 percent from 1960.

But the after-tax personal income of all Americans was up only
about 76 percent—about one-fifth less than the corporate cash flow.
And that includes the effects of a large increase in employment, as well
as the income gains of individuals.

The after-tax weekly earnings of the average nonsupervisory worker
were up only about 34 percent—three-fifths less than the corporate
cash flow. In terms of buying power, the gain was only about 10
percent.

The profit inflation of 196065 continued through much of the second
half of the decade until the economic slump-—with the rise of interest
rates, lag in productivity, and weakness in sales and production—
brought a decline in profits of nonfinancial corporations between mid-
1969 and mid-1970.

However, in the latter 1960s and particularly in 1969-70, interest
rates rose sharply, increasing costs and prices and producing sharply
rising bank profits. So, while the cash flow of nonfinancial corporations
rose more slowly in the later 1960’s and declined somewhat between
mid-1969 and m1d-1970, bank profits soared.

Profits of banks shot up during the recession of 1969-70, particularly
the profits of the big banks. In 1970, for example, the net operating
profits of J. P. Morgan & Co. were up 21.9 percent; First National
Bank of Dallas, up 19.2 percent; Chase Manhattan Bank, up 16.1 per-
cent; Bankers Trust, up 15.2 percent; First Chicago Corp., up 14.3
percent ; National City Bank of Cleveland, up 11.6 percent.

Over the entire period since 1960—and in almost every year of the
decade—the income gains of other groups in the economy forged ahead
much faster than the gains of wage and salary earners. The 1970 Hand-
book of Labor Statistics, published by the Labor Department, reports
that in the 12 years, 1957-69, real output per man-hour in the private
economy rose at a yearly rate of 8.3 percent. But real compensation
per man-hour of employees (wages plus fringe benefits) increased at
an average pace of only 2.6 percent. And AFL~CIO estimates indicate
an even slower rise in real hourly compensation of nonsupervisory
workers.
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So the income gains of workers lagged considerably behind the gains
of other groups of the society. This income shift has gone, in large part,
to the benefit of business and bank profits. And another part has gone
’fo the benefit of such self-employed groups as physicians, dentists, and

awyers.

Some Government and business officials have tried to focus the
blame for inflation on workers’ wage increases. Yet the record clearly
shows that workers and their families have been among the major vic-
tims of inflation. And they have been the principal victims of the
administration’s misguided “game plan” to combat inflation by an
economic slowdown.

These are some of the major economic issues that confront workers
and trade unions in the thousands of labor-management contract nego-
tiations in 1971.

Thus, workers and their unions can be expected to press for substan-
tial improvements in collective bargaining agreements negotiated in
1971.

I1I. Tue Famk Lapor STsNDARDS AcCT

Modernization of the Fair Labor Standards Act is urgently needed.
The present minimum wage of $1.60 an hour, under the amendments
adopted in 1966, was barely tolerable at that time. It is utterly inade-
quate in 1971, in the face of 5 years of an inflationary rise of living °
costs. Moreover, millions of the lowest paid workers remain unpro-
tected by the act.

The major purpose of this statute, as outlined in its declaration of
policy, is to correct and as rapidly as practicable to eliminate labor
conditions “detrimental to the maintenance of the minimum standard
of living, necessary for health, efficiency, and general well-being of
workers.”

To fulfill the act’s intent, it has been amended four times in its 33-
year history, both to extend its coverage and to raise the wage floor.

Modernization of the act in 1971 would represent a major step in
the effort to eliminate poverty. Nearly two-thirds of the 24 million
poor people, according to the Government’s definition of poverty, are
in families headed by a worker in the labor force—low-wage, part-
time, or unemployed workers. About one-quarter of the poor—and
over 30 percent of all the children growing up in poverty—are in
families headed by a full-time, year-round worker whose wages are
so low that his family is impoverished.

An increase in the Federal minimum wage to at least $2 an hour,
immediately, is now required on the basis of the economic facts. At a
$2-an-hour minimum wage, a full-time, year-round worker would earn
approximately $4,000 a year. This is not much above the Government-
defined poverty line of approximately $3,700 for a nonfarm family of
four. But it would represent quite an improvement over the $3,200
such a worker earns at the present $1.60 Federal minimum rate.

The protection of the Fair Labor Standards Act should be extended
to all workers. The act’s coverage, which now protects 46 million work-
ers, should be extended to the remaining 17 million nonsupervisory
wage and salary employees who are still not covered by this Federal

)
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Approximately 6 million workers currently protected by the mini-
mum wage provisions of the Fair Labor Standards Act are denied its
hour protection because of specific exemptions. We believe that farm-
workers, hotel and restaurant workers, local transit employees, agri-
cultural processing workers, and other similar groups need protection
from excessive hours, as well as an adequate floor under their wages.
This hodgepodge of exemptions should be eliminated.

We urge prompt congressional action to update the Fair Labor
Standards Act—to raise the minimum: wage to at least $2 an hour and
to extend the act’s coverage to the 17 million nonsupervisory wage and
salary earners who are still excluded from the law’s protection.

IV. RevENUE SHARING

The sharing of Federal revenues with the States and localities is
a well-established principle. Today, about one-fourth of the Federal
revenues available for domestic use is shared with the States and
localities.

Through the present system of Federal categorical grants-in-aids,
$24 b7illion of Federal money flowed to State and local governments
in 1970. ‘

There is widespread agreement on the responsibility of the Federal
Government to provide financial aid to the States and local govern-
ments, particularly in this time of rapid social and economic change.
The Federal tax structure, with all of its deficiencies, is a more equit-
able and efficient producer of revenue than State and local tax systems
that depend so largely on sales and property taxes. Moreover, many
public needs involve nationwide social issues, such as education and
welfare. Many others cross the boundary lines of States and local
government units, such as requirements for highways, pollution con-
trols, manpower training, and regional economic development.

Categorical grants-in-aid transfer Federal funds to a State or local
government for specific purposes or “categories,” geared to meet
high-priority needs determined by Federal legislation. Such programs
are established by the Congress, through the normal process of legis-
lation and appropriation, with the opportunity for congressional re-
view of how the programs are working. Moreover, the State or local
government must use such Federal grants, usually combined with ad-
ditional small percentages of State or local funds, to provide specified
public facilities or services, under performance standards—such as
civil rights and labor standards—that are established by Federal
statute.

This system has served the Nation well. In the past decade, for ex-
ample, as public-service needs converged increasingly on State and
local governments, Federal grants-in-aid more than tripled—rising
from $7 billion in 1960 to $24 billion 10 years later. Significantly, the
major share flowed to the larger cities and the poverty-stricken rural
regions of the country, for such programs as the education of disad-
vantaged children, training workers in new skills, building hospitals,
and underpinning other State and local government functions and
services. Between 1960 and 1970, Federal grants-in-aid to the hard-
pressed urban areas shot up from about $3.5 billion, or approximately
half of all grants-in-aid, to $16.7 billion, or over two-thirds.
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Despite this sharp rise of Federal grants-in-aid—and despite in-
creasing outlays by the States and local governments—mounting needs
for public facilities and services have left many States, every large
city and countless smaller government units in a financial bind.

These problems can be solved largely by an improvement in the
system and a substantial increase in Federal grants. And, in many
cases, the programs that could provide the funds are already in oper-
ation, under Federal law. However, the gap between congressional
authorizations for Federal grant-in-aid programs and actual appro-
priations has grown from 20 percent in 1966 to 35 percent in 1970.
The increase in this gap by 1970 amounted to about $6 billion.

But the administration has opposed full funding or even adequate
funding of thesé programs. Indeed, the administration vetoed con-
gressional appropriations, in 1970, in attempts to slow the advance of
several Federal grant-in-aid funds. And, 1n the final weeks of the
year, it vetoed the manpower bill, passed by the Congress, which
would have established .a program of Federal grants to the States
allld lgcal governments to create public-service jobs for the unem-
ployed. , :

On the heels of these actions, the administration has responded, in
the past several weeks, to the pleas of the State and local govern-
meénts for more Federal aid, by offering a change in the method of the
delivery system. ‘ : )

The administration is. now advocating a two-part program of so-
called general and special revenue sharing : ' .

Under the “general revenue-sharing” proposal, the Federal
Government would dispense about $5 billion a year to the States
on a no-strings basis—with formulas that would require a pass-
through to the local governments.

. Such funds, under this proposal, would be granted without
any relation to program, purpose or adequate Federal perform-
ance standards. Congressional processes of establishing priori-
ties and program-purposes for the use of Federal funds, as well
_as appropriations procedures and the oversight function, would
be completely bypassed and the State and local governments
would be free to do what they please with the money.

The AFL~CIO urges complete rejection of this proposal. We
are firmly convinced that such no-strings money will not add one
Federal penny to the money available to the States and localities.
It will merely be a substitute for the full funding of existing pro-
grams, which could quickly provide the State and local gov-
ernments with at least $6 billion of additional Federal funds
rather than $5 billion. Establishment of a no-strings grant pro-
gram would also block or slow down the needed expansion of
grant-in-aid programs and the development of new ones.

With no requirement that the funds be spent for any specified
purposes or programs, critical needs could be bypassed in the ex-
penditure of these Federal moneys. There is no reason to believe
that each of the 50 States and 81,000 cities, boroughs, townships,
and school districts is in a better position to weigh and balance
national-priority needs and use Federal funds to meet them more
effectively and efficiently.
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Moreover, without specified and enforceable Federal perform-
ance standards there is no assurance that Federal civil rights guar-
antees and fair labor practices will be applied to projects sup-
ported by no-strings Federal grants.

The administration’s “special revenue sharing” proposal has
been presented with few details. It is clear, however, that the
administration envisions dismantling scores of present categorical
grant-in-aid programs and replacing them with a system of broad
“block” grants. Ten billion dollars for six vaguely defined func-
tional areas would replace $10 billion of categorical grant-in-aid
programs, specifically authorized by Federal legislation. And $1
billion of Federal funds would be added to the total, so that no
State would receive less than it does under the present system.

Under this proposal, Federal requirements and performance
standards for the use of Federal funds would be weakened, if not
eliminated. What is more, this special revenue-sharing experi-
ment would dismantle and replace existing, specific Federal pro-
grams to meet vital and critical domestic needs with six broad
functional areas, under the heading of urban community develop-
ment, rural community development, education, manpower train-
ing, law enforcement, and transportation.

Among the scores of categorical programs threatened with dis-
mantling are the Appalachia program for the regional develop-
ment of the 13-State area, as well as the various specific aids for
education and manpower training. Existing programs of Federal
grants for education include Federal support to educate handi-
capped children, to prevent dropouts, and special programs for
children of migratory workers, American Indians and those in
the ghettos of the Nation’s large cities. Elimination of such spe-
cial-purpose programs and the placement of their funds in six
special revenue-sharing broad functional areas—such as educa-
tion—will mean that many, if not most, of the efforts to meet
these critical needs will be lost in the shuffle, as each of the 50 States
and 81.000 local governments determines how to use the funds.

The AFL-CIO will comment in detail on these issues as the

administration’s special revenue-sharing proposals are presented
to Congress and the public. However, we fail to see how this ex-
periment will ease the financial burden of State and local govern-
ments. Moreover, we see great potential damage in dismantling the
categorical programs and in weakening or eliminating the pur-
poses, performance standards, and Federal requirements of these
programs.

However, there is an urgent and immediate need for a substantial
increase in the flow of Federal funds to the State and local
governments.

The AFL~CIO recommends the following :

1. Full funding of existing Federal grant-in-aid programs is
essential. Tf the gap between authorizations and appropriations
had not widened over the past few years, Federal aid to the States
and localities would now be $6 billion higher. In addition, a greater
degree of certainty should be built into the system, so that State
and local officials can plan expenditures and implement programs,
with an assurance that the Federal money will be forthcoming.
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9. Tmmediate adoption and implementation of a program of
Federal grants to States and local governments to create public-
service jobs is essential. This is realistic revenue sharing which
would substantially reduce unemployment and allow the States
and localities to meet community needs.

3. The Federal Government should take over the costs of public
welfare. This would assure a flow of Federal funds to where the
needs are greatest and would ease the financial burdens of the
States and local governments. - )

4. A careful review of present Federal categorical grants is
needed. Such a review should be done with the aim of consolidat-
ing overlapping grants, increasing their efficiency and making it
easier for State and local officials to be aware of and obtain the
Federal aids available to them. However, the purposes, perform-
ance standards, and requirements of the programs should not be
destroyed in the process-of consolidating and streamlining the
grants.

In some programs, it may be appropriate to eliminate State and
local financial matching.

5. The unfinished business of tax reform must be undertaken at
all levels of government. The great reliance of the States and
localities on unfair and unproductive tax structures has contrib-
uted substantially to their failure to meet their public needs.
Much more emphasis must be placed on income taxes, based on
ability to pay. The tax break, in many localities, given to industrial
and commercial property at the expense of the homeowner and
renter through inequitable assessments is scandalous and must be
- corrected. Much also remains to be done to achieve justice in the
Federal tax structure, by eliminating the loopholes of special
privileges for corporations and wealthy families and by rejecting
any and all efforts that would move the tax structure further away
from the principle of ability to pay.

6. A Federal tax credit for State income tax payments should
be established, in place of the present method of deducting such
taxes from taxable income. This would add a big element, of equity
to the tax structure, realistically share revenues and encourage
the States to make more effective use of income taxes.

7. A study of consolidation of inefficient local government units
should be pursued. Many of the 81,000 local spending and taxing
units of government present an obstacle to raising and using
public funds efficiently. This proliferation of local governments
has led to difficulties 1n enforcing and collecting local taxes and
to high tax-administration costs. Many localities are too small to
raise the revenue needed for public facilities and services, and
taxing jurisdictions determined by historic or geographic acci-
dents—or overt attempts to zone out the poor—are usually un-
responsive to modern economic and social needs. Many others
represent boundary lines that are obsolete and do not reflect
present economic realities.

8. New financing methods or institutions, such as a Federal
Urban Bank, should be explored to provide States and localities
easier access to long-term, low-interest loans for the construction
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of public housing, urban transit systems, and other community
facilities.

9. Finally, there is a long list of policies and proposals for the
needed modernization of State and local governments. For some
States, constitutional reform could be the most important step;
for others, tax reform; still others might require a shift in re-
sponsibilities between the State and local governments. The com-
solidation of inefficient local government units, such as some local
school districts, would be a forward step.

V. INTERNATIONAL TRADE AND INVESTMENT

New Government policies are needed to meet the American people’s
needs in the international economic world of the 1970’s. The U.S.
position in world trade has deteriorated. The export of American jobs
and displacement of U.S. production are continuing. The time for
action is long overdue.

International economic relationships have been changing substan-
tially since the late 1940% and at a stepped-up pace in the past decade.
These changes are the major factors in the deteriorating American
position in world trade.

Modern nations, with managed national economies, subsidize ex-
ports, add barriers to imports, adjust currency values, and change
their tax structures to benefit their national interests,

Sharply rising foreign investments of U.S. companies, as well as
advances in transportation and communications, have sped the trans-
fer of American technology, production, and employment to operations
in other countries. Technology, once the key to America’s trading
strength, has been exported. Multinational firms and banks, often
U.S.-based, now juggle global operations to benefit from the laws of
each nation. But their global management decisionmaking and trans-
actions are intracorporate, frequently reaching beyond the law of any
single nation.

U.S. firms have invested billions of dollars in foreign subsidiaries
every year for two decades; in 1970, the outlay for foreign subsidiary
facilities was $12.5 billion. Such foreign investments. license and pat-
ent agreements, joint ventures and other foreign affiliations of Ameri-
can companies have been changing the patterns of the U.S. economy
in world trade.

As a result of these developments, U.S. exports have been retarded.
Imports have been spurred. Production has been displaced. Jobs and
employment opportunities have been exported. L

The officially reported U.S. trade balance was only $2.7 billion in
1970—including as much as $2 billion in Government-financed ex-
ports. The composition, as well as the balance of American trade has
changed so that the United States is importing a sharply increasing
volume of manufactured goods. o L

The transfer of technology, production, patents, licensing, and
other foreign-affiliate operations of U.S.-based multinational com-
panies have caused the displacement of production and employment
In an increasing variety of finished products and components.
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As much as half or more of what is reported as U.S. trade is now
composed of intracorporate transactions between U.S.-based multi-
national companies, their foreign subsidiaries, and other foreign
affiliates in both industrial and developing countries. Such intra-
corporate transactions are not competitive. Neither are they arm’s-
length transactions between Americans and nationals of other
countries.

The increasing impact on the U.S. position in world trade of man-
aged national economies, the internationalization of technology and
the operations of multinational companies have made old theories of
free trade and protectionism obsolete. It is neither possible for the
American economy to hide behind high tariff walls nor to pretend
that free, competitive trade relations are possible.

U.S. policies that were designed for the world of the 1930’s and
1940’s have become outmoded. They now contribute to undermining
the U.S. economy at home and abroad.

A battery of Tealistic policies and measures are needed. The U.S.
Government must now make economic conditions at home a starting
point for U.S. policy and posture in international economic relations.
Policies should be based on the premise that trade is a complex net-
work of international relationships and measures are needed to deal
with the foreign investments of U.S. companies and banks. At the
same time, action is required to slow down the flood of imports that
displace U.S. production and employment.

U.S. Government measures are required :

1. To stop helping and subsidizing U.S. companies in setting
up and operating foreign subsidiaries—for example, to repeal
section 80$ and similar provisions of the Tariff Code, and to re-
peal the tax provision which permits the deferral of U.S. taxes
on the income of U.S. companes from their foreign subsidiaries.

2. To supervise and curb the substantial outflows of American
capital for the investments of U.S. companies in foreign
operations.

3. To press, in appropriate international agencies, for the estab-
lishment of international fair labor standards in world trade.

4. As a stopgap in the face of growing unresolved problems, to
regulate and slow down the flow of imports into the United States
of a variety of goods and product lines, in which sharply rising
imports are displacing significant percentages of U.S. production
and employment.

5. To prevent the further deterioration of America’s trade posi-
tion by rejecting any new preferential tariff agreements or other
special arrangements that actually benefit multinational firms.

6. To reject further tax bonanzas to business, in the name of en-
couraging exports—such as DISC, a measure which would add
substantially to the burdens of American taxpayers, for the bene-
fit of big exporting companies, largely multinationals, and with
little net addition to the export of U.S.-produced goods.

7. The U.S. Government should encourage the use of U.S.-flag
ships and seek to remove freight rate discrimination against U.S.
exports.
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VI. HeaurH SecuriTy Procrast

America needs to replace the profit motive as the heart of its medi-

cal care philosophy, a single primary goal—good health for all its
people.
! The AFL-CIO believes that the National Health Security bill is
the only truly comprehensive program of national health insurance
that meets the challenges of care, financing, costs, development, and
reform.

America has the best available medical talent—but available to only
part of the society. :

Americans who live in poverty in city ghettos and rural shacks can
expect 7 fewer years of life than more affluent Americans; their babies
have as much chance of surviving as infants in Ecuador; their young
mothers have about the same chance of surviving childbirth as the
woman of Costa Rica.

Health care is not equally provided for all Americans. It is a myth
that private insurance is doing—or can do—the job. More than 20
percent of the population under 65 is not covered against the most
costly aspects of medical care—hospital and surgical services. More
than half have no coverage for physician home and office visits, A
miniscule number have coverage for dental costs.

Under National Health Security, every resident of the United
States will be eligible to receive virtually the entire range of personal
health care services without deductibles or coinsurance.

Financing of medical care today is a patchwork effort of personal,
private, State, local and Federal funds. Medical bills are paid part by
private insurance, part out of workers’ pockets, part out of welfare
funds, part out of medicare.

For example, State and local governments are burdened with a $214
billion a year expenditure for health care, plus approximately $500
million a year to provide private health insurance for their employees.

National Health Security will be financed by taxes on employers,
employees, the self-employed and unearned individual income, as well
as from general revenues.

The workers’ share—1 percent of wages and unearned income up to
a total of $15,000—represents no new tax. Workers are now paying
almost that amount toward medicare. Further, National Health Se-
curity would signifieantly reduce workers’ out-of-pocket, non-reim-
bursed medical expenses with the added bonus of better and more
complete medical care.

Self-employed persons would be taxed at a 2.5 percent rate up to
$15.000.

The employer’s contribution—3.5 percent on payrolls—is about what
many employers now pay for inadequate private health insurance for
their employees. Some pay much more; some pay less: some pay none.

General tax revenues would account for the remainder of the Health
Security Trust Fund—approximately 50 percent of the total. This is
not all new money. Medicaid, medicare and other medical costs already
constitute a significant and growing portion of the Federal budget.
Health Security would absorb these costs.
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The program would also result in a direct form of revenue sharing
by relieving State and local governments of much of their present
health care burdens. Additionally, State and local government em-
ployees would receive comprehensive benefits at no cost to the govern-
mental units.

National Health Security is needed to stabilize and control run-
away medical costs. Medical care costs have been rising at least twice
as fast as the general cost of living. Blue Cross premiums have more
than doubled, on the average, since the late 1950’s. In 1970 the average
}vorl.{ler paid $324 in health-care charges for each member of his

amily.

Unlon bargaining committees are faced with the dilemma of rising
medical costs at every negotiation session. Reasonable wage gains are
sacrificed for improvements in health insurance, but medical ex-
penses increase faster than the increase in coverage.

Private insurance companies are unwilling or unable to deal with
increased costs. They have acted simply as a pass-through mechanism,
paying for whatever care was offered, good or bad, needed or unneeded,
efficient or inefficient. Their rates go up not only to pay for increased
medical costs of policyholders, but also to maintain profit margins and
pay high operating expenses.

National Health Security will have effective fiscal controls by con-
tracting with hospitals and other institutional providers on the basis
of an approved budget, and by maximum emphasis on prepayment to
contracting groups, such as medical and denta] societies.

The program will not constrict individual liberty. Doctors will be
free to choose whether or not they will participate. Patients will be
free to choose their physicians and health delivery systems.

An essential feature of National Health Security is the Health Re-
sources Development Fund which will be used for health manpower
education and training, group practice development and other means
to expand and improve health care personnel, facilities, and services.

At present, health care is fragmented, disorganized, inadequate, and
spotty. It is a nonsystem—a haphazard collection of isolated and un-
coordinated institutions.

National Health Security has built-in financial, professional and
other incentives to encourage organized arrangements for patient care
and to encourage prevention and early diagnosis and treatment of
disease.

Hospitals will be encouraged to increase efficiency; to cooperate in
planning, purchase and utilization of new equipment, and to eliminate
unnecessary, wasteful and duplicative expenditures. Doctors will be
given a financial stake in keeping their patients well. Care will be pro-
vided at the best—not the most expensive—location.

National Health Security—introduced in the House (H.R. 22) by
Representatives Griffiths, Corman, Reid and Mosher and in the Senate
(S. 8) by Senators Kennedy, Cooper and Saxbe—is the proper pro-
gram to provide quality health care for all Americans. The AFL-CIO
is proud to endorse it.

We arrived at our decision after careful examination of other pro-
posals—some substantive and some merely crude attempts to avoid
needed reforms in the present system of delivering health care.
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The American Medical Association’s “medi-credit” plan and the
private insurance carriers’ “Healthcare” proposal are thinly disguised
efforts to protect vested interests and insurance company profits. They
are bandaids, where surgery is required.

There are other proposals—such as the bills introduced by Senators
Javits and Pell and the proposal of the American Hospital Associa-
tion—which are much more substantive. (Senators Javits and Pell
are also cosponsors of S. 3.) :

But, generally, all of the proposals, except National Health Secur-
ity, lack at least one of the following: equal access to health care for
all people; comprehensive coverage; restructuring of the health care
system; effective incentives for quality and efficiency or controls on
costs; or they depend on inadequate private insurance as carriers or
intermediaries or both. .

It has been nearly a year since President Nixon declared there is a
“massive crisis” in the area of health care and a threat of a “break-
down” of the medical care system. In that time, he has met that crisis
by vetoing a hospital construction bill and a measure to provide for
the training of more family doctors, and he threatened to close down
vitally needed Public Health Service hospitals.

After taking one action after another to forestall urgently needed
health care measures, the President has at long last delivered a health
message. It contains one or two constructive features such as the be-
lated recognition that prepaid group practice can deliver better medi-
cal care at less cost and the proposal to eliminate the onerous medicare
premium the elderly must now pay.

But it is evident that the President’s approach taken as a whole,
is both piecemeal and inadequate. It places main reliance on discredited
private insurance which has been largely responsible for the high cost,
low quality medical care we have today. The President’s proposals do
not provide for effective cost controls or quality incentives.

His proposals fall far short of meeting the “massive crisis” in health
care.

VII. Pusric InveEstmENT To MerT AnMERIcA’s NEEDS

America. in the 1970’s. needs a long-range, national effort to greatly
expand and improve public investments in facilities and services.
Planned public programs will be needed for the rest of the 20th cen-
tury to revitalize the Nation’s urban areas as centers of American civi-
lization and to improve the quality of life of the American people. Such
effort is essential to meet the requirements of a growing and increas-
ingly urban population in the midst of rapid and radical changes in
technology, urban growth and race relations.

For 40 vears, the country has been undergoing vast social changes,
with rapidly multiplying needs for every kind of public investment
from sewer systems and waste treatment facilities to urban mass tran-
sit. education, health care, public safety, libraries, roads and airports.
Despite efforts to meet these growing needs in the past 25 years—and
particularlv during the latter 1960’s—large backlogs of unmet needs
have remained and some have expanded to monumental size. Putting
gngsrs in the dike can no longer be depénded on to prevent a potential

ood.
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From 1930 to the end of 1970, the population soared from 123 mil-
lion people to over 206 million, a rise of about 70 percent. Moreover,
the great migration of the American population, in the recent dec-
ades, resulted in a sharp decline of rural areas, while the growth of
metropolitan areas boomed. Huge rural regions of the country—in the
Southern, Central and Rocky Mountain States—saw their populations
decline, and some of these areas, such as Appalachia, remain in de-
pressed economic condition. At the same time population-growth sky-
rocketed in the metropolitan areas that stretch along the Atlantic and
Pacific coasts and the Great Lakes.

Under the impact of the technological revolution in agriculture,
employment in farming dropped from 10.3 million, or 20 percent of
the labor force, in 1930, to 3.5 million, or only about 4 percent of the
labor force, in 1970.

The rural and small-town life that dominated much of American
society as recently as 1930 is now largely gone. About 70 percent of
the population lives in urban areas, and this percentage is continuing
to increase. Although the overall growth of the population has slowed
down considerably in the past several years, after nearly two decades of
very rapid expansion, migration to urban and, particularly, large
metropolitan areas, has continued.

This social upheaval has been greatest among Negroes. From-an
overwhelmingly Southern rural population in 1930, Negroes have
become overwhelmingly urban—as a result of the great migration out
of the rural South to the cities, particularly the large cities of the
North and West.

All of the new migrants to America’s cities—whites and Negroes,
Puerto Ricans and Mexican-Americans—have faced the difficulties
of adjusting to a new and strange environment. The Negro migrants,
in particular, have brought with them a history of 350 years of slavery,
segregation, poverty, lack of education and, frequently, poor health,
as well as suspicion of government authorities. The cities are now
suffering, in part, from the social ills and delinquencies of the Southern
rural areas. :

On coming to the cities, the new migrants have faced the discrimina-
tory practices of those areas, as well as a lack of low- and moderate-
income housing and the impact of the technological revolution in in-
dustry on job opportunities for uneducated and unskilled urban
workers. The types of industrial jobs that helped previous generations
of foreign immigrants and rural Americans to adjust to urban life
have not been expanding. _

In addition, there has been another great migration in the past
quarter of a century. Millions of middle and upper income families
have been leaving the cities for the suburbs, the most rapidly growing
sections of the country. This movement has opened up older housing
in the inner cities. But, combined with the additional migration of
industry to the suburbs and countryside, it has reduced the tax-base of
the cities while the demands for low- and moderate-cost housing, wel-
fare, education, police and fire protection, manpower training and
other public facilities and services have been mounting. Increasingly,
the inner cities have become concentrations of decaying and poverty-
stricken areas, with small pockets of wealthy families, while the ueeds
for city facilities and services multiply and the tax base narrows.
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Moreover, the change of industrial location has compounded the
problem of imadequate mass transportation facilities for lower income
city dwellers to get to the new areas of employment growth. And most
suburban communities have had color barriers, as well as a continning
absence of low-cost housing.

The major burden of trying to solve these problems has fallen on
the State and local governments, whose expenditures and taxes have
shot up. But most of these governments have inadequate, as well
as unfair, tax systems and they lack the necessary resources. So public
investment needs multiplied faster than the State and local govern-
ments could provide, even with a helping hand from the Federal Gov-
ernment. As a result, many States and most cities face an immediate or
potential financial crisis, while public facilities and services fail to
meet the mounting needs of their inhabitants.

During the early 1930’s and from 1941 to 1945, many public invest-
ment needs were neglected when the Depression and World War IT
caused shortages of money, manpower, or materials. For a brief period
of about 8 years, from 1933 to 1941, the New Deal started vast Federal
efforts to modernize and strengthen the underpinnings of American
society—including a social insurance system, public housing, a Fed-
eral home mortgage system, rural electrification, flood control, TVA,
Bonneville, conservation, irrigation, the development of parks and
recreational areas. But since the end of World War I, many of these
Federal public investment efforts were terminated or their expansion
and improvement was slowed down by tradition, conservative opposi-
tion. Between 1952 and 1966, for example, the New Deal’s low-cost
public housing programs nearly perished.

Federal efforts to help meet public needs lagged through most of
the late 1950’s and early 1960’s. Finally, in 1964-66, the long-delayed
Federal response came with an outburst of programs, involving grants-
in-aid to the State and local governments, including the hard-pressed
cities. Such Federal grants-in-aid—for such programs as elementary
and secondary school education, model cities and public safety—al-
most doubled, from $13 billion in the fiscal year ending June 30, 1966,
to about $24 billion in fiscal year 1970. Nevertheless, actual appropria-
tions and outlays for these programs fell increasingly behind the
planned expansion of their authorized funding—from about 80 per-
cer,;t of authorizations in fiscal year 1966 down to only 65 percent in
1970.

An analysis by the staff of the Advisory Commission on Intergov-
ernmental Relations, issued in June 1970, reports:

Dollar authorizations were established for these new and expanded programs
3 to 5 years in advance, in ever-increasing amounts. * * *

The fact remains, however, that the actual outlays represented a substantial
scaling down of domestic program funding, when compared to the optimistic
“Great Society” program authorizations of the 1964-66 period. As a consequence,
the authorization-appropriation gap widened steadily, increasing from about 20
percent in fiscal 1966 to 25 percent in 1970. Had it been possible to retain even
the 1966 gap margin. Federal aid would approximate $30 billion by the end of
fiscal 1970, rather than the $24 billion estimated for this year.

This increased gap of $6 billion of Federal aid for specific programs
by 1970 is greater than President Nixon’s $5 billion of “general reve-
nue sharing”—with no program purpose, no national priorities, and
no performance standards—for 1972, 2 years later.
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The programs of 196466 aroused expectations of overnight solu-
tions to problems that had developed over many years. But the in-
creasing gap between authorizations and appropriations held back
even realistic achievement of their goals in aiding State and local
governments to meet public investment needs. In addition, tight
money, high interest rates, and the recession of 1969-70 resulted in
smaller State and local tax receipts than expected, while their welfare
burden, interest payments, and other costs mounted.

So public needs and expectations multiplied, while increases in pub-
lic investment outlays proved to be insufficient. The great growth of
unmet public investment needs brought a deterioration in the quality
of life of many Americans: The near-collapse of elementary and sec-
ondary school education in sections of the major cities; the increase
of violent crime and lawbreaking ; traffic jams in the cities and in the
air above airports; the spread of poverty-stricken slum areas in the
inner cities; the increasing pollution of the water and air.

Moreover, during the past quarter of a century, the tax system, which
provides the foundation for public investment outlays, moved further
and further away from a structure based on ability to pay. Tax loop-
holes for the benefit-of corporations and wealthy individuals riddled
the Federal tax system, and the Tax Reform Act of 1969, on net bal-
ance, was merely one small step forward. State and local government
tax structures became increasingly regressive—with their emphasis
on sales and property taxes, which are an inequitable and heavy bur-
den on low- and middle-income families; and inequitable assessments
make property taxes even more unfair. In addition, the tight-money
and high-interest rate policies of 1969-70 resulted in postponing many
public investment programs and greatly increasing the costs and debt
burdens of those that were pursued. -

Unfortunately, there are no instant solutions to such complex of
pressing problems. But rapid forward strides are essential.

Some “public” investments are provided by regulated but privately
owned public utilities, such as electric, gas, and telephone facilities.
And some are provided by private nonprofit institutions, such as many
hospitals. But for the overwhelming majority of public facilities and
services, the American people depend on government at the State, local
and Federal levels. :

The Federal Government, representing all of the American people,
holds the key to workable solutions to most of the public investment
needs of American society, since they usually involve nationwide social
issues that cut across the boundary lines of the States, cities, counties
and school districts. Moreover, with all of its defects, the Federal tax
system is much more productive and equitable than State and local
tax structures. In addition, only the Federal Government can estab-
lish national priorities, goals and nationwide performance standards.

No State or local government can solve the Nation’s vast public in-
vestment needs in isolation. Neither can private enterprise, even with
the promise of tax subsidies. Meeting these needs requires national
policies and nationwide measures, with adequate Federal funds and
standards—and the cooperation and backing of the States, local gov-
ernments, business firms and private groups.

A long range, planned national effort to meet the needs of the Ameri-
can people for public facilities and services can also provide the basis
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for economic growth in the period ahead. Each era of economic ex-
pansion in America has been accompanied by growing investments and
employment in new industries. The last third of the 19th century saw
the building of the railroads, the agricultural implement, steel and oil
industries. In the first two decades of the 20th century, there were the
public utilities—the electric, gas, telephone and urban transit systems.
During the 1920’s, economic growth was accompanied by the develop-
ment of the auto and radio industries, and after World War II came
television, aircraft, air travel, electronics and advanced technology.
Now, in the 1970’s, America’s new frontiers are in a major emphasis -
on public investment to strengthen the foundation of American society
and provide the investment- and employment-basis for a new period
of national economic expansion.
Several steps are essential :

1. The first is the full funding by the Federal Government of
present public-investment programs, plus a temporary accelera-
tion of funds for short-term projects, to lift sales, production and
employment in this period of economic stagnation.

Such immediate stepup in the appropriation of Federal grants
to State and local governments and Federal agencies for the
expansion and improvement of public facilities and services could
be the key to reconversion—to offset the declining military pro-
portion of total national production. It would provide opportuni-

-ties to employ the talents and skills of unemployed scientists,
engineers and technicians, as well as job opportunities for return-
ing GI’s and other categories of unemployed workers.

2. To sustain the planned expansion of public investment, the
Federal Government should develop, coordinate and maintain a
national inventory of public investment needs, based on estimated
future population growth and present backlogs—in each major
category, such as low- and moderate-cost housing, schools, health
care facilities, day-care centers, parks, pollution controls, other
community facilities and public services. Each State and metro-
politan area should be encouraged, with the assistance of Federal
planning grants and technical aid, to develop a similar inventory
of needs within its geographical jurisdiction. Such a comprehen-
sive inventory of needs should provide the foundation for planned
nationwide programs in each category, based on adequate Fed-
eral financial and technical assistance to the States and local gov-
ernments, including Federal grants-in-aid and guaranteed loans,
as well as direct Federal efforts.

Target dates should be established for achieving specified ob-
jectives in each category—along the lines of the 10-year national
housing goal, established by the Congress, under the Housing and
Urban Development Act of 1968—and the pace of continuing
advance should be speeded up or slowed down, with sufficient
funds, depending on the availability of manpower and produc-
tive capacity. In this way, the inventory would also be a shelf of
public works, with an accelerated pace in times of general eco-
nomic recession and a slower advance in periods of shortages of
materials and manpower.
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To facilitate such programs, a Federal urban bank or similar
mechanism may be required to provide long-term, low-interest
loans for the construction of moderate- and low-income housin,
and community facilities, as well as for aiding State and loca
governments in financial crisis.

3. An Office of Public Investment Coordination should be estab-
lished in the executive branch of the Federal Government to
encourage, assist and coordinate public investment planning and
execution by State and local governments and Federal agencies.

4. Congress should direct the Federal Reserve System to allocate
a significant portion of available bank credit, at reasonable inter-
est rates, to effectuate the construction of housing and commun-
ity facilities. .

5. A land-use policy should be formulated to provide the basis
for the rational development of urban areas, new towns, parks
and recreational facilities and to curb land speculation, which
has substantially increased the costs of housing and community
facilities. Idle or under-utilized Federal land should be examined
for such possible use as sites for housing, parks, recreation areas,
wild-life and nature preserves. :

6. We urge the Administration to develop a capital budget, as
an integral part of the annual Federal budget, to assist the Federal
Government in planning, financing, and executing public invest-
ment programs. Such businesslike budget for the Federal Gov-
ernment would establish a Federal investment account, including
outlays for the creation, improvement or acqusition of assets or
the acquisition of recoverable claims—separate from the account
for general housekeeping expenses and national security. Such
budget methods are almost universally used by modern business
firms, most western democracies, at least one-third of the States
and most large American cities.

7. Proposals to dismantle the system of Federal grants-in-aid
to the State and local governments, as well as proposals to sup-
plant the expansion of such programs with no-strings Federal
funds that lack program purposes, national priorities and stand-
ards, should be rejected. However, administrative simplication of
the large number of Federal grants requires the consolidation of
many overlapping grants, without undermining their purposes,
goals and standards.

8. Justice in the Federal tax structure—and additional reve-
nue—should be achieved by eliminating the loopholes of special
tax privileges for corporations and wealthy families. Congress
should also prohibit the implementation of the Treasury Depart-
ment’s tax bonanza to business in the form of acclerated depreci-
ation, which will amount to annual revenue losses of $2.7 to $4.1
billion in the next several years. Efforts to move the Federal tax
structure further away from the principle of ability to pay—such
as the proposal for a national sales tax under the name of a value-
added tax—should be rejected.

9. Federal efforts are needed to assume the costs of welfare pay-
ments and lift this burden from the backs of State and local gov-
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ernments. The Federal Government should also encourage and
assist State and local governments in developing more produc-
tive and equitable tax structures. Such measures would provide
State and local governments with additonal funds to meet their
responsibilities.

10. The provision of health care for the American people should
be greatly improved by the establishment of a national health
security system, as well as the expansion of health facilities and
services.

There will, as always, be those who say that America cannot afford
these programs. The AFL-CIO is convinced that America cannot af-
ford to stand still or move backward, as it has done for the last two

ears.
Y The AFL~CIO has absolute confidence in America and in Ameri-
ca’s ability to meet and overcome its problems. But those problems
must be grappled with. It is time to move boldly, confidently and—
above all—in the right direction : toward securing economic justice for
all Americans.

It is in that conviction that we submit this positive program for
building a better America. .



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 360 life insurance com-
panies which account for over 90 percent of the legal reserve life in-
surance in force in the United States. The total assets of the life insur-
ance business aggregate $206 billion, which represents the savings that
have been entrusted to us by millions of policyholders. We appreciate
the invitation of the Joint Economic Committee to comment on the
economic issues which face the Nation. -

A primary factor in our appraisal of current economic policies is
our deep concern over the impact of inflation on the purchasing power
of the billions of dollars of savings accumulated through the purchase
of life insurance. There is a crucial need to-achieve 2 more stable level
of prices to protect the economic value of these funds over future years.
The adverse effects of inflation are not confined, of course, to the loss
of value in savings. We are also cognizant of the impact of inflation
on lower-income families and disadvantaged groups who are not in a
position to demand higher wage rates or to raise their incomes to offset
the rising prices they must pay for everyday necessities. During the
past 3 years alone, prices of consumer goods have increased by more
than 15 percent and the specter of still more inflation is a very real
prospect. . : !

Hardships of inflation and the economic distortions produced by
rapidly rising price levels are too well known to require recitation
here. But we would emphasize strongly that the continuing need to
combat inflation during coming months and years is of critical impor-
tance to the well-being of the economy and the citizens of this Nation.
Indeed, it is difficult to expect a balanced, sustainable expansion of the
economy in 1971 and beyond unless substantial progress is made to-
ward curbing inflationary forces that remain gctive today. * -

Tcovomic REPORT oF THE PRESIDENT

An outstanding feature of the E'conomic Report of the President
and the Annual Report of the Council of Economic Advisers is the
figure of $1,065 billion presented as the “target” for gross national
product in calendar year 1971. This figure has been described by the
Council as “an appropriate intermediate target” for national economic
policies during 1971, representing a 9-percent increase in dollar GNP
over 1970. According to subsequent testimony by CEA Chairman Paul
W. McCracken, the 9-percent growth estimate implies “an increase of
about 4.5 percent in real GNP or slightly more,” with the remaining
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rise in GNP apparently reflecting an inflation rate of almost 4.5 per-
cent for the year.

Private forecasters have widely challenged the $1,065 billion esti-
mate for GNP and other Government agencies are also reported to
have developed materially lower estimates. In the view of economists
and investment officers in the life insurance business, a more likely
prospect is for a growth in dollar GNP to g range between $1,045
and $1,050 billion, or a percentage increase of about 7.5 percent. This
estimate visualizes a real growth rate of about 3 percent, with a price
rise for the year of about 4.5 percent. While the expected 4.5 percent
inflation rate for 1971 is similar to the implied estimate of the Council
of Economic Advisers, it should be emphasized that this estimate indi-
cates very little progress in the goal of reducing inflation. An infla-
tion rate of 4.5 percent is without question an unsatisfactory prospect
for the Nation’s economy and the millions of citizens who suffer a con-
tinuing loss of value in their incomes, their pensions, or their savings.

The expected inflation rate of 4.5 percent for 1971 would represent
only a modest reduction from the 5.3 percent rate in 1970 and 4.7
percent in 1969, a reduction that we believe is unlikely to materialize
1f national economic policy does in fact seek a $1,065 billion GNP
for this year. A continued decline in the inflation rate to 3 percent by
mid-1972, as anticipated by the Council, would seem even less likely.

In short, the outlook in our opinion provides little ground for opti-
mism with regard to prospects for a significant abatement of inflation,
in the light of expansionary fiscal and monetary policies urged by the
Council of Economic Advisers. While such policies may provide sup-
port toward raising the level of employment, extreme care is needed
to avoid further stimulation of inﬂgtionary forces which remain so
active in today’s economy.

TeE RoLe or MoNETARY PoLIcY

To achieve the 9-percent increase in dollar GNP set as a target
by the CEA, Chairman McCracken has indicated that an increase in
the money supply of at least 6 percent and possibly more than 7 per-
cent would be required, as compared with a 5.4 percent growth rate
in the money stock during the past year. i

We are deeply concerned that an acceleration in the growth rate
of the money supply would foster inflationary forces in the economy
and also weaken the ability of the monetary authorities to counter in-
flation by reducing the degree of credit ease, if this should become
necessary later this year. )

The extent to which the easing of monetary policy has already
boosted credit availability in recent months is greatly understated
by the narrow definition of money supply. When only demand depos-
its and currency are considered, the money supply during the second
half of 1970 increased at an annual rate of 5 percent. However, a
broader definition of money supply which includes commercial bank
time deposits reveals a 17 percent growth rate in the second half of
1970. The expansion of total bank credit in this half-year period was
at a 13 percent annual rate. . .

New money has been created so rapidly In recent months that a
large share has spilled over into a buildup of time deposits at commer-
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cial banks, since the public has been provided with more demand bal-
ances than they wish to hold under current economic conditions.
Evidence of overforcing money growth is also seen in the fact that
business loan demand has grown very slowly in the past several
months, so that bank asset growth has largely reflected a rapid build-
up in holdings of liquid securities.

As a result, the banking system today is highly liquid and an
acceleration in the rate of money supply growth would accentuate
this condition. The potential already exists not only for a sizable rise
in the active money supply through a shift from time deposits to
demand accounts, but also for a sudden and uncontrollable surge in
bank lending financed by a conversion of liquid bank assets into loans.
The Federal Reserve would find it most giﬁicult to restrain the in-
flationary impact of the billions of dollars such developments would
release into the income stream.

The international implications of current monetary trends must also
be taken into account. On an official reserve transactions basis, the
deficit in the U.S. balance of payments rose to a record $9.8 billion
in 1970. This outcome very largely reflected the easing of monetary
conditions in the United States while monetary conditions abroad re-
mained relatively firm. Such a deficit is not only disruptive to other
countries but also raises doubts abroad about our commitment to the
goal of checking inflation.

In view of the many uncertainties as to future economic trends and
the continued threat of inflation, we believe that monetary policy must
be doubly cautious in the use of predetermined targets for monetary
growth rates. It is of particular importance that the Federal Reserve
Tetain the flexibility to adjust credit policies to deal with unexpected
developments in budgetary receipts and outlays and to counteract any
stren%thenin of inflationary pressures that may arise during the

months ahead.
ANNUAL Bupcer MESSAGE

The Federal budget for fiscal year 1972, as proposed in January
by the administration, has estimated total receipts of $217.0 billion,
expenditures of $229.2 billion and a resulting budget deficit of $11.6
billion. On the receipts side, the budget estimates are based on the
high target figure of a $1,065 billion GNP and on the specific assump-
tions that personal income will rise more than 8 percent while corpo-
rate profits will advance by almost 20 percent in 1971. In our view,
these budget assumptions appear to be overly optimistic and, ac-
cordingly, actual revenues may fall short of the budget estimates by
o considerable margin, thus increasing the deficit well beyond $11.6
billion. For example, the staff of the Joint Committee on Internal
Revenue Taxation, using lower projections for personal income and
corporate profits in 1971, has estimated Federal receipts of $6 billion
Jower than set forth in the budget message, indicating a deficit of
about $17.6 billion. -

On the expenditures side, the fiscal 1972 budget estimates anticipate
a rise of $16.5 billion in Federal outlays, or an increase of 7.7 percent.
In dollar terms this advance exceeds the rise in budget outlays now
anticipated in fiscal 1971. 1t is noteworthy that the spending projec-
tions provided to the Congress a year ago will be exceeded by $

r

12 bil-
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lion, according to the latest estimates. We would urge that every ef-
fort be made to restrict the growth in budget outlays to the levels shown
in the budget, and resist strongly the temptation to allow increases over
budgeted amounts, as has occurred in prior years. )

This becomes especially important when account is taken of the
tenmous basis on which Treasury receipts, and hence borrowing, are
being estimated. The budget projects a decline of net Treasury and
agency borrowing from the public—including borrowing by fed-
erally-sponsored agencies—from $25 billion in this fiscal year to $20
billion 1n fiscal 1972. However, this sizable decline is predicated on
revenues which will not materialize if the economy behaves as most.
private economists, and some government economists, anticipate. Bor-
rowing then will probably exceed this year’s total based on the pro-
Jjected level of expenditures, and will exceed it substantially if the
spending estimates are breached again. ‘

Although no ceiling on Federal expenditures apﬁ@rently 1s contem-
plated by Congress, we note that the President in his budget message
states that “Expenditures must never be allowed to outrun the reve-
nues that the tax system would produce at reasonably full employ-
ment. * * *” The President is already projecting expenditures at this
full employment level of revenues. . o

‘In the management of the public debt, a needless and at times dan-
gerous impediment to Treasury borrowing operations results from the
presence of a 414 percent ceiling on interest rates for Tréasury issues
beyond 7 years in maturity. One consequence of this ceiling has been
to force the Treasury to confine.its new borrowings to the short- and
intermediate-term markets, where borrowing costs have run well over
4.5 percent until the past few months. The inability to market longer
term issues at a 4.5.percent rate in the. past few years has resulted in a
decline-in the average maturity of the debt to 3 years, 4 months. Natu-
rally, this has produced a more rapid turnover of the public debt and
compelled the Treasury to make more frequent entry into the money
market. ’ :

We urge removal of the 414 percent ceiling on the grounds that it
will permit more flexible debt management operations, foster a better
structure of the public debt, and allow the Treasury to tap longer
term markets supplied by savings funds rather than newly created
bank credit. T

- WaeE anp Price Poricirs

Grave concern has been widely expressed over the inflationary
threats posed by collective bargaining wage settlements that far out-
strip any possible productivity gains, thereby exerting strong upward
pressures on prices. According to the statistics presented in the Annual
Report of the Council of Economic Advisers, the median rate of in-
crease in the first-year wage and benefit packages was 12.4 percent dur-
ing 1970. Negotiated increases inwages alone averaged 10.2 percent
for all industries, while the average for nonmanufacturing industries
was 15.7 percent. Moreover, many negotiated contracts called for auto-
matic adjustments in the second and third years with subsequent in-
creases almost as large as the immediate pay boosts. .

-While increased productivity may offset a modest part of such wage
‘hikes, the magnitude of these increases'and the arrangements for fur-
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ther hikes in later years present an alarming prospect for large and
persistent increases in the price level throughout 1971 and into 1972
and 1973. It is particularly important to note that the largest increases
are characteristically occurring in the service industries, where pro-
ductivity gains are the lowest.

Tue Neep For Loxeer Ru~x Sorurioxs

It should be clear from the experience of the past 3 years that in-
flation cannot be viewed as a temporary or transistory factor in the
American economy. It is a long-range problem that calls for long-
range solutions. The stability of price levels is threatened by “cost-
push” factors which are currently being built in through negotiated
labor contracts governing wage increases for 2 and 3 years ahead.
Moreover, we cannot ignore a recurrence of the “demand-pull” factors
of inflation that result when excessive demands outrun our, capacity to
produce. Long-term structural changes in the economy, including the
growing importance of the service sectors where technology is not able
to assure productivity gains, also bring into question the future of na-
tional price trends.

In spite of the enormous size ‘and productivity of the American
economy we must recognize that our output potential is not unlimited.
This problem is examined at length in chapter 3 of the Annual Report
of the Council of Economic Advisers, which sets forth a 5-year pro-
jection of gross national product, measured against presently visible
claims on total output from the public and private sectors. This anal-
ysis represents a valuable approach to the question of long-run plans
for national priorities among the many competing claims on total
output. Decisions made today, especially in governmental programs,
will carry through to affect actual spending many years hence.

According to the CEA projections for 1975 and 1976, governmental
and private claims already account for all but a small margin of un-
allocated resources. Less than 1 percent of total GNP in 1975, and 1.5

percent in 1976, remain available for division among the many com-
peting sectors of the economy. After allowing for new government

rograms and new forms of private demand, the implication is clearly
for continued demand pressures on output, with resulting upward

price pressures and continued inflation. :

A Proposep CoMMISSION ON INFLATION

In view of the current high rate of inflation, the shift to expansion-
ary fiscal and monetary policies, and the long-term prospects for con-
tinuing inflationary pressures, it is our considered opinion that new
approaches are urgently needed to supplement our traditional eco-
nomic policies. There has been much discussion in recent months of
various forms of an “incomes policy” ranging from full-scale wage and
price controls as in World War I1, to temporary freezes on wages and
prices throughout the economy. However, these approaches would in-
terfere with the effective operation of market forces, lead to an in-
creasing misallocation of resources, and in general focus on the
symptoms, not the causes of inflation. We note also that many of the
advocates of such controls are recommending them in the expectation



666

that they would permit a more expansionary fiscal and monetary policy
than otherwise would be possible.

While it is our view that formal controls, mandatory or voluntary,
are a step in the wrong direction, it is important to understand the real
nature of inflationary forces that are at work in the economy, and how
they relate to the changing structure of our economic system. It is
equally important that the public at large, as well as Congress and
the executive branch, be kept closely informed of those decisions or
actions, public or private, which lead to increases in wage costs in
excess of productivity, and in other costs and prices.

Accordingly, we recommend the establishment of a continuing inde-
pendent governmental commission to study the causes, the conse-
quences, and remedies for inflation, to report regularly or on an ad hoc
basis to Congress and to the public, but without any enforcement pow-
ers. The commission would study policies and actions of both public
and private organizations from the single point of view of their impli-
cations for inflation. Such a commission should not be called upon to
balance various policy goals as the operating departments and agen-
cies of government must do. Rather, it should conduct such studies as
1t considers most fruitful, and issue whatever reports it deems appro-
priate, from the standpoint of preventing inflation.

While inflation in the nature of things is a concern of many gov-
ernmental agencies, including particularly the Council of Economic
Advisers, the Treasury, and the Federal Reserve Board, there is pres-
ently no agency with a responsibility to study inflation and publicize
actions, policies and developments that are clearly inflationary in
nature. Such a commission as we are proposing, if its members have
sufficient stature and do their job, could have a far-reaching impact on
both public and private actions. A high level commission of distin-
guished members would serve as an effective supplement to a sound
fiscal and monetary policy without which inflation cannot be brought
under control.

In conclusion, we would urge the Congress to remain vigilant to the

roblem of inflation—both current and future—in the decisions that
1t must make during the present legislative session regarding national
economic policies. Progress in reducing inflation has been made, but
the gains achieved so far could be easily lost if we falsely assume that
the battle against inflation has been won.



CHAMBER OF COMMERCE OF THE UNITED STATES

By Caru H. MappeN, Chief Economist

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

THE STATE OoF THE EcCoNoMY

The strong reaction of skepticism from many economists to the ad-
ministration’s $1,065 billion GNP forecast for this year has obscured
the unanimous view that 1971 will be a year of recovery from the busi-
ness downturn that started in the fall of 1969. True, the administra-
tion’s forecast is some $20 billion above the consensus of business econ-
omists. This consensus is partly based on the fact that seldom has there
been a sharp recovery form a long, gentle recession such as the coun-
try has just experienced. But the argument has revolved around the
rate at which recovery will occur this year and not the likelihood of
recovery itself. Consistent with the general acceptance of the fact of
recovery currently and the prospect of further recovery is a universal
expectation that the unemployment rate will average less this year
than last and that the rate of inflation will continue to subside.

The argument about “numbers” in the economic forecast should not
be permitted to hide the real problem for economic policy: to stimu-
late the economy to move up fast enough without arresting the decline
in inflation or, worse yet, renewing expectations of accelerating price
rises. We should not forget the obligation of the President, under the
Employment Act of 1946, to pursue an emonomic policy leading to
stable growth at high employment. Those who argue that forced draft
expansion of the economy could be accomplished without renewing
inflation rely excessively on the arithmetic of hypothetical economic
potential and its growth over time. They ignore human psychology
and expectations. They also ignore the President’s responsibility under
the law. : .

The danger of renewing inflation is threefold in the real world as
contrasted with the economic models that rely on only a few economic
variables. The danger lies, first, in excessive wage increases negotiated
by unions demanding and getting 3-year increases in excess of pro-
ductivity gains. It lies, second, in a rising proportion, now 60 percent,
of the work force in labor-intensive service industries where produc-
tivity gains are meager and demand continues to rise steadily. The
outstanding example of such an industry is construction. (Because of
the importance of construction to our current national problem of
above-productivity wage increases, I am attaching to this statement a
recent. speech entitled “Construction Wages: the Great Consumer
Robbery,” that I delivered on the industry.) The danger of renewing

(667)



668

inflation under the impact of excessively easy monetary and fiscal poli-
cies lies, third, in the growth of public unionism which has led even
the President to grant 6-percent average wage increases this year on
top of a total of 15-percent wage increases to Federal workers within
a period of a year and a half.

The pressure in the real world toward renewed inflation centers also
around the social issues which concern the Nation. Pollution, the need
for reform of welfare, for adequate job training, for measures to stem
rising crime and urban blight are social issues which, according to Dr.
(reorge Katona, of the Consumer Survey Research Center, at the Uni-
versity of Michigan, now keep consumer confidence suppressed, inde-
pendently of economic questions. It is the tremendous outlays of
capital and resources needed by State and local governments which
lead to proposals such as revenue sharing. It is the pressure of these
social issues which biases the economy toward inflation.

Toe FoLo-EmproymeENT BuUbGET

Indeed, pressures of the real world threaten to push Federal spend-
ing above full-employment revenues. What is troublesome about the
Federal budget is not this year’s deficit and the deficit expected in
fiscal 1972, but the direction and size of spending and revenues over
the next several years. Although the concept of balancing expenditures
with revenues that would result from substantial full employment—
the full employment budget—is useful, it is also risky. For one thing,
the concept of full employment itself remains unclear, and so does the
calculation of full-employment revenues. For another thing, the added
revenue which would accrue from full employment in fact is not avail-
able; and the actual deficit has to be financed, with resultin impact
on interest rates and credit policy. If the deficit is ﬁnanceg largely
through the banking system rather than through tapping the savings
of the public, the deficit will have an inflationary effect. .

There is a kind of fiscal restraint involved in the full-employment
budget but it is a restraint limited to periods of “full” or “overfull”
employment, as in the years 1966 through mid-1969. The national
chamber does not accept the full-employment revenue constraint as
sufficient justification for incurring a deficit at any time. The chamber
believes that there should be tighter budgetary control over expendi-
tures than that provided by partly hypothetical full-employment rev-
enues, taking into account.in particular the persistent tendency of
Congress to legislate more spending than calle£ for in the President’s
budget and, in consequence, to expand the public sector at the expense
of the private sector. The chamber is especially concerned by the infla-
tionary implication of the proposal, advanced by former Chairmen
Heller and Ackley of the Council of Economic Advisers, that Federal
spending should be accelerated in fiscal 1972 to move the full-employ-
ment budget into deficit. . . - :

Tae Case-For BALANCE

A strong case can be made for s'eéking balance in pursuing both high
employment and an end to inflation. In the political sense inflation is
simply a tax of expedience by political leaders unwilling to seek financ-
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ing for Government spending programs. Inflation is a bad tax because
it hits heaviest those on fixed income and low- and middle-income
receivers.

No one denies that our present inflation was the clear result of Gov-
ernment policies between 1965 and 1969 that led to large deficits at
full employment. The rise in Federal spending between 1965 and 1968
was 50 percent in 3 years, about equally divided between Vietnam and
domestic programs—guns and: butter. The perfectly predictable re-
sult of financing such deficits by excessive money creation was infla-
tion—too much money chasing too few goods.

The wage-price spiral we now face is a result, not a cause of inflation.
But it can complicate and prolong the task of getting inflation under
control. Even tﬁough only about one in five nonfarm workers belongs
to a union, the effort of unions to demand and get 2- and 3-year pack-
%ges é)f wage hikes above productivity gains pushes up costs across the

oard.

More and more it is coming to be realized that excessive wage gains
year in and year out are the major obstacle in many industrial coun-
tries to the restoration of control over inflation. This requires a hard
look at income policies as well as monetary and fiscal policy as a means
of dealing with pressures in the real world.

It may be that many measures recently suggested by Arthur Burns,
Chairman of the Federal Reserve Board, will be needed to bring
inflation under control. Many of these measures have long been sup-
ported by the business community generally. . o

INTERNATIONAL IMPLICATIONS

Certainly, the international implications of continued inflation here
can be dangerous to United States and world prosperity and stability.
The world 35 in effect on a dollar standard, with the dollar serving both
as the principal trading currency and as the principal form of inter-
national reserve currency. But if confidence in the dollar by foreign
holders were to erode, a worldwide financial crises could develop. There
would be grave risks of the kind of international monetary coliapse
which made the Great Depression of the 1930’s a prelude to world
disorder.

To be sure, the issue is not reflected strictly in the balance-of-pay-
ments deficit. No one seriously believes that the U.S. balance-of-pay-
ments figures reflect the change in the basic U.S. position, when the
figures improved on a liquidity basis from a deficit of $7 billion in
1969 to a deficit of $3.9 billion last year while on an official transaction
basis the shift was large and opposite—from a $2.7 billion surplus to
a $9.8 billion deficit. The basic problem is not measured by the deficit
figures. It is that the United States has been unable to earn enough
from its surplus on goods, services, and remittances to finance our net
private foreign investment and the foreign aid of the U.S. Government.

The guns-and-butter. inflation drastically .reduced our current sur-
plus because inflation sucked imports into the United States faster
than our exports grew. The period of restraint improved our trade
surplus. = . - O o T ) .

Because the dollar is the world’s standard for trude and monetary
reserves, the world expects the dollar to symbolize a standard of mone-
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tary stability and monetary discipline for the rest of the world. When
the United States tolerates inflation, this casts doubt on the function-
ing of the international monetary system.

Continuing large deficits in the U.S. balance of payments place more
dollars in the hands of foreigners. This contributes to a belief by
Europeans that the United States is “exporting” its inflation problem
abroad-—since the dollars are effectively used abroad as reserves for
expanded money stocks in those countries. ) o

The prospect for the balance of payments in 1971 is little changed
from last year. The trade surplus appears unlikely to gain much, if
any. Faster economic growth abroad combined with monetary and
fiscal restraints suggest that, on average, the U.S. dollar in foreign
markets will be no stronger than in the last 2 years, and may be weaker.
This prospect underscores the wisdom of economic policy measures in
this country that will foster recovery but not at such a breakneck pace
asto reinflate the economy.

We need also to take into account longer term developments in fram-
ing onr economic policies.

Today the United States and the Western World are facing a new
era of intensified competition in trade and investment, areas in which
we enjoyed a virtual monopoly in the first decade following World
‘War II. The second decade has witnessed a rapid growth of interna-
tional corporations, mostly American, accompanied by great long-term
capital outflows. We are now competing in a world where many in-
dustrial nations have equally effective technology and have adopted
American marketing and management methods. So it is an urgent
necessity for the United States and its free world trading partners to
collaborate and coordinate their economic policies as equals in recogni-
tion of their common goals. It is equally urgent that they collaborate,
also, to combat emerging nationalistic threats to the remarkable growth
in world trade which has doubled since 1963.

CoNcLusioN

The need both domestic and international for maintaining greater
control over inflation in the United States, and the risks from the wage-
price spiral, the pressure of social issues, and the trend toward rising
deficits all argue for giving priority to bringing the prolonged guns-
and-butter inflation under firmer control.

Therefore, a moderate rise in economic activity in 197 1, in an eco-
nomy facing a mounting agenda of social reform and private demand,
may be the course of long-term prudence while appropriate means are
forged for moving on environment control and urban reconstruction.

(The speech referred to in the text follows:)

CONSTRUCTION WAGES: THE GREAT CONSUMER ROBBERY .

By Carr H. MADDEN, Chief Economist, Chamber of Commerce
of the United States?

Soa}'ing wage rates in the Nation’s giant construction industry are approaching
4 national scandal. President Nixon has labeled the comstruction situation a

! Substance of remarks before the annual meeting of the Assoclated Builders and
Contractors, Sonesta Hotel, Washington, D.C., Mar, 10, 1971.



“crisis” and invoked his powers in an “emergency” to suspend the Davis-Bacon
Act. The fantastie climb of construction wage rates is a growing social and eco-
nomic menace, called the most important obstacle in the way of subduing infla-
tion by a national magazine.

The reason is that unless the United States finds a way to stop the wage explo-
sion in construction, the pattern will spread into many other industries, sever the
tie between productivity and income gains, and undermine the credibility of
market-determined incentives and rewards. One result, seen in Britain, of such
labor anarchy is chronic inflation with high unemployment, called “stagflation.”
Another result, threatened in Sweden where pay for workers is climbing above
salary levels of organized professionals, is growing class animosity that may
shake the stability of that welfare state.

THE GREAT CONSUMER ROBBERY

The wage push in building amounts to an unabashed and unique giant consumer
robbery. Recently, one State building trades president said, “There is no reason
why a union man should not be earning $30,000 a year.” In fact, many electricians
in New York City now earn, according to some contractors, more than $35,000
per year. If Ralph Nader and his coworkers and imitators really want to protect
consumers from exploitation, they could do no better than train their big guns on
the wage monopoly in our Nation’s biggest industry.

The basic issue of the wage push, particularly in building, though, is even
broader than controlling inflation or ending consumer exploitation. “The question
before us,” as Heath Larry, Vice Chairman of United States Steel, said recently,
“is whether a democracy predicated upon a free market economy can-really cope
with the problem.” The impact of skyrocketing construction settlements is incred-
ible; it is pulling settlements sought in other industries upward like a magnet: the
spread outward reaches far beyond the building industry to cost pressures on
homeowners and taxpayers as prices of schools, hospitals, and public buildings
escalate. The means are not lacking to lick this problem, and the potential of the
coming construction boom of the 1970’s demands it. I still believe it can be done,
but it will take a galvanized effort of national will. '

The average American needs no one to tell him that building costs are soar-
ing but he seems unaware or unconcerned about what the power of lhe craft
unions is doing to him. The loose confederation of craft unions known as the
building trades is now probably the most powerful oligopoly in the country.
Websters defines an oligopoly as “control by a few sellers of the amount and
price of a given product or service to a large number of buyers.”

The building trades have got a stranglehold on the huge $90 billion construc-
tion industry, which usually accounts for 10 percent or more of the Nation’s
annual output (GNP) and is bigger than the auio and sieel indusiries put to-
gether. It is a case of the tail wagging the dog. The 17 AFL-CIO construction
trades unions and their nearly 3 million workers in 10,000 locals threaten to
dominate the U.S. work force of more than 80 million by setting tbe pace for
wage negotiations, accelerating price increases, and fueling the inflation.

Construction is not only the Nation’s biggest industry, but it has a pervasive
effect on nearly every other industry. When the price of roads, schools, hospitals,
factories, and housing rises faster than the productivity of the men who build
them, vast pressure is put on Government to pass the bill on to consumers and
taxpayers through inflation. Construction costs have risen almost twice as fast
as general U.S. prices. Building costs, to be sure, are pushed up also by recent
interest charge rises now abating and by soaring land prices in urban areas
which may double. again in the next 10 years. But without doubt it is mainly
wage cost inflation that is pushing up the cost of new homes beyond the reach
of more and more middle-income families and forcing middle-income as well as
low-income families to seek out Government-subsidized rental apartments,

THE WAGE EXPLOSION

For at least 20 years now both the level and the rate of increase in earnings
of construction workers have exceeded those of workers in industry generally.
Since 1047, average hourly earnings of construetion workers have increased
almost 250 percent, while those in manufacturing have gone up 175 percent.

In recent years, the gap between construction and other wages has been widen-

ing. Last year, labor settlements gave union construction workers an average
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‘wage raise of 18.3 percent a year, more than double the 8.1 Percent increase in
manufacturing. Many settlements will virtually double construction. wages over
the next 3 years. According to testimony before Congress, the pipefitters of Balti-
more are going to get an annual increase—an increase, that is, each year—over
ithe next 3 years, of $8,760. The electricians of Waterbury, Conn., over the same
‘period will get annual increases of $12,000. Beginning August 1, 1971, a laborer at
Straight time in Kansas City would receive $19,094.40 for a full year.

- National average pay actually received by various crafts, including nonunion
‘workers, ranges from $10,850 to nearly $13,000, according to one trade associa-
tion survey. But because most building ocecurs in metropolitan areas, represent-
ing around 2 percent of the Nation’s land area, these averages are misleading.
In New York State, for example, the survey showed that average pay received
last year for carpenters in high wage areas was $25,000; for cement masons,
$20,000; for ironworkers, $30,000; for operating engineers, $30,000; and for
common laborers, $22,000.

The direct and obvious effect that such wage raises and levels in construction
will have on demands of in-plant crafts and industrial wages generally is easy
to demonstrate. Members of industrial unions are widely aware of what build-
ing craft unions are getting. According to the testimony before a congressional
committee of Roger Blough, chairman of the Construction Users Anti-Inflation
Roundtable in January of this year, the head of a key civil service union in New
York City recently complained to a building trades union leader that construe-
tion pay scales had been pushed so high his civil service members were uncon-
cerned by the city’s financial plight. “Do you think I like making these screw-
ball demands?” the building unionist asked. “The trouble is you ask for the moon
and you wind up getting it.” :

Some people cite the cost of living to explain construction - settlements, but
their contention is not supported by the facts. During 1969, the consumer price
index rose 6.1 percent while the median first year construction cost settlements
wag 14 percent, with many settlements much higher. Other people cite the season-
ality of construction work. But today building goes on in summer and winter
in the North and the South with relatively few interruptions. The surveys of
income actually received by construction workers already cited belie the
seasonality argument. ,

Unions occasionally cite profits of corporations to justify higher wage rates.
But from 1966 to 1970, corporate profits have shrunk as a share of GNP while in-
vestment spending rose from around $65 billion to more than $80 billion. While
inflation in recent years has .lifted replacement costs of buildings and equip-
ment, corporate profits in dollar terms have fallen since 1969. There is very little
in the record of corporate profits in recent years to justify higher and higher
wage increases. Meanwhile, the credit restraint from 1969 to early 1970 sharply
cut the demand for housing and caused increased bankrupteies. and losses among
builders. ’

In fact, the shift in credit policy underway since February of last year and the
expansive fiscal policy of this and next fiscal year’s Federal budget only magnify
the threat that construction wages will lead to chronic cost-push pressures in
the economy. Already, signs of a housing boom are multiplying, now that credit is
more plentiful and cheaper. Rosy prospects for building in the 1970's come from
the need to rebuild.our cities and from a fourfold increase over the 1960's in
homebuying families with heads aged 25 to 44. Construction labor in this decade
will be very much in demand and ecan use its muscle even more to push up wage
rates. . .-

. . . WaAT LaBoR Power Has DoNE

President Nixon last December in a speech before businessmen said that “when
construction wage settlements are more than double the national average for
all manufacturing, at a time when construction workers are out of work, then
something is. basically wrong with that industry’s bargaining process.” The
plain fact is that craft unions have been able to bully outsize increases from
contractors because they control most of the labor supply. .

. Most Americans don’t seem to realize or be concerned that this is true. Bver
since New:Deal days, public ¢pinion has séntimentally sided with- the political
and legal climate so favorable to fhe building trades 4s to produce an irre-
sponsible labor monopoly strong enough_politically and.economically to remain
beyond the reach of legislative reform. Although the American. public does
not appear to care, in construction the real conflict of interest is not between
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management and labor. It is between labor and consumers, with the contractors
merely serving as a medium to pass on labor’s exactions to the public at large.

The reason is that.while building trades unions have been traditionally strong,
contractors have been a notoriously weak bargaining position. Of an estimated
‘870,000 contractors in the United States, only 1,200 have 100 or more employees:
and most are quite small. Only- about one-tenth of 1 percent of contractors hire
100 or more people. No one contractor does even 1 percent of the total industry-
volume. According to Census Bureau figures, the operative builder employs 5.6°
people per firm. In 1967, the average for all contract construction was 9.7 em-—
ployees per firm. The building industry operates as a multiple of builders repre-
senting management, subcontractors who are responsible for certain portiooss
of the work, and supplier-distributors who provide materials for construction.
Because the market for building in the United States is discretionary, cyclic,
and local, there is no single market for a relatively few standardized models as
in the auto industry.

Taking advantage of the industry’s fragmentation, the craft unions have been
able to dominate management. In the construction industry, the union, not the
employer, decides who gets which job, supplies foremen as well as craftsmen,
has a decisive voice in the management of pensions, insurance, vacations, and
other employee benefits, and so largely controls both manpower and nroduction.

Contractors generally get their manpower for each project through a union
hiring hall. Unions generally dictate crew sizes and working conditions, The
skilled worker appears on the payroll of a given contractor only for the period
of a specific project, and then nioves to the payroll of another contractor. The
.union arranges this; it finds the work, decides who shall be hired, and remains
in complete control of job security. This is-how the union hiring- hall operates.
The union- acts much like an employer, in fact, and its negotiation with con-
tractors is much.like one employer contracting with another. During the current
inflation, comtractors, caught between unions on one side, and customers in a
hurry to finish projects on the other, have been able and forced to simply pass
along cost increases. : ’ . o

. N

TroUBLE WITH OUTPUT AND SUPPLY

Labor power in construction has led to productivity trouble and artificial
shortages. of labor supply. When local unions do their-own bargaining city by
city and craft by craft, it is no wonder that one-third of construction negotia-
tions end in strikes. Featherbedding and work preservation practices echoing
a depression philosophy are notorious. So we have plumbers who cut off threads
already on pipes and rethread the pipe on the job; carpenters who refuse to
install prehung doors or sash; painters who won’t use spray techniques and limit
the size of brushes; bricklayers who will lay only 400 bricks a day compared
with 800 bricks normal for open shop work: electricians who require skilled
craftsmen to install a light bulb. According to Roger Blough’s congressional
testimony, these practices exist on a widespread scale. The result is that pro-
ductivity, as best measured, is lagging if not trending downward in construction.

Labor unions limit. membership to create artificial.labor shortages through
restricting -apprenticeship training. An artificially created shortage is the main
reason for higher than normal wage increases in some trades and among labor-
ers. It takes only 18 months to train an airport controller, but unions insist that
plumbers helpers spend 3 to 5 years learning the craft. There are far too few ap-
prentices trained. In 1968 there were only some 125,000 building-trade appren-
tices in_the entire industry, less than 4 percent of the construction labor force.
That year, only 37,300 apprentices {‘graduated” while attrition by death or re-
tirement was 70,000. :

“Owing to union opposition,” according to one writer, “vocational instruction
has almost disappeared from the U.S. school system.” This, at a time when a
record number of young people are going to be buying homes and a record number
of young people will be reaching the labor market each year. This, at a time
when teenage unemployment rates are more than three times those for adults,
when Negro teenage joblessness reaches 36 percent in some metropolitan areas,
and when 85 percent of unemployed young people are in school and are ldoking
for part-time work. In Europe and particularly Germany and Sweden those
young people not heading for academic careers usually attend a state-supported
vocational school and learn a trade. The result is that a majority of young
people get vocational training, compared to only a small proportion in the
United States.
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Some people may object that in homebuilding, which accounts for roughly
one-third of total new construction, a large proportion of employees are non-
union. A survey of members of the National Association of Home Builders
showed that less than 20 percent reported all employees were union members.
But this fact does not alter the wage control in the industry by unions, because
nonunion wages generally follow union wages and in construction booms may
even exceed them. And apartment construction, up from 18 percent in 1959 to
44 percent of all new housing starts in 1969, is more thoroughly unionized than
single-family house building.

In fact it seems that Government itself has participated in fostering excessive
pay and restrictive practices in building unions. The Davis-Bacon Act, recently
suspended by President Nixon in the present emergency, is one example of
Government policies that lend support to excessive union wages. The law, passed
in 1931 in the midst of the Great Depression, requires that not less than ‘“pre-
vailing” wages, as determined in a locality by the Department of Labor, be paid
on all work contracted for or assisted by the Federal Government. In practice,
the prevailing wage seems often to be the union scale in the city or metropolitan
area nearest to the local site and to be actually higher than the local scale. The
President’s action, which makes it possible for merit shop contractors to compete
for jobs with union contractors, was condemned by President George Meany of
the AFL-CIO as “antiunion,” even though suspension in no way affects union
arrangements.

The “job preservation’ doctrine of the National Labor Relations Board, upheld
by the Supreme Court in 1967 in the Philadelphia Door case, prevents innovation
and preserves featherbedding. The highest court held in that case that a union
may legally boycott products when their use lessens the amount of work done on
the site if the prohibition of those products was contained in the agreement with
the employer. The doctrine has prevented use of such products as prefabricated
roof trusses and forms for concrete, precut insulation, packaged boilers, and
factory assembled piping. A major barrier to innovation, this doctrine would
have prevented the power loom and the assembly line under today’s conditions
of union power in construction.

Putting it all together, the construction industry is a classic example of what
happens when competition goes out the window. The late brilliant Henry Simons -
of the University of Chicago once pointed out that most errors in economic policy
in democracies came from favoring people as producers rather than as consumers.
Simons was therefore a bitter enemy of concentration in industry and a champion
of competition. He predicted that labor power, exempted from the antitrust laws,
would inevitably restrict production and employment in order to push wages up.
This is exactly what has happened in construction.

WHAT Is To BE DonNE?

From time to time somebody argues that the way to deal with craft unions is
to invoke the antitrust laws. It is certainly not hard to make the strong case that
unions violate the spirit of the original Sherman Act of 1890, which forbids re-
straint of trade and collusive fixing of prices. But historically unions have been
excluded from the purview of antitrust laws. The Clayton Act of 1914 stated the
famous dictum that “the labor of a human being is not a commodity or an article
of commerce.” The paradox is that unions have behaved precisely as.if it is, and
by restricting the supply and quality have artificially hiked the price paid for
union labor in competitive markets.

Even so, later court decisions and congressional actions have more and more
insulated labor from antitrust enforcement. By doing so Government has made
outright attack on work rules impossible and lent support, until recently, to pre-
serving the structure of bargaining. The Norris LaGuardia Act in 1932 exempted
labor unions from injunctions. The Wagner Act of 1935 supported and enlarged
labor’s right to organize and bargain. The Taft-Hartley Act of 1947 partly re-
dressed the balance by forbidding coercion of workers and protecting their right
not to join unions. But construction unions, far from respecting Taft-Hartley
have vigorously sought to legalize secondary boycotts. ’

The result is that it is practically impossible to challenge union practices under
the Sherm_an Act unless a deliberate conspiracy between labor and business to
h:arm a third party can be proved. Even then, the courts do not necessarily go
along.
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The National Labor Relations Board and the Supreme Court in recent years
have made featherbedding the law of the land. The use of cost-saving methods
and materials was restricted, and product or secondary boycott was upheld, in
the National Woodwork, Houston Insulation Contractors and Philadelphia Door
cases. The courts, in a period of revolutionary technological change and expand-
ing income and employment, have effectively outlawed important- innovations
that would give the consumer more housing for his money in union areas.

There are some signs of resistance to outmoded union practices among both
contractors and big construction consumers. The rapid growth of your own Asso-
ciated Builders and Contractors is one. As you know, since its founding in 1950
your organization has grown to represent more than 3,000 firms with a working
force of 160,000 and is growing at about 83 percent a year. Your wise merit-shop
policy, far from being antiunion, emphasizes efficient use of labor and allows any
firm to work with any other firm, union or not. This is as it should be to benefit
the consumer by doing the job better and serving him better. Few people are
even aware of the difficulty of your growth pains, since you are denied the use
of union biring halls, to say the least.

In 1969, partly through the auspices of the Chamber of Commerce of the
United States, big construction users formed ‘the construction “users” anti-infla-
tion roundtable and asked Roger Blough, former chairman of U.S. Steel, to serve
as chairman. The construction “users” are getting involved because they began to
see they were part of the problem. Corporate construction is usually part of a
competitive plan and operates on a tight schedule. Add inflation of construction
costs at 1 percent a month and you get pressures by corporate users put on con-
wactors to settle labor disputes at whatever cost needed ot avoid even more
costly delay and downtime. The roundtable is tackling this problem through 33
local ‘“‘user” groups and eight task forces, trying to educate big construction
“ysers” without violating antitrust laws to the importance of their own role in
upping construction costs.

A change may be in the making from local, State, and Federal governments.
Up to recently, politics itself has been an ideal vehicle to pass on union arm-
twisting through government to unwary taxpayer consumers. Everyone is familiar
with government white elephant building projects whose costs magically escalate
during construction without visible explanation or support. This has gotten
pretty important, since all government together finances a third of all construc-
tion. But recently in a growing number of communities organized taxpayer groups
have started turning down bond issues for new construction, though few if any
have organized against escalating construction wages.

THE SPREAD OF WAGE-PUSH

Government recently has increased its concern.about labor union power and
itg nee to shortchange the consumer, not so much because the power is new but
because its abuse is now.so obvious. Arthur F. Burns, Chairman of ihe Federal
Reserve Board, last December declared, “Monetary and fiscal tools are inade-
quate for dealing with sources of price inflation such as are plaguing us now—
that is, pressures on costs arising from excessive wage increases.” Burns called
for market-oriented incomes policies covering a wide spectrum of measures.
Included were suspension of the Davis-Bacon Act, a teenage minimum wage
law to improve job opportunities for youngsters, establishment of national
building codes, compulsory arbitration of labor disputes in industries vital to the
public interest, and the like. Burns also proposed a high level Price and Wage
Review Board that, “while lacking enforcement power, would have broad author-
ity to investigate, advise, and recommend on price and wage changes.”

Other leading Government policymakers such as George P. Schultz, Director
of the President’s Office of Management and Budget, have opposed incomes
policies because they believe that only monetary policy—that is, the power to in-
crease the money supply—can create inflation. They are, of course, technically
correct. They have lost the argument because of a certain overly simple view
of how changes get made in the political process and because they fail to appre-
ciate the political environment in which monetary policymakers must necessarily
carry out their responsibilities.

Vice chairman Larry of U.S. Steel, has argued it is not enough merely to rec-
ognize that ours is now a wage-push inflation; rather, what we need to see is

o

that “something is clearly out of balance in the bargaining processes as presentiy
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structured.” It is easy enough for some to dismiss the concerns of businessmen,
but the steel industry is rightly concerned. Currently it is caught in the mid-
dle, facing contract negotiations with a powerful, industry-wide million-member
industrial union, and beset by.increasing competition from suppliers abroad with
modern technology and lower wage rates. The steel industry has to face upreal-
istically to the national and ‘international implications of the wage spiral.

. Larry cites some grim facts to make his case. In all but two out of the last 20
years in the United States, unit labor costs have increased, and recently labor
costs per man-hour in manufacturing have risen at more than double the long-
term average rate of productivity. This imbalance between productivity gains
and wage gains is the inflation nightmare haunting businessmen. The reason
is our position in international trade. Manufactured goods now make up 60
percent of all world trade, up from 40 percent 20 years ago. During that time,
the U.S. share of world exports of manufactures has dropped from above 28
percent to just under 20 percent, And in the same period, our imports of manu-
factures have increased about 8% times, while our exports of them have
increased only 31 times. Labor costs are far and away the most import reason
for our slipping position in world trade.

Our competitors have been surpassing us in productivity. From 1965 through
1969, this was true of Japan, Germany, France, the Netherlands, Sweden, Italy,
Canada—and even the United Kingdom. Even though wage rises are accelerating
abroad, Larry points out, our wage rates are widening the gap and our unit
labor costs rose faster from- 1965 through 1969 than all these countries except
Canada. The dangers of increasing protectionism-—supported by labor unions—
is related to the decreasing competitiveness of the industrial economy. The
response of labor unions to foreign competition is consistent with their response
to domestic competition—they wish to restrict it. Of course, the consumer bene-
fits when he can buy foreign goods cheaper than domestic goods.

WHAT. To Do?

Here we are brought back full circle to the great consumer robbery in con-
struction. The fact is that agriculture and manufacturing have been the source
of the largest productivity gains which lie at the base of rising real incomes for
Americans. But these sectors are employing a smaller and smaller portion of our
work force. Today only about one-fourth of our work force is in manufacturing.
Two-thirds of it is in what are broadly called the service industries, and the
trend is upward for the future.

One central problem in the 1970’s is to improve productivity in the service
industries, including construction. The really big wage increases did not start
in manufacturing but in construction, followed by transportation, other. service
industries, and public employment. The rapid rise of unions in public employ-
ment spreads union’ gains in construction or manufacturing—whichever public
unions think they can get—into sectors of public employment such as education,
where we don’t even know how to define productivity but wonder whether, how-
ever defined, it is not falling rdather than rising.’ o .

One necessary answer to the trend to service employment is to. keep produc-
tivity gains high in manufacturing. The Nixon administration suspended the in-
vestment tax credit early in 1969, ostensibly to shift from private to social in-
vestment. "Subsequent events seem to show things 'are not that simple. Private
investment has lagged during the recent readjustment but social investment does
ot yield the same measurable productivity-gains. The President’s National Com-
mission on Productivity has ‘argued for more investment incentives for business,
and the President’s recent changes in depreciation schedules may be followed by
other measures soon. c ’

But improved productivity is not enough. Despite many improvements in pro-
ductivity in building and reductions of costs, the results are obscured by rising
prices for land, materials, more supplements, and above all, wage costs. There is
no denying that conventional housing is better engineered, employs more power
tools, better fastening equipment, and better management of the process of build-
ing than ever before. Indeed, widespread industrial construction of housing is
not necessarily the boon to productivity which common mythology believes, as is
made clear by Michael Sumichrast, NAHB economist in the survey earlier
mentioned.
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One answer, offered by J. K. Galbraith of Harvarg, is a wage-price freeze to
precede institution of a comprehensive, permanent, and enforced system of wage
and price controls. Galbraith has managed to convince himself that the market
doesn’t work to our benefit anyway, and so he would make short shrift of what
he now considers a competitive charade that exists in the “mega-economy’ of
large firms. Galbraith believes that the entrenched power of giant firms and giant
unions is bad, so he wishes to substitute the entrenched power of central govern-
ment, which is standard socialist mega-psychology. One does not have to agree
with Galbraith in order to acknowledge that he is not a proponent of halfway
measures. His views about the market power of giant firms, however, entirely
overlook interindustry and international competition. Galbraith is most correct
about his own political allies, the labor unions.

The plain fact is that some new form of bargaining structure is needed in
unions, particularly construction. Reform of labor unions is surely less Dra-
conian than Galbraith’s abandonment of the market process. A call for union
reform is inevitably interpreted by unions as a threat to their existence and
therefore antiunion. This is the conditioned reflex of leadership that is oriented
to the era of depression in the United States and is still haunted by past
struggles for recognition. It is a cultural hangover, though, in an effluent society
in which the problem is equitable sharing of rising affluence. During the
depressed 1930’s, Henry Simons noted that “questioning the virtues of the
organized labor movement is like attacking religion, monogamy, mother-
hood, or the home.” Surely we are living today in an era when, in our effort
to improve and renew our institutions, valid criticism of lahor practices need
not be viewed as smashing idols, but should be considered .on its merits. There
is no escaping it; it.is clearly in the interest of labor to recognize that, as
Larry points out, “a continuation of the wage trends of the past is a luxury
this Nation simply cannot afford.”

Restructuring of the union process is only one but an important example
of the renewal of our institutions needed throughout American life if we are
to adapt to the technological era already developed. The problems of the con-
struction industry, as NAHB economist Sumicharst 'points out, are not “the
lack of technological innovations but social, political, and economic restraints.”
Perhaps a new generation of union and management leadership is needed to
throw off the shackles of the past and to rethink the status of union member-
ship and employment security, to avoid the manifestly irrational practices of
today.

However, the need for action now is pressing. Certainly Davis-Bacon pre-
vailing wage doctrine.and the job preservation doctrine of the courts should
be legislated out of existence. Some substitution for local bargaining in con-
struction, whether the regional arrangements suggested by President Nixon or
some other, wonld seem to have merit. A great reform is needed in manpower
training to give more opportunity to young people and minorities than is given
now by union apprentice practices. Badly needed are uniform, statewide
building codes based on performance requirements rather than specifications
of particular materials and methods. The union hiririg hall, an antiquated and
at times vicious system, could be supplanted by the U.S. Employment Service.
The National Labor Relations Board needs a thorough going over to eliminate
prejudiced notions of “what’s good for labor is good for the economy.”

In truth, what is needed is a national effort to reexamine the basis and
validity of existing concepts of craft and industrial unionism. Its problems are
somewhat similar to those in the health care field, where over specialization
and a creaking delivery system push up costs and impede access to quality
care. For example, the delivery system of supplying labor to construction de-
serves a careful analysis in order to shape it to the needs of the future. The
solid and impressive growth of merit shop construction itself may well consti-
tute the best challenge to the entrenched restrictive practices of unions. The
abysmal waste and corrupting make-work suggested by craft union practices
stands in sharp contrast to the gains in the quality of shelter that could be
provided ordinary American families, and in employment opportunity that
could be provided young people, including minorities, if our construction in-
dustry were free from some of the present social, economic, and political
restraints. ’

The news report on March 3 that building unions and 'major contractors have
signed a reform pact is itself a tribute to the constructive value of the rise of
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merit shop construction and the President’s recent move to suspend the Davis-
Bacon Act. The 17 AFL-CIO building trades unions and 34 major industrial
contractors agreed to bar restrictive work practices, illegal strikes, unneeded
standby crews, and “featherbedding” practices. Whether locals will honor this
agreement remains to be seen. But the move was interpreted by the press as
stemming from the “deep concern * * * over the inroads made by nonunion
construction firms and the threat of further Federal action to hold down build-
ing wages and costs.” The reform pact demonstrates that constructive change
is possible, that needed reform in the craft unions can occur.

Indeed, it should be made clear that reform is equally needed elsewhere than
in labor to end our housing difficulties. We need to reconsider land taxation and
assessment to curb the soaring cost of urban land. There remain problems of re-
considering methods of land planning, zoning, and land use patterns with cost
reduction in mind. There is need to improve the efficiency and reduce the cost
of financial services associated with housing transactions, and need to develop
more efficient financial instruments.

Yet, until the underlying problem of labor costs is confronted, progress else-
where—as the distinguished housing expert Miles Colean has pointed out—will
be frustrated. What’s more, the builders and construction users may do what
they will, but success in attacking the great consumer robbery depends on how
well public opinion can be marshaled and brought to bear on the construction
industry. .
NEEDED MORE CONSUMERISM

Union leaders are strong because they wield a lot of political power, but their
political power could be a source of weakness. Congress as presently constituted
is not going to consider any legislation in 1971 and 1972 that would change the
construction union or any other union structure and bargaining process because
of the present power of union leaders in politics. The only way to get any bills out
of the House HEducation and Labor Committee is by overwhelming public de-
mand. For years it has been virtually impossible just to improve construction
statistics because of union opposition, but it is weakening.

And unless progress is made in restructuring the building unions, the Nation
will only drift hopelessly further out into the sea of housing subsidy and the
increasing dominance of the housing market by Government. The reason is that
unions have no hesitation in using their political power to subsidize the increase
in demand for housing as presently organized in order to preserve the existing
craft union arrangements.

Contractors and construction users can, however, inform the public. Perhaps
the greatest service the contractor-users group can perform for the American
consumer is to follow the advice of one writer and “take all the time and trouble
(and money) necessary to inform the community and get it involved,” when faced
with outrageous union demands.

The consumer is the best ally of an industry wanting to improve quality. Con-
sumers are voters, and politicians listen to them. Any union leaders confronted
by a great army of consumers can’'t keep the politicians with them because politi-
cians—on balance, I think, properly—respond to votes. When the consumer be-
comes that aroused, then the great consumer robbery will be over.




COMMITTEE FOR ECONOMIC DEVELOPMENT

By Eauto G. Corrapo, Cochairman, Research and Policy Committee

On behalf of the Research and Policy Committee of the Committee
for Economic Development, I should like to express our appreciation
for this opportunity to comment on the Economic Report of the Pres-
ident and the Annual Report of the Council of Economic Advisers. The
underlying rationale of the stabilization policies proposed in the two
reports coincides to a considerable extent with principles that CED
has long advocated as well as with various specific recommendations
presented in our November 1970 policy statement on “Further Weap-
ons Against Inflation: Measures To Supplement General Fiscal and
Monetary Policies.” Indeed, the formal espousal by the President of
the use of the “full employment budget” as the basic guide for fiscal
policy represents the adoption of a concept that was initially developed
and publicized by CED’s Research and Policy Committee in 1947.

Mr. Howard C. Petersen, chairman of the Fidelity Bank and our
vice chairman for national economic studies, testified during an earlier
phase of these hearings on many of the issues raised in our November
1970 policy statement; we understand, moreover, that the summary
chapter of that policy statement has been incorporated in the record
of the hearings. I shall, therefore, not attempt to review the November
1970 statement in detail. Instead, I shall make use of that statement,
and of earlier policy positions taken by our committee, in examining
selected key issues posed by the two economic reports.

Tae Overart Fiscar-Moxerary Poricy STRATEGY

The approach to fiscal-monetary policy strategy outlined in the two
reports is generally in accord with the recommendations made in “Fur-
ther Weapons Against Inflation” that .. . the basic aim of fiscal and
monetary policies should now be to restore an orderly resumption of
economic growth to levels at which aggregate demand and supply will
generally be in balance . ..”; that budgetary policy over the next year
should be formulated in terms of a “high employment” budget surplus,
and that there should be no resistance to deficits in the actual budget
“to the extent that they are needed to counter the current weakness in
the economy”; and that “a principal share of the stimulus that the
economy currently requires to resume its forward movement should be
provided by monetary policy.” o ‘ )

The more specific targets of the economic policies outlined in the
two reports are to move the economy towards a reduced unemploy-
ment rate in the 4.5-percent zone and a lessened inflation rate ap-
proaching the 3-percent range by mid-1972. If simultaneously attain-
able, these are, indeed, desirable goals. The council views the $1,065
hillion GNP which it projects for calendar year 1971 as consistent

with, and necessary for, satisfactory progress toward these targets.
(679)
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Past experience does not rule out the possibility that the targets
cited can be attained, given the program outlined in the reports. We
are not persuaded, however, that the council’s forecasts represent the
most probable outcome that can presently be envisaged. Indeed, it
appears to us that the chances of substantial deviations from the pro-
jected results are very considerable, both in terms of greater-than-
expected inflation and of less-than-anticipated real growth. The nature
of these uncertainties, and their implications for policy formulation,
need to be clearly understood. :

The Possibility of Greater-Than-Anticipated Inflation

One range of uncertainties involves the likely rate of inflation if
one assumes that the projected real growth of GNP will, in fact, be
attained. The official forecast indicates that, after adjustment for the
effects of the GM strike, real GNP will rise by 6 percent from the
fourth quarter of 1970 to the fourth quarter of 1971—a relatively
rapid rate of rise by past standards. Since a pronounced forward mo-
mentum in the economy has frequently been associated with increased
upward pressure on prices, is it plausible that the council’s forecast
of real growth can be reconciled with a decline of the inflation rate
to 3 percent by mid-1972¢

The council answers this question in the affirmative, citing four
principal reasons. First, it expects that the lagged dampening effects
on prices exerted by the recent pronounced weakness in the economy
will continue to make themselves felt for some time after the economy
resumes a more vigorous forward momentum. Second, it stresses that
upward pressures on prices stemming from increases in demand tend
to be minimized as long as the economy still operates with substantial
slack and underutilization of capacity. Third, it expects that cost and
price performance will be considerably aided by the relatively high
rates of productivity growth that can typically be expected in the
earlier stages of a recovery. Fourth, it notes that structural and other
supplementary measures can be utilized to contain price pressures at-
. tributable to market imperfections and “cost-push.”

Each of these factors should play an important role in helping to
contain the strength of inflationary forces in the period ahead. At the
same time, however, there is considerable doubt that these factors will
be sufficient. to achieve the price target envisaged for mid-1972.

‘One reasen-for such doubt is the fact that the lagged effects of
changes in economic activity which are expected to benefit the price
picture in the immediate period ahead could well work in the opposite
direction during 1972, when lagged influences of the renewed stimula-
tion of activity will become more fully evident. Moreover, as the econ-
omy moves closer to high employment, the protection against upward
price pressures afforded by the existence of unutilized human and
other resources will gradually become less significant. The rate of gain
in productivity, furthermore, tends to be most pronounced during the
very beginning phases of an upturn and may well slacken as output
moves closer to potential. Finally, it is not at all clear that the supple-
mentary measures to' deal with “cost-push” and related factors that
have thus far been initiated will make a ‘sufficiently major dent on
upward price pressures to allow the degree of improvement in the
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price situation envisaged by the Council. This is particularly the case
if one considers that a rapid forward thrust in economic activity—
and the more hopeful economic expectations that this tends to en-
gender—are likely to add new fuel to income demands, over and above
the very strong underlying pressures in this area that are already
evident. :

These considerations, in our view, add up to a strong possibility that
the projected rate of growth in real economic activity could lead to
substantially more inflation by mid-1972 than the Council envisages;
indeed, such greater-than-expected inflation could well occur even if
the real growth of the economy falls short of the Council’s projections.
The possibility also cannot be ignored that the expansionary stimuli
whicﬁ are to be put into place during the coming fiscal year will tend
to have their most pronounced inflationary impact sometime after the
fiscal year has ended. This is all the more likely because—as is dis-
cussed more fully below—and net stimulative eftects that may be ex-
erted by the Federal budget will apparently be mainly manifested in
the second half of fiscal year 1972.

Risks of Inadequate Recovery

A second range of doubts about the Council’s forecasts. centers on
the question whether the projected rate of real growth can in fact be
achieved with the policies that have been proposed. Broadly, speaking,
it would appear that the Council expects that the main stimulus to in-
creased economic activity will be provided by an expansionary budget;
by a further easing of monetary policy, with especially strong stimu-
lative effects on housing and State and local outlays; and by an autono-
mous revival of consumer confidence and of confidence in the economy
generally, engendered by the President’s stated commitment to policies
of vigorous economic expansion. _

In this scenario, an expansionary Federal budget is clearly expected
to play a major role. As already noted, we stron}ggly welcome the Presi-
dent’s adoption of a full-employment budget (or “high employment
budget,” in CED’s terminology) as the basic guide for fiscal policy.
Use of this budget concept makes it possible to distinguish betiween
the budget’s effect on_the economy and the economy’s effect on the
budget; moreover, it systematically highlights the need for relating
fiscal policy to the normal growth of the economy at high employment
levels. In contrast to fiscal policies that focus on actual budget levels,
adherence to a given high employment budget target assures that in
periods of economic fluctuations, the automatic stabilizers inherent in
our fiscal system are permitted to exert their full effect. Thus, under
the current conditions of substantial economic slack, reliance on the
high employment budget means that no attempt should be made to re-
sist actual budget deficits to the extent that these are caused by the
shortfall in tax receipts from levels that would be genérated under
high employmient éonditions. =~ ' oo
~ It is important to recognize, however, thit adherence fo a high em-
ployment budget (ata timé when the economy is weak and the actual
budget is in deficit) doss not automatically ‘mean that the budget
will exert a gufficiently’ stiriulative effect on thé economy. As the
Council’s report points out in-its excellent analysis of Measures of
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Changes in Fiscal Policy, such effects depend on changes in the full
employment surplus from period to period. These changes, the Council
notes, “are much more lmportant indicators of how much fiscal
policy is moving toward contraction or expansion . . . than the ab-
solute levels of the full employment surplus or deficit.” The Coun-
cil’s report, however, provides no explicit indication of the pro-
jected changes in the relevant measure of the full employment budget
surplus during calendar year 1971 and in fiscal year 1972.

As the Council itself emphasizes, it is the full employment budget
computed on a National Income Account (N TA) basis which, in the
view of most economists, provides the most accurate measure of the
budget’s fiscal effects. The Council’s report, however, contains no
projections of the full employment budget on an NTA basis, and the
full employment budget projections shown in the Budget document
itself are presented on a unified basis only. Nevertheless, the approxi-
mate contours of the implied movements in the high employment
surplus now appear fairly clear. Thus, Chairman MecCracken indi-
cated in his recent testimony before this Committee that under the
Council’s projections, the NTA high employment surplus in calendar
year 1971 will show little change from its estimated level of approxi-
mately $7 billion in calendar year 1970. Tt appears, moreover, that if
the Council’s estimates of high employment budget levels in past
periods are used as a base, the NIA high employment surplus im-
plied by the new budget can be expected to rise from about $6 billion
in fiscal year 1971 to $8 billion or more in fiscal year 1972.

In terms that the Council itself has cited as of principal signifi-
cance for fiscal analysis, therefore, the likely overall impact of the
proposed budget on the economy appears at best to be approximately
neutral rather than expansionary. More detailed examination of the
nature and timing of components of the budget suggests that the
impact of the budget may actually prove somewhat restrictive during
the first half of fiscal year 1972 but will become stimulative during
the second half. Thus, many of the important expenditure increases
proposed in the budget, such as those for higher Federal civilian pay.
for military pay improvements, and for revenue sharing, are not
scheduled to take effect until calendar year 1972. A related relevant
fact is that Federal purchases of goods and services on an NTA
basis—that is the Government expenditure category generally re-
garded as most potent in its fiscal impact—will show ‘a net decline of
close to $2 billion during the current calendar vear, with a sharp rise
projected for the first half of next year.

It should be noted that the NTA high employment budget surplus
implied by the fiscal 1972 budget is within the range of the $6 to $10
billion surplus that was suggested in our November 1970 policy state-
ment as consistent with a resumption of orderly economic growth to-
ward high employment levels. The principal focus in that statement,
however, was not upon a specific numerical high employment budget
target but on the need to make active use of fiscal policy to foster
achievement of our broader policy objectives. Since the proposed high
employment budget targets were prepared at a time when the extent
of the developing weakness in the economy and the degree of increase
in unemployment were not yet fully apparent, it appears that under
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present conditions, some downward revision in our projected target
numbers—or at least emphasis on the lower end of the target range—
would clearly be appropriate.

Even in the absence of a clearly stimulative Federal budget, a
favorable combination of other factors might prove sufficient to permit
achievement of the Council’s economic goals. It must be recognized,
however, that many of the conditions which helped to bring about
unusually rapid rates of economic advance in earlier periods—such as
the force of a rebound from an unusually sharp prior decline; a strong
need for rapid inventory rebuilding; or a high anticipated rate of
plant and equipment spending—are not clearly on the horizon at the
present time. The main burden for moving the economy toward the
targets suggested by the Council would thus seem to rest on a very
marked upsurge in consumer outlays, sparked by a major improve-
ment in consumer confidence, and on a substantial further easing in
monetary policy.

The Reports suggest that if there is public confidence in the attain-
ability of the official forecasts, this will itself provide the major im-
petus for the projected increase in spending by consumers and in the
economy generally. By the same token, however, significant public
doubts about the Council’s forecasts—both with respect to employ-
ment prospects and to the containment of inflation—could substantially
dampen the strength of consumer and other spending propensities.

Additional monetary easing can clearly be a further major source
of stimulus for the economy. But it is also clear that there are limits
on the extent to which ample provision of money and credit avail-
ability can by itself bring about a rapid economic recovery. In the
State and local finance area, moreover, sharply rising tax burdens can
be expected to serve as a significant offset to the stimulative influence
of easier money and enlarged financial assistance from the Federal
Government.

The above analysis of the uncertainties surrounding the Council’s
forecasts suggests two major conclusions. First, we believe that since
the proposed fiscal-monetary strategy appears io luvolve an unusually
large number of risks, it is of particular importance that our policy-
makers be prepared to respong promptly and flexibly if the actual
course of events should deviate significantly from their projections.
Secondly, a variety of measures to supplement general fiscal and mone-
tary policies needs to play a major role in the overall economic strategy
if there is to be significant progress toward the Council’s stated
objectives. .

Tae IMmporTANCE oF FLExIBILITY IN FIscaL AND MONETARY
Poricres

To guard against the danger that the projected sharp upward spurt
in economic activity might cause much larger increases in price levels
than the Council anticipates, means should be at hand to reimpose
required overall fiscal restraints with relative promptness if this should
become necessary. We cannot feel comfortable about a policy of putting
the economy into high gear unless there is assurance that it will be

possible to apply the needed brakes with adequate force once the econ-
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omy approaches high employment levels or a new inflationary
threshold. '

In this connection, we feel that it is by no means too soon for the
Congress to give renewed consideration to our proposal that the Presi-
dent be granted discretion to raise or lower income tax payments by up
to 10 percent in a form to be decided by the Congress and subject to its
veto. Moreover, as indicated in our September 1970 policy statement on
“making Congress more effective,” we believe that effective control
over fiscal instruments requires that congressional decisions with re-
spect to authorizations, appropriations, and expenditures be taken in
a much better-integrated fashion. In particular, early action is needed
to establish procedures under which the Congress would regularly
define its overall expenditures and revenue targets for the coming year.

In the monetary area, there is already wide scope for flexible use of
the available policy instruments. If an overly inflationary impact of
monetary stimulation is to be avoided, however, policymakers must
continuously remain alert to the time lags typically associated with
the use of monetary policy instruments. Also, while a shift in policy
direction can often be carried out more promtply in the case of mone-
tary policy, a reasonable balance needs to be maintained between the
use of fiscal and monetary policy weapons. _ .

A comparable flexibility in policy responses will be required if the
projected revival of the economy should begin to fall substantially
short of expectations. Again, flexible use of monetary instruments
would clearly be needed. Monetary policy, however, should not be ex-
pected to bear an excessive share of the overall stabilization task, either
in terms of restraint or of stimulation; thus, measures to render fiscal
policy more stimulative would also be in order. In devising such meas-
ures, we believe it will be highly important to concentrate on steps
that can be temporary in nature and that would permit a relatively
rapid reversion to a less stimulative fiscal posture once this again be-
comes appropriate. “Contingency measures” that could suitably be
emploved 1in this connection might, for example, include deferment of
the scheduled increase in the Social Security tax base as well as the
institution of federally-assisted public service employment programs
that are automatically enlarged as unemployment rises above specified
levels but that also provide for an automatic scaling-down of activities
as the economy regains high employment. :

Some question arises as to whether the degree of fiscal flexibility
outlined above would be feasible under the budgetary rules set forth
in the President’s Economic Report. The report places great stress on
the principle that, “except in emergencies,” expenditures must not ex-
ceed high employment revenues. Since the fiscal year budget shows
expenditures and high employment revenues to be virtually in balance
(on a unified budget basis), a strict interpretation of the report would
appear to leave no room for using additional fiscal stimulus as a
counter to weaker-than-expected economic conditions unless these can
clearly be classified as emergencies. . B ,

. CED has long recognized the usefulness of employing the high em-
ployment budget as a means of exerting discipline on the level of
budget expenditures. Our rule ‘is that the high-employment. budget
should normally be set to yield: a moderate surplus on an NIA basis.
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This rule, however, is not intended to be enforced with complete
rigidity, regardless of ecoromic conditions. Indeed, since our first
policy statement on the high employment budget was issued in 1947,
the Research and Policy Committee has placed growing stress on the
importance of using the high employment budget as an instrument
for flexible responses to significant economic fluctuations. This view
was strongly emphasized in our January 1969 policy statement on
“Fiscal and monetary policies for steady economic growth” and is
clearly apparent in the following formulation'of elements of CED’s

stabilizing budget policy . which appeared in our November 1970
statement :- o . .

The impact of the budget should vary with the condition of the economy as a
whole, being more expansive when the economy is depressed and more restrictive
when the economy is booming or inflationary. : ]

The overall impact that the budget exerts upon the economy should not, when
combined with appropriate monetary and other policies, be 80 restrictive as to
make attainment of high employment ordinarily unlikely or be so expansive as
to lead_to persistent inflation.

If demand conditions deviate sigﬁiﬁcantls" from ;:hoée on which the stabilizing
budget is based, flexible adjustments should be made in monetary policy and, if
need be, in tax rates and some types of expenditures. o .
We believe that these are the basic principles which should guide fiscal
and monetary policies in the period ahead. They are fully consistent
with achievement of a significant surplus'in the budget once actual
high employment is approached, but do not rule out flexible adjust-
ments_.in budget policy when the state-of the economy makes this
desirable. . : , -

Tie NEEp.Fos MEASURES To SuvrpLEMENT GENERAL Fiscar .
AND MoNETARY PoLiciEs '

" As"noted earlier; we: believe that measures to supplement general
fiscal and monetary policies must play a major role in the economic
strategy-during the year ahead. In our judgment, they need.to be given
still greater emphasis than is suggested in the Economic Reports. Since
our views on this topic were discussed in especially great detail in
“Further weapons against inflation,” I shall here comment only briefly
on needed action in severgl areas. .

Structural Measures To Deal With Inflation

A ‘massive and integrated effort is required to overcome structural
and institutional.impediments to price stability, encourage greater
competitiveness in both labor and product markets, and increase pro-
ductivity and supply. Concern with cost-push and other inflationary
pressures induced by the Government’s own operation should play a
major role in this effort. In this connection, we greatly welcome the
President’s action in suspending the Davis-Bacon Act and other active
efforts by the administration to bring about basic reforms in the con-
struction industry that can help contain the especially severe infla-
tionary pressures in that industry. We are encouraged, too, by the
recent broadening of the functions and the greater -activism of the
Regulations and Purchasing Review Board, a development that is in
line with our recommendation that such a Board should assume the
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role of a really forceful “Public Defender” of the price stability ob-
jective within the government. The Council’s discussion of possible
ways of improving competitiveness in the economy by modernization
of regulatory practices also contains much that strikes us as very valu-
able. At the same time, we are impressed that the steps taken to date
constitute only a very modest beginning toward the kind of compre-
hensive effort that is needed in all these areas.

Liberal International Trade Policies

Given the special current need to find additional means of contain-
ing domestic cost pressures and improving productivity, a continua-
tion of U.S. adherence to liberal international trade policies—and a
further strenthening of such policies—is exceptionally important
under present circumstances. We, therefore, welcome the Council’s
strong emphasis on liberal trade policies in its report and its stress
on the need to resist the intense current pressures toward increased
protectionism. Supplementary measures that hold down domestic price
pressures and aid the U.S. competitive position should, in turn, be
of key assistance to the longer term improvement of our balance-of-
payments position.

Voluntary Wage-Price Policies

Since our recommendations for adoption of voluntary wage-price
policies were made in our November 1970 policy statement, the ad-
ministration has, in Chairman McCracken’s words, in effect adopted
“many elements of what has come rather loosely to be called an incomes
policy” and is now also “considering ways to make these elements more
systematic and comprehensive.” In light of these developments, it is
rather surprising that the Council’s report (on page 79) takes a
decidedly negative view toward a system of voluntary wage-price
restraints under which “the Government, or a quasi-independent board
selected by the Government, specifics comprehensive standards of
wage-price policy to be observed voluntarily by labor and
business * * *7,

The Council’s report does indicate (on page 80) that there are cases
where price or wage increases not justified by competitive market
forces are contributing to the prolongation of inflation and to unem-
ployment as well. It notes that “in some of these cases the government
has means of correction available that do not interfere with market
performance but rather tend to improve it * * *” and clearly suggests
that in such cases, governmental action of some kind may often be
justified. These statements, however, do not make clear on what basis
the particular price or wage increases deemed in need of correction
are to be selected. By implication, they favor an approach to wage-
price policies that permits the Government to act on an essentially
ad hoc basis. .

It is precisely such an ad hoc approach which our proposals seek to
avoid. As Mr. Petersen indicated in his testimony, “our recommenda-
tions are based on the view that it would be more equitable as well as
more effective if the needed efforts were undertaken as part of a sys-
tematic wage-price policy based on publicly stated rules and care-



687

fully worked-out administrative procedures.” It is in this context that
a board of prices and incomes could play an especially important role
and that public opinion could be most effectively utilized to help re-
strain excessive wage and price increases.

Manpower Policies and Public Service Employment

Even if the Council’s forecasts were to prove correct, unemploy-
ment and the extent of economic dislocations would remain uncom-
fortably high for some time to come. If the rate of economic growth
should fall short of the projections, these problems would become all
the more serious.

We believe that in this setting, an especially strong need exists for a
significant stepup in governmentally sponsored training and other
manpower programs, and for very substantial Federal efforts to foster
or support useful public service employment for persons who cannot ob-
tain jobs in the private sectors. The types of activities that need to be
intensified were discussed at length in our July 1970 statement on
Training and Jobs for the Urban Poor. These steps would not only
help alleviate the severe human hardships caused by inadequate eco-
nomic expansion but should provide badly needed assistance to hard-
pressed local communities and contribute to the economy’s overall
productivity.

The Council’s report does not specifically deal with the matter of
public service employment. As indicated earlier, we favor the kind of
public service employment programs under which funding will be
automatically increased when the unemployment rate exceeds succes-
sive “trigger” points but which calls for a phasing out of such added
funding (except for programs to deal with long-term structural un-
employment) when the economy moves sufficiently close to high
employment.

Readjustment From a War Economy and the Problem of the High-
QTd1lad TTmommlnoaiord
Afvevvvw o lelutlvv.va

A wide range of measures will be needed to help cope with the spe-
cial adjustment problems arising from the scaling-down in defense
and related expenditures during the past several years.

The Council’s report goes so far as to suggest that because of -re-
duced defense and space procurement, the recent period of economic
sluggishness has been characterized by an unusual concentration of
increased unemployment in durable goods manufacturing. This con-
clusion, however, is not borne out by an examination of earlier periods
of weakness in overall economic activity. In the 1957-58 recession, for
example, durable goods manufactured actually accounted for a higher
share of the increase in unemployment in.the private nonfarm sector,
while the corresponding share in the 1953-54 recession was roughly
the same.

However, the current situation clearly can be distinguished from
some of the earlier episodes of cyclical decline in terms of the extent to
which unemployment has heen concentrated in defense and space-re-
lated activities, i.e. in the sectors of the economy that are under the
most direct control or influence of the Federal Government. These are,
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of course, also the sectors in which the scope for systematic forward
planning to smooth the process of economic adjustment would appear
to be unusually great, particularly when the time pattern of the mili-
tary phasedown can be anticipated with reasonable certainty. '

The Council’s report describes in some detail various activities that
have recently been undertaken or initiated to assist in dealing with
these readjustment problems. We believe that such efforts need to be
considerably intensified and that there should be substantially im-
proved and better coordinated advance planning for coping with
readjustment problems that can be readily anticipated.

One area that is of particular concern to us is the exceptionally
rapid increase in the unemployment of high-skilled personnel, par-
ticularly scientists and engineers. Wastage of the special abilities of
these persons through extended periods of joblessness or through their
employment in much lower-skilled jobs could do great damage to the
country’s long-term economic and scientific strength, particularly
since there is an urgent need to utilize more of our high-skill talents to
help solve the pressing problems of our cities and of the environment.

A variety of commendable efforts have recently been undertaken
by the administration to facilitate the placement and relocation of
displaced high-skilled personnel. We strongly support these efforts
and believe that they need to be further broadened and enlarged. Ad-
ditional strengthening of existing manpower programs would be of
assistance in this connection. We also urge that particular stress be
placed on early implementation of the administration’s proposals for
sizable increases in budget allocations for civilian research activities.

Near Term Bupcer Prioriries

The Council’s report includes a valuable discussion of the potential
uses of the economy’s high employment output in 1975-76. One con-
clusion that clearly emerges from this analysis is that the room for
new types of Federal expenditures programs will be extremely lim-
ited unless ways can be found to reduce existing programs or increase
total revenues. The need for utmost care in the allocation of Federal
fiscal resources within the framework of overall national priorities is,
therefore, evident.

These considerations are highly relevant to nearer-term as well as
to intermediate-term budgetary choices. The Council’s report, unfor-
tunately, sheds little light -on some of the most pressing issues of
near-term priorities. Thus, no clear impression emerges regarding the
extent to which any fiscal savings from recent or future reductions in
Vietnam-related defense expenditures are to be channeled to domestic
uses rather than being automatically allocated to the defense sector.
Availability of more detailed information along this line would be
very desirable as background for the assessment of broader priority
issues, particularly since the level of defense purchases is now again
expected to rise, following a period of significant declines.

A second range of questions with respect to near-term priorities
arises in connection with the President’s proposal for large-scale
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budget funding of unrestricted revenue-sharing, as a means of provid-
ing enlarged fiscal aid to States and localities. The most important con-
sideration in assessing this proposal is whether it would constitute the
best and most efficient means of channelling scarce Federal budgetary
resources to where they are most needed.

In our April 1970 policy statement on improving the public wel-
fare system, we called for the early establishnient of a truly uniform
national system of public assistance based on income maintenance. As
part of such a through-going reform and “as an objective-to be attained
as soon as fiscally feasible”, we also recommend that “the Federal Gov-
ernment undertake a substantially higher proportion of the financing
of public assistance with a phased take-over by the Federal Govern-
ment of State and local public assistance costs over the next 5 years as
a goal.” To the extent that the fiscal year 1972 budget leaves room for
substantial additional financing of State and local government needs,
we believe that accelerated implementation of the proposal for Fed-
eral assumption of nationwide welfare costs should have far higher
priority in budgetary allocations than a program of unrestricted

rants.
g There are also various other types of enlarged Federal grant assist-
ance for needed purposes—some of them mentioned earlier in this tes-
timony—that ought to rank well ahead of unrestricted revenue-shar-
ing in the scale of national priorities. Possible burdens on State and
local governments through such increased assistance that might be im-
glied by Federal matching provisions could be substantially mitigated

y enlarging the Federal shares of such grants. None of this is to deny
the importance of continuing review, consolidation, and reform of
existing Federal grant programs. Such steps, however, need to be taken
in a way that will entail sufficient control over the use of funds to as-
sure their employment in line with priority national objectives.

We are concerned, too, that under the proposed revenue-sharing pro-
gram, there will be insufficient incentives for States and localities to
intensify their own fiscal efforts where this is both feasible and desira-
ble. As was indicated in our 1967 statement on a fiscal program for
a balanced federalism, use of a system of Federal tax credits for
State income taxes would serve this purpose much more effectively
than unrestricted revenue sharing.

There is one point with respect to all these matters that deserves
much greater attention than it has yet received in public discussion. To
the extent that the Federal Government assumes all or a large share of
State and local welfare costs, or that it steps up other forms of assist-
ance without requiring substantial matching contributions, States and
localities will in effect be relieved of very sizable fiscal burdens. They
will thus have room to use the resources so freed for any purposes they
wish. In this way, the shifting of selected fiscal burdens to the Fed-
eral Government will give States and localities just as much freedom in
making added expenditures as would be the case under unrestricted
revenue sharing. At the same time, however, such an approach would

maﬂy preserve some linkage between the raising and spending of
s
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ConcLubing CoMmBNT ~ "=

In conclusion, let me emphasize again our basic agreement with the
broad policy directions outlined in the two reports and with many of
their speciﬁ}; recommendations. At the same time, we believe that the
many uncertainties in the economic outlook make it especially impor-
tant that fiscal and monetary policymakers be prepared to respond
quickly and flexibly if significant deviations from the projected path
should occur. We feel, moreover, that vigorous use should be made of
a wide range of supplementary policies, and that there is need for sub-
stantial further review of the proposed near-term budget priorities.



COMMUNICATIONS WORKERS OF AMERICA

Members of the Communications Workers of America are seriously concerned,
at this point, over the condition of the economy. They are aggravated by the
continuation of an inflation that now is threatening to wipe out their wage in-
creases of the last 3 years. At the same time they are worried by the de-
veloping increase in unemployment, and government anti-inflation policy which
seems to be directed toward producing unemployment.

This was the manner in which we began our response to the invita-
tion of the joint committee to comment on the Economic Report of
the President in 1970. We can think of no change in our approach to
reports on economic conditions-this year, except to observe that every-
thing appears to have deteriorated and, we ask: “When oh when, oh
Lord,” will the administration have had enough and face up to eco-
nomic realities ? '

Separating fact from fiction, as a matter of fact, appears to be
the primary problem in trying to analyze the current Economic Re-
port as we move into 1971. .

We are told (on page 23) that “The primary goal of anti-inflation
policy in 1970 was to limit the decline of output that had been ini-
tiated by earlier restrictive measures and then to get output rising
again in the second half. The increase of output that was desired was
an amount sufficient to keep the rise of unemployment moderate but
not so large as to prevent progress toward a lower inflation rate.”
After some review of the needed monetary and fiscal policy con-
siderations associated with these objectives, the report goes on fo say:
“These requirements of policy were all met.”

Monetary restrictions were eased over 1970, the stock of money was
allowed to increase and credit was expanded. All of this was intended
to stimulate investment through declines in the interest rate. There is,
on the other hand, considerable basis for suspecting that part of the
decline in interest rates was the result of absolute reductions in the
level of gross private domestic investment, which was supposed to
rise in response to lower interest rates.

Instead, investment fell off from the preceding year for the first
time since 1967. While investment did recover some in the second, and,
more particularly, the third quarter, it declined again in the fourth

uarter.

1 It is said that fiscal policy also changed sharply in 1970 (although it
is not mentioned that congress blunted some serious efforts by the ad-
ministration to hold back some expenditure increases). The net budget
position shifted from a surplus of $9 billion for calendar 1969 to a
deficit of $11 billion in 1970. But, this does not mean the policy was
changed. Indeed, the Economic Report for 1970 asserted that: “Fiscal
policy for 1970 should aim at continuing a modest surplus in the
unified budget.”

The 1971 report admits that most of the $20 billion reversal was
the result of the lower level of the economy in 1970. ‘I'hen it is as-
serted that if, somehow, the economy had been at full employment, we

(691)
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nevertheless would have had a $5 billion surplus. It almost appears
that the administration will turn to its credit what appears to be any
favorable happenstance, even though its policy was directed in an
opposite direction.

We think the administration has been able to fool no one other than
itself. It is difficult for us to see how anyone could be fooled. While
it is asserted that policy was directed towards a revival in gross
national product for the second half of the year, and GNP in money
terms, on the basis of inflation, moved towards the $1 trillion mark,
there was only a very moderate recovery of national physical output
in the third quarter, before it declined again in the fourth quarter.
The third quarter output did not regain the fourth quarter output
of 1969, and there was an overall net decline in national physical out-
put from 1969 and a fourth quarter decline of 4 percent. But, still,
everything is progressing. o )

The price level is progressing. One objective for policy in 1970 was
to reduce the rise of prices. What this suggested was that while the
objective was not to secure a decline in’prices, the increase in prices
was to be reduced from the 5.4 percent rise, from December 1968 to
December 1969, to something like a 4.5-percent rise from: December
1969 to December 1970. Instead the price rise in 1970 was higher than
the price rise of 1969. It is not as much higher over 1969 as the rise in
1969 was over the rise in 1968, but there was no reduction in the price
rise. : : ~ . . -

Of course, price increases provide their own restrictions and the
administration certainly can take credit for this in 1970. Higher prices
pushed up costs and-cut profit margins. Higher prices reduced the
purchasing power of wages and restricted consumption expenditures
which could provide the margin which might have permitted expan-
sion of output. : = A -

Instead, the index of total industrial production proceeded irregu-
larly downwards from 108 in December 1969 to under 107 in May,
June and August and, thence, down to under 105 in September con-
tinuously to a 102.2 low in November. .

Consumption as a proportion of disposable income. fell off suffi-
ciently that the percent of that income in savings rose to a high of
7.6 percent the third quarter before savings began to be eaten into by
unemployment. .

Labor has paid the price in unemployment. The policies designed
to produce “not too much unemployment” brought a steady increase
in unemployment from 3.6 percent in December 1969 to 6.2 percent in
December 1970. Even the decline from that level to 6 percent in Janu-
ary 1971 appears to be due-only to conclusion of the auto industry
strike, or a continuing increase might still be evident. The increase
in unemployment was so rapid that, whereas the U.S. economy had a
lower unemployment rate than Canada at the beginning of the- year,
it had a higher unemployment rate at the end of the year. : :

In the face of these “accomplishments,” the 1971 Economic Report
asserts: - . : ’

The policies of 1969 and 1970 set a ceiling to the mounting inflation and turned
the inflation down; they set a' floor to declining output and turned it upward.
The strongest American inflation in over a century, aside from periods of major
war, was countered by deliberate acts of policy; a_nother change of policy checked
the accompanying decline in the real economy before it had gone far.
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In view of what we see as the economic facts of life, we find these
claims truly astonishing. It almost appears that we live in a world 1n
which “up”is really down and “down” is really up.

In addition, we are constrained to ask, what deliberate acts of policy
were involved in the securing of this congenial state of affairs?

We are aware, of course, that there was in 1969 and into 1970 a
stringent monetary policy. The inherent character of this policy under
the existing economic structure in this country is such, however, that
its impact zerced in on particular markets, disrupting the housing
market and the building industry, and disrupting money markets. 1t
never had any real impact on investment back in the period of the
investment boom where economic restraint was needed.

After increasing costs closed profit margins as producers heaped
higher prices on other producers which caused consumers to retrench
their buying patterns, reversals in interest charges and loosening of
credit could not be expected to restore investment, and this has not
taken place.

Actually, the administration has continuously maintained the im-
pression that the actions of the Federal Reserve System were autono-
mous and beyond its control. It has even created the public image of
some remonstrance with the Fed, from time to time over its restrictive-
ness, in an eftort to isolate itself from political criticism of the more
painful results of monetary restraint and to secure absolvement from
blame if, as is the case, restriction went too far. Under these circum-
stances, the administration’s claims of “deliberate policy” have dubious
merit.

Again, in the case of deliberate fiscal policy, we are fully cognizant
of the mid-year demise of the late unlamented income sur-tax, which
already had produced some “over-kill.” While this loss in revenue
amounted to $8.3 billion, we find particularly instructive the Eco-
nomic Report’s admission that “other tax changes during 1970” re-
duced taxes further by all of six-tenths of a billion dollars while “most
of the $20 billion swing” in the net budget position was “the result
of the lower level of the economy in 1970.” And we ask again, what
deliberate policy?

And why this policy? We did not need a deficit of $11 billion to
result from a decline in the level of the economy. We needed it earlier
as a stimulus before the economy went into such a decline. A defiicit

“secured from the wrong reasons is a defiicit that produces no posi-
tive benefit, and makes it all the more difficult to practice fiscal policy
later. These results can only be described as deliberate acts of
“impolicy.”

Tt is increasingly clear, as we warned last year, that the time for
planning deliberate fiscal policy toward expansion was at the time of,
and in conjunction with, the passage of the so-called Tax Reform Act
of 1969.

The deliberate policies of 1969 and 1970 have been a national
disaster:

(1) Total unemployment increased from 2.6 million workers in
December 1969 to 4.6 million by December 1970—an increase
of 77 percent.

(2) While the total labor force has risen over 1970 by 1,309,000
the level of total civilian employment has declined by 272,000.

59-591—71—pt. 3——5



694

(3) The number of workers forced to live on unemployment.
compensation almost doubled—from 1,465,000 to 2,632,000.

(4) The number of workers who have exhausted their unem-
ployment benefits has more than doubled between Dcember 1969
and January of 1971—15,000 to 31,000.

(5) During the 2 years of the Nixon administration, the con-
sumer price index has climbed over 12 points, almost double the
7-point increase of the previous 2 years.

(6) Food prices have skyrocketed. During the period from
January 1969 to June 1970, the price of pork increased 17 percent,
hamburger 15 percent, fresh fruits and vegetables 8 percent, while
bread and dairy products 6 percent.

(7) The cost of owning a home went up 16 percent over the
same period.

(8) Physicians’ fees went up 11 percent; hospital costs in-
creased 18 percent.

The entire Economic Report is a paradox of claims of achievement
resulting from policies that did not exist, and which were the result
of forces counter to expressed administration policy, mixed with dec-
lamations of denial of any failure in poliey where adverse effects are
to be associated with the administration’s policies.

Thus, the report goes on: “Although total output declined slightly
from 1969 to 1970, this decline was less than the decrease in production
for defense; the output devoted to nondefense purposes increased”
with the implication that there is a direct causative relation between
these two components. “The real per capita disposable income of per-
sons (that is after allowing for changes in both taxes and prices)
reached a record high in 1970.” It is not added that real per capita dis-
posable income has likewise reached a new high in every year since
at least 1962. Nor, is it mentioned that, in the face of increased unem-
ployment, this can only mean that those who “have” now must have
more in relation to the “have-nots” than those who had before. It
might even be added that it is inconceivable that this fortunate state
of affairs could have alleviated the progress of inflation during the
period preceding 1970, when the administration alleges its polices in
this regard were crowned with success.

“Real compensation per hour work,” the report is able to say,
“increased by 1.1 percent over 1969 * * *” and “Real personal con-
sumption expenditures for the year were 2 percent above those for
1969.” We should certainly hope that this was the case inasmuch as
there was a 2.5 percent increase in the annual average labor force from
1969 to 1970. These people at least have to eat.

But all of this perhaps says too much about the pattern of distribu-
tion of goods and services after taxes in this economy. For, while there
was some Increase in real compensation per hour of work amounting
to an economywide gain of 1.1 percent, the real increase in total non.
agricultural average hourly earnings from December 1969 to Decem-
ber 1970 was only 0.26 percent—and this was only after some of those
late year wage settlements of which the administration was so critical.
The only source of an overall gain at all was the settlements in the con-
struction industry where the real increase amounted to 2.1 percent.
Meanwhile, average hourly real earnings in manufacturing and the
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retail trades actually declined by one-third of 1 percent. We find, gen-
erally, little comfort from a 2-percent increase in real consumption
which fairly clearly must have been distributed for the most part to
nonwage income groups. It is fairly clear that while the percentage in-
crease 1n per capita disposable income was just equal to the percentage
increase in the labor force for the year, the increase was not spread
around very evenly.
Tre OurLook For 1971

Since it is apparent that the administration feels that everything
is being accomplished that should be accomplished, by its doing vir-
tually nothing, it is very difficult to sec what it might feel it should do,
if anything, in 1971. And, true to this analysis, the Economic Report
does not indicate that any extraordinary innovations in policy are
under consideration for 1971. Instead, the report offers various obser-
vations on what the possible directions of growth are likely to be, given
the policies as they are now established ; concludes that the projected
results are very desirable and that, therefore, there is little to be done
right now—but, everything will be “played by ear.”

Of course, if one should accept the reports projections, it might
very well be that there is nothing to be done. Unfortunately, the re-
ports’ “considerable body of opinion that expects the gross national
product for 1971 to be in the range between $1,045 and $1,050 billion,
which would be an increase of 7 to 7.5 percent above that for 1970”
has no documentary or professional support from other economists.
And its suggestion that the outcome is more likely to be in the neigh-
borhood of $1,065 billion, as oné noted economist has suggested, bor-
ders on sheer fantasy.

No estimate is made as to what proportion of this “growth” would
be in the form of real goods as compared with further inflation. It is
suggested that it would be desirable to have 1971 demonstrate a slow-
ing of the rate of inflation to 3 percent and a reduction of the unem-
ployment rate to 414 percent—not immodest goals by comparison with
& 7.5-percent increase in gross national product, which would then
require a 4- to 4.5-percent general increase in productivity.

1t is true, as the report points out, that past first-year recoveries have
had average growth rates in line with these figures and higher than
the growth rates of succeeding years. It also points out, correctly, that
most forecasters have a tendency to underestimate the strength of
movement in either direction. But, all of these hopes and desires are
promulgated with no indication as to how all of this is to be achieved.

The report does set the stage, however, for future explanations as to
why the goals for 1971 were not achieved. It is said that wage increases
which anticipate future price increases are “not a reasonable response
to our present situation. If the inflation is to be slowed down, all wages
that have not kept up with the inflation of prices cannot catch up
in any short period.” And, again, “a continuing 7 percent annual rate
of increase of employee compensation per hour would commit the
economy to a continuing inflation rate of about 4 percent.”

There appears to be no recognition of the fact that real consump-
tion expenditures must advance faster than they have in 1970 if
businesses are going to be induced to bring back into use the existing
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unused capacity that has produced our unemployment. We must
begin somewhere and, in the absence of a positive policy, people must
make their way as best they can. )

We will admit that the policy requirements are considerable. We
think they should be dealt with. For one thing, our review of the
figures in the economic report suggests that there 1s something wrong
with the distribution of income.

Some people need considerably more; others could get along with
considerably less. There is also something lacking in the distribution
of employment. A considerable fiscal expansion will be necessary to
completely wipe out excess unemployment. Reducing the level to 414
percent is not enough.

At the same time, the impact of close-to-full employment on the
inflationary problem is vexing. Long before we get to full employ-
ment, prices begin to get out of hand. This has been the experience.
Many economists have suggested that the system is becoming too rigid
and sophisticated. Businesses with rigidly controlled price structures
anticipate good times in advance of their arrival and a return to full
emplovment can be cut short by reinstitution of wider profit margins,
We think the tax structure might be utilized to approach this problem,
too. While increases in the corporate income tax are felt to put a
brake on expansion, there is some evidence to indicate that the pre-
dictability of the present tax makes it possible in inflationary times
to shift it to higher prices. Reintroduction of some progressive fea-
tures into the corporate income tax might provide it with additional
flexibility as a fiscal policy instrument.

Further revision of the personal income tax structure toward a
more equitable distribution of income also would add flexibility to
fiscal policy. Coupled with the administration’s proposals for welfare
reform, these policies could facilitate stimulation of different patterns
of output in different industries than in the past and stimulate the in-
creases in consumption expenditures the administration has hoped
would reduce unemployment.

Meanwhile, the pattern of expenditures in the economy should be
shifted to different priorities anyway. Some carefully structured
changes in tax policy might encourage such shifts while at the same
time providing some control on inflation. A more stringent antitrust
policy could be utilized for an important contribution. But, a direct
Federal expansion of expenditures is a necessary fiscal device to stem
the tide of unemployment. We need the full funding of Federal ap-
propriations for such vital needs as housing, education, health-care
and community renewal. Half-hearted efforts in this direction through
proposals to dismantle the system of Federal grants-in-aid to the
State and local governments as well as proposals to supplant them
with no-strings-attached Federal revenue sharing with no program
purposes, national priorities or standards, will not accomplish the
purpose.

The time is long overdue for the Federal Government to create jobs
for the long-term unemployed and the provision of urgently needed
public services. Immediate legislation is needed to provide funds to
State and local governments to create at least 500,000 public service
jobs this year for the unemployed. Federal efforts are needed to assume
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the costs of welfare payments to lift the burden from the backs of
State and local governments.

Much of this could be undertaken through the development of a
capital budget as a mechanism to assist the Federal Government in
planning, financing, and executing public investment programs. Such
long-range budgeting would regularize the process of Government
investment.

n all of this monetary policy shounld be called upon to play a neutral
role. In particular, high interest rates at the present time can only
add to price levels. The recent loosening of monetary restrictions has
eased restrictions on construction, but high interest rates still are pro-
viding depressing pressures. -

Tn specific terms, we urge the administration to help itself by press-
ing for:

(1) Further reform in the structure of the Federal personal
income tax towards a more equitable distribution of income by
plugging the loopholes on capital gains taxation, expansion of
the individual exemptions, and allowances for income subsidies.

(2) A more flexible corporate income tax with some progres-
sion in rates to enable the Government to stimulate new output
but, permit some control over excessive pricing. Monetary controls
will never enable the Government to do this.

(3) Yederal tax credits for State and local income taxation.

(4) Expansion of Federal expenditures in public housing.

(3) Expansion of present grant-in-aid programs and continu-
ing Federal control of priorities at local levels.

(6) Implementation of these programs through development
of a capital budget.

(7) A complete Federal takeover of welfare costs as a beginning
to easing the financial burdens of our cities.

(8) Revitalization with the necessary funds of the retraining
programs for which appropriations have been cut.

(9) Enactment of a comprehensive national health program.

(10) Further relaxation of monetary restraints.

Enactment of these policies would go a long way toward securing
the outcome from our present difficulties which the administration
asserts are its goals. Reduction of unemployment and inflation cannot
be secured by exhortation, wishful thinking, nor assurances that every-
thing has gone according to plan. Positive thinking and positive action
now are required, if not of the administration, at least by the Congress.



CONFERENCE ON ECONOMIC PROGRESS
By Lron H. KeYSERLING !

As in previous years, I am deeply appreciative of the opportunity to
offer for your consideration my comments on the “Economic Report of
the President;” in these comments, I shall refer to what I regard as
the high points in the 1971 Economic Report, and discuss the adequacy
or inadequacy of the main policies and program recommended by the
President to convert long years of economic stagnation and recession
into the progress which our capabilities make feasible and which
our nationwide needs demand.

Centrarn CoNcrLusION

The President, on several recent occasions, has asserted without
qualification that his basic economic thrust has shifted from one of
restraint to one designed to achieve vigorous expansion. Regretfully,
I submit that the policies and programs advanced by the President fall
lamentably short of our economic eannsion requirements during the
calendar years 1971 and 1972. Further, all difficulties are enlarged
when grossly inadequate policies and programs are accompanied by
extraordinarily excessive claims. I shall endeavor to show, in the
course of my comments, that the fiscal 1972 Federal budget, as proposed
by the President, and the other policies and programs proposed by the
President, do not make any appreciable shift from restraining to ex-
pansionary policies, but instead are a veritable continuation of meas-
ures which have worked very poorly during the past 2 years. They are
also, in large degree, a continuation of measures which worked poorly
during a number of preceding years.

I refer to a num%er of preceding years because, as I believe this
committee appreciates, I have never attempted to score political quick
tricks against any national administration. I have endeavored to base
my analysis upon the unfolding economic facts as I see them, and
upon their lessons as I read them. Nor is there any element of futility
in being severely critical of the current administration. In the first
place, I trust that this administration is eager to benefit by the diver-
sified views which this committee, to a unique degree, has always
encouraged in the public interest. And second, as our form of
government provides for division of policy and program responsibility
between the executive and legislative branches, I feel and hope that the
Congress, with the help of this committce, will reshape the policies and
programs initiated by the President, in directions compatible with
our needs and potentials as a nation and a people.

L Former Chairman, Council of Economic Advisers. Consulting economist and attorney ;
president, Conference on Economic Progress.
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Tue INADEQUACY OF THE PRESIDENT’S S0-CALLED EXPANSIONARY
PrograM

Page 3 of the President’s Economic Report provides the keynote to
the entire report, when it states:

The key to economic policy in 1971 is orderly expansion * * * total spending
and total output should rise as rapidly as possible to lift the economy to full
employment and full production * * * with the stimulus and discipline from the
budget which I have put forward, and with the Federal Reserve System pro-
viding fully for the monetary needs of the economy, we can look forward con-
fidently to vigorous and orderly expansion during 1971.

The President places his main reliance for this vigorous and orderly
expansion upon his proposed Federal budget for fiscal 1972. He claims,
and the claim has received general acceptance despite considerable
criticism in detail, that this budget represents a dramatic shift from
policies of restraint.to policies of expansion. I challenge this claim,
not only in the degree that many other economists have done, but in
its entirety. I respectfully submit that the President has proposed a
very restrictive budget, representing no large change from the fiscal
policies in effect before he announced his dramatic conversion to
what he called, and many others call, the Keynesian economics.

For the purposes of my analysis, I have translated the President’s
proposals and estimates for fiscal 1972 (and in some cases, for other
periods) into their calendar 1972 equivalents. This can be done with
sufficient accuracy for the purposes of my analysis, by projecting from
the middle of calendar 1972 (the end of fiscal 1972) to the end of
calendar 1972, on the basis of proposals and estimates for fiscal 1972,
taking account also of a few earlier trends where relevant. The re-
sults which I find are as follows.

Tae SPENDING SiDE OF THE PRESIDENT'S Bupeer: No Larce Poricy
CHANGE

On the spending side, the President’s budget for fiscal 1972, trended
6 months beyond the end of that fiscal year, implies $239.9 billion
(éf actual Federal spending in calendar 1972, measured in fiscal 1972

ollars.

This would increase calendar 1972 Federal spending above estimated
calendar 1971 Federal spending by almost exactly the same amount
as the actual average annual increase in such spending during the im-
mediately preceding 4 years or so, which were claimed to represent a
severely restrained Federal spending policy in the misguided and ill-
fated battle against inflation. So the President has made no appreciable
change in Federal budget policy on the spending side. He is merely
maintaining an established trend which has proved far too restrictive
on both economic and social grounds, and been highly inflationary
for this very reason.

Tue Dericit SoE oF THE PresipENT’s Bupeer: No Larce Poricy
CHANGES

The President also says that he is deliberately developing a iarge
deficit in the fiscal 1972 Federal budget, in order to expand the
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economy. The deficit that he estimates for fiscal 1972 is consistent with
a deficit of about $12 billion in calendar 1972. But a deficit of at
least this size was forecast by most competent economists even before
the President announced his alleged change in policy; and a clear
majority now forecast that this deficit will be closer to $20 billion
than $12 billion in calendar 1972, because of the grossly inadequate
economic growth which will result from the President’s grossly inade-
quate program. Thus, on the deficit side, the President has done noth-
ing new; he has merely attempted to make the worse appear the
better cause by hailing loudly the prospect of a deficit which is oc-
curring, not through a constructive attempt to stimulate the econ-
omy, but rather by continuing to neglect it.

Taken as a whole, the President’s skillfully packaged program 1is
nothing more nor less than the pouring of old wine into new bottles,
with much “hulla-ba-loo.”

Inadequacy of President’s Budget and of H is Economic Goals

The President’s various estimates, reasonably projected, import that
his program would lift total national production, measured in fiscal
1972 dollars, to about $1,142.7 billion for calendar 1972, and reduce full-
time unemployment to about 4.2 percent by the end of that vear. But
most independent and objective analysis, with which T agree, indicates
that total national production for calendar 1972 will fall about $24.2
billion below the President’s target, with full-time unemployment of
4.8-5 percent by the end of that year.

Even more important are the differences between these likely results
of the President’s program and appropriate goals for the economy,
which are much higher than the President’s targets. His program is
likely to result in total national production for calendar 1972 about
$54.6 billion below an $1,173.1 billion goal (fiscal 1972), representing
adequate movement toward full production. And the likely result of
4.8-5 percent unemployment at the end of that year, under the Presi-
dent’s program, contrasts with an appropriate goal of 3.7 percent and
the further goal of getting down to 8 percent, or full employment,
early in calendar 1973.

Now. just how far does the President’s proposed budget for fiscal
1972 fall short of that required to meet the employment and produc-
tion goals T have just set forth? In fiscal 1972 dollars, the President’s
implied expenditure program for calendar 1972, consistent with the
President’s budget for fiscal 1972, is $27.4 billion below the $267.3 bil-
lion which would be appropriate in terms of achieving economic resto-
ration af the desirable pace which I have indicated. This higher level
of spending might result in a Federal deficit of about $30 billion in
calendar 1972, contrasted with the $20 billion likely to result from the
President’s program. But this difference of about $10 billion would be
a very wise investment to yield an estimated difference of $54.6 billion
in total national production in calendar 1972. Moreover, the President’s
program involves the likelihood of a hugh deficit in the Federal budget,
not only in calendar 1972, but also for many years thereafter, in conse-
quence of deficient economic performance. But a deficit consistent with
adequate progress toward economic restoration in calendar 1972 offers
the prospect of a balanced budget within a few years.
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Inadequacy of President’s Proposals for Priovity Programs

The adverse impact of the President’s inadequate budget upon our
cconomic and social performance is intensified by the distorted com-
position of the budget in terms of our national priorities—a distortion
not masked by the small and misguided proposal for “revenue
sharing.”

F or%alendar 1972, the President’s budget, consistently carried for-
ward, imports spending for all domestic programs about $9.2 billion
below the needed amount. His proposed spending for public assistance
imports about $10 billion below the needed amount. His proposed
spending for health comes to about $0.8 billion below the needed
amount. His proposed spending for manpower imports about $1 bil-
lion below the needed amount. And his proposed spending for housing
and community development, importing about $4.7 billion, is about
$7 billion below the needed amount of $11.7 billion. All of these needed
amounts for calendar 1972 are those estimated by me (fiscal 1972 dol-
lars), and not far from those estimated by some others, in the course
of long studies of what kind of Federal budget would do most for
the economy and the people, and therefore be best for the Federal
budget itself in the long run.

One reason why total domestic spending imported for calendar 1972
from the President’s fiscal 1972 budget comes to only about $9 billion
below the needed total, despite the fact that the deficiencies which I
have just stated come to far more than $9 billion, is that his budget
contains far too much spending for other purposes, and I am not
taking about national defense. His budget imports about $20 billion
for Federal spending in calendar 1972 for interest payments on the
national debt. This is more than $8 billion above what the interest
payments would have been on a debt of the same size, if interest rates
had stayed where they ought to be. In addition, if unsound monetary
and fiscal policies had not contributed so much to economic stagnation
and recession, the Federal debt now would have been much lower than
it actually is, or at least enormonsly less in ratio to total national
production. The program which I advocate would reduce this ratio
from 38.3 percent estimated for calendar 1972 to 21.4 percent in calen-
dar 1980.

Revexuve Suarixe: Facr or PrerEnse?

On earlier occasions in various places, I have expressed my opposi-
tion to the original revenue sharing plan proposal made by economists
Walter W. Heller and Joseph Pechman, and to the President’s current
proposal for revenue sharing, which in substance is very close to the
earlier proposal. My views are set forth most fully in an article in the
New Republic on March 25, 1967, entitled, “Revenue Sharing with the
States.”

But quite apart from these objections, the President’s proposal for
revenue sharing strikes me as a delusion and a share, in the context of
his total fiscal 1972 Federal budget as I have just examined it. More-
over, the implication which the general public receives from the Presi-
dent’s revenue-sharing proposal is that, the Federal Government will
make much more money available to the States and localities for do-
mestic purposes. But in view of the gross inadequacy of the total
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budget proposed by the President, his revenue-sharing proposal seems
merely to be robbing Peter to pay Paul. It has the further serious dis-
advantages of distracting attention from the extreme inadequacies in
the budget by offering a glittering gadget, bedecked with the entirely
fallacious claim that this would enlarge the people’s participation in
public policies and programs. An essential precondition to genuinely
constructive revenue sharing in proper form is that the total amount
of money being made available through the Federal budget for do-
mestic purposes rise to the challenge of our needs and capabilities;
the President’s proposals do not do this.

APPROPRIATED GoALS FOR Furn Ecoxomic RESTORATION

Contrasted with these gross inadequacies in the President’s economic
goals and proposed budget, and to amplify the discussion of adequate
goals which I have set forth just above, I now offer more comprehen-
sively the goals which I believe to be essential. These goals are designed
to bring us close to reasonably full employment and full production
by the end of calendar 1972, and to reach these levels shortly thereafter.

The goals which T set forth, as the Joint Committee will recognize,
have been developed by me over many years, and corrected from year
to year, in the context of what might be called an overall economic
social budget for the United States economy. This is an exercise which
I have always believed to be mandated under the Employment Act of
1946, although the performance under that act has not recognized
this mandate. As the committee is familiar with my previous yearly
findings, I shall state these goals very succinctly, especially in that
the charts which portray them contain far more detal.

Appropriate Goals for GNP and Its Major Components

My chart 1 indicates that, measured in 1969 dollars, total national
production should rise above the fourth quarter 1970 ananual rate by
$128.2 billion in 1972, and $664.7 billion in 1980. The chart also sets
forth component goals for consumer spending, private business invest-
ment, investment 1n residential structures, and Federal, State, and lo-
ca} outlays for goods and services.

My chart 2 indicates the reasonableness of the foregoing goals. The
average annual productivity growth rates achieved during years of
reasonably full resource use, coupled with a trend toward acceleration
over the decades, indicates clearly that an average annual productivity
growth rate in the private economy of at least 3.8 percent (and per-
haps considerably higher) should be readily attainable under condi-
tions of reasonably full resource use. Taking account also of the likely
and desirable growth rate in the civilian labor force under condi-
tions of reasonably full resource use, an average annual economic
growth rate in real terms substantially above 5 percent in total national
production seems to me to be a very reasonable goal after restora-
tion of reasonably full resource use. As my subsequent chart 11 shows,
however, an average annual growth rate in real terms of 8.3 percent
is needed from fourth quarter 1970 through 1972 as a whole, to bring
us sufficiently close to reasonably full resource use by the end of that
calendar year. Other estimates, on this score, are reasonably close to
mine.
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Appropriate Goals for the Federal Budget

My chart 3 indicates the general nature of a Federal budget exer-
cising its appropriate, but not excessive, expansionary role, taking ac-
count alsoc of those priorities of need requiring extensive Federal sup-
port. Measured in fiscal 1972 dollars, and in contrast with the Presi-
dent’s proposed budget of $229.2 billion for fiscal 1972, the goal which
I recommend is $267.3 billion for calendar 1972, and $406.7 billion for
calendar 1980. In an economy expanding at an optimum rate, total
Federal outlays so projected are estimate% at 22.8 percent of total na-
tional production in calendar 1972 and 23 percent in calendar 1980,
compared with 20.6 percent as the actual annual average during the
fiscal years 1966-71, and approximately 20.5 percent as proposed by
the President. Measured in ratio to my projected total national pro-
duction, my estimate is that the Federal debt would decline to 33.7
percent in calendar 1972 and 21.4 percent in calendar 1980, contrasted
with an estimated 38.3 percent in calendar 1972 under current pro-
grams and policies, and an actnal annual average of 42.4 percent dur-
ing the fiscal years 1966-71.

My chart 4 details the dollar goals which I recommend for im-
portant components of the Federal budget for calendar 1972 and calen-
dar 1980. It also expresses these goals on a per capita basis, and in
ratio to my total national production goals. It also contrasts these
goals with the President’s budget for fiscal 1972, basing the ratios to
GNP upon his implied GNP objectives for fiscal 1972, which are far
too exuberant in terms of his programs and policies, although far
short of our actual needs and capabilities.

Goals Are Consistent With Traditional Relationships

My chart 5 depicts the GNP and component goals which I project
for calendar 1972 and calendar 1980, and demonstrates that the ratio
of the components to the total would be in accord with our traditions,
and not involve vast shifts between the private and public sectors. As
this exercise is in calendar 1969 dollars, the results are numerically
different from those earlier goals which I stated in terms of fiscal
1972 dollars.

Tuar PresmexnT’s RELIANCE UPoN Factors OTHER THAN THE FEDERAL
Bupcer To Inpuce AprQuaTE EconNomic Expansion Is HieHLY
UNREALISTIC

Having indicated that the President’s proposed Federal budget for
fiscal 1972 falls egregiously short of expansionary needs, I now turn
to other factors relied upon by the President to add to an expansion-
ary movement. In each instance, I submit that the President’s optimum
is entirely unjustified.

More Tax Bonanzas for the Wrong Recipients at the Wrong Time

The President, on page 6 of his Economic Report. cites as a favor-
able factor the additional depreciation and related allowances granted
by the Treasury recently to investors in plant and equipment in key
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sectors of the economy. A number of economists have validly pointed
out, and many businessmen have candidly acknowledged, that this will
not add mirch to such business investment. in the climate engendered
by far more important factors. I would make the even more important
point, that these bonanza concessions repeat errors committed several
times since 1962, and that we should have learned the lesson by now.
Even if such bonanzas should temporarily stimulate investment of this
type beyond the level it would otherwise attain, this would in the
longer run increase the disequilibriums and imbalances throughout
the cconomy. These investors do not need the higher returns per unit
which result from such bonanzas. They nced larger markets for their
products. requiring an entirely different set of policies. I shall develop
this point more fully later on in my statement, when I come to my
discussion of the central problem of economic equilibrium or balance.

The President Is Far Too Complacent About Housing

The President states, on page 5 of his IEconomic Report, that the
construction of new housing offers large prospects for economic ex-
pansion. This is really whistling in the dark, when tested by past ex-
perience. currvent reality, and likely prospects.

The official economists may preen themselves in the thought that
“housing is looking up,” in that total private housing starts, nonfarm
and farm. vosc at seasonally adjusted annual rates from 1.06 million
in January 1970 to 1.70 million in January 1971. But much more per-
spective is in order. From January to December 1969, the drop in total
private housing starts was about 34 percent, or the most catastrophic
decline for any major industry since the great depression. And during
1959 to 1970, inclusive, the average annual rate of total private housing
starts was only 1.42 million. when the need was at least 1.8 million a
year. The annual rate of 1.70 million in Januarv 1971 does not look
so encouraging, when compared with more than 1.91 million, two full
decades ago in 1950, considering that the Nation and economy have
advanced so enormously during these two decades in population, in-
comes. and business activity. Nor does the annual rate in January 1971
look so encouraging, when compared with the needed average annual
rate of much more than 2 million during the decade ahead.

Moreover. it is crystal clear that the current rate of homebuilding
1s so predominantly concentrated upon the upper half of the market
that, “saturation” and decline will again set 1n, even if interest rates
and national economic conditions and policies do not remain as un-
favorable as they still are.

Meanwhile, vacancy ratios are now critically low in most of our
largest cities; overcrowding is outrageous; costs of occupancy soar;
one-sixth or more of a nation still live in urban and rural slums; and
the slums are choking our urban areas. Although we all continue to
talk about the housing problem, and even to enact much housing
legislation, the action does not match the words.

T'he Long and Current Neglect of the Housing Problem

As my chart 6 shows, from 1960 to 1969, the average annual growth
rate In real terms was 4.5 percent for total national production, 7.5



percent for investment in producers’ durable equipment, 6.2 percent
for new plant and equipment expenditures, 3.6 percent for invest-
ment in nonresidential structures, and only 1.7 percent for investment
in residential structures combined with those types of commercial
structures which go along with home building in the process of urban
development. . . . )

As my chart 7 shows, investment in vesidential and commercial
structures, standing at 41.7 percent of total fixed investment in 1961,
declined to 32.1 percent in 1969 (it declined further to 22.4 percent
1970) ; the ratio needs to be lifted to 38.7 percent by 1980. ]

As my chart 8 shows, for 1967 (later comprehensive data not avail-
able), the portion of the total value of depreciation and depletion al-
lowances granted to various factors of the U.S. economy came to 47
percent for manufacturing; 22.7 percent for transportation, communi-
cation, and electric, gas, and sanitary services; 7.8 percent for whole*
sale and retail trade; and only 4,9 percent for real estate, including
housing. Yet, in the so-called tax reform legislation of 1969, the very
sector of the economy which was most in need of help, and which was
in the worst shape, was accorded punitive and discriminatory treat-
ment, with respect to depreciation allowances and related tax
treatment. ]

As my chart 9 shows, during the fiscal years 1965-70, 55.7 percent of
net Federal expenditures for subsidy programs went to agriculture, 18
percent to air transportation and maintenance, and only 5.5 percent to
housing. In fiscal 1970 only about 14.8 percent went to housing.

The fiscal 1972 budget proposed by the President contains only $4.5
billion for housing and community development, contrasted with $11.7
billion needed in calendar 1972 to fulfill our legitimate housing prom-
ises, and to achieve the rates of investment and employment in hous-
ing and community development essential to a rounded program for
the restoration and maintenance of reasonably full resources use. The
President’s proposal for housing comes to only about 0.40 percent of
his estimated total national production, while his proposal for na-
tional defense, space technology, and all international comes to 7.56
percent, or about 19 times as much,

The President’s talk about adequate mortgage money for housing
neglects what we have known for the past three or four decades: The
number of slums will be reduced very little, and practically no new
housing will or can be provided for the lower 40 percent of the popula-
tion in urban areas, at current or prospective interest rates. To be
sure, the effective interest rate on housing appears to have dropped
from 8.5 percent or higher to 7.5 percent or somewhat lower, if one
does not take account of the under-the-cover extra charges which prob-
ably lessen the difference considerably. Be that as it may, it was rec-
ognized fully at the time of the General Housing Act of 1949 that even
the 4.25 percent effective interest rates then prevailing could do very
little to rehouse such portions of the population, and that the interest
rate needed to be gotten down to 3 percent or lower to do this part
of the job. Instead, in addition to the doubling of housing interest
costs, housing costs other than interest costs have risen tremendously. I

shall digpwag tha int
shall discuss the intercst rate problem more fully when T come to my

treatment of the prevalent monetary policy.
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The Size of the Housing Task Ahead

The persistent and current treatment of housing as a stepchild of
national economic and financial policy offers slim prospect of achiev-
ing, during the decade ahead, a rate of much more than 2 million new
homes a year—which we need—about 300,000 a year, contrasted with a
record in recent years of less than one-seventh of this number on the
average, should be built for those who require public housing or its
equivalent. The more than 1.7 million remainder per year need to
be divided, approximately equally, between conventionally financed
housing and new types of housing, at very low interest rates, with
large Government assistance in one form or another.

ompared with the need for a total increase in civilian employment
of more than 20 percent over the next decade, the employment increase
in contract construction needs to be close to 40 percent. Compared
with an average annual real growth of investment in nonfarm resi-
dential construction of only about 0.5 percent during the past decade,
this rate needs to be lifted to more than 11 percent during the decade
ahead to achieve balanced economic growth, full employment, mean-
ingful urban renewal, social amelioration, and elimination of social
and civil tensions. In short, this type of investment needs to grow, in
real terms, at an annual rate more than twice as fast as the total U.S.
economy during the decade ahead.

E'zcessive Optimism About State and Local Spending

On page 5 of his economic report, the President cites, as a very
strong factor, what he deems to be the improved financial condition of
the States and localities, and he foresees strong increases in spending
by them. I wonder where the Governors and mayors were, when the
President wrote this, or where his economists get their information.
I even wonder how this cheery note can be reconciled with the Presi-
dent’s insistence on revenue sharing—albeit through what I consider
to be a distressingly misconceived plan—on the ground that the finan-
cial plight of the States and localities has reached critical proportions.

Excessive Optimism About Interest Rates

‘The President, on page 5 of his economic report, places much reli-
ance upon the fact that interest rates have dropped. Apart from the
housing problem which I have already discussed, it is true that some
interest rates have dropped considerably. But no discernible forces
are yet in motion to drive interest rates down enough, or to bring the
expansion of the money supply high enough, to meet even the minimum
requirement for adequate economic growth and sensitive attention to
priority needs. For example, interest rates on U.S. long-term bonds -
dropped 12.3 percent from December 1969 to December 1970. Mean-
while, interest rates on Aaa corporate bonds dropped only 1.0 percent,
and those on public utility corporate bonds rose 0.7 percent. In Decem-
ber 1970, compared with 1960, interest rates on U.S. long-term bonds
were 48.5 percent higher, interest rates on Aaa corporate bonds were
732 percent higher, and interest rates on public utility corporate
bonds were 81.7 percent higher.



Nor is this all. Such inadequate declines in interest rates as have
thus far occurred have been achieved at the cost of stagnation and
recession which, as I shall subsequently show, have meant forfeiture
of more than half a trillion dollars in total national production, and
forfeiture of more than 6 million man years of employment oppor-
tunity, during 1966-70 (see my chart 12). And since the prevalent
monetary policy still rests on the theory that tight money and rising
interest rates restrain inflation, and that fuller resource use and fuller
employment invite inflation, what is there to stop the Federal Re-
serve Board, under its present leadership, from lifting interest rates
again, when and if we make even partial progress toward the economic
restoration which the administration is now seeking?

. Ewxcessive Optimism About Consumption and Saving

On page 5 of his Economic Report, the President cites as a strong
expansionary factor that consumption has increased. I shall later
indicate how dangerously it has lagged, and is still lagging, relative
to its appropriate role in desirable ecnomic performance. Concur-
rently, the President attaches much favorable significance to the un-
usualily high current rate of saving. But why is saving so high? It is
so high, not because the ordinary American family finds it easy to
make ends meet. Instead, it is so high because those in the higher
ranges of the income structure are receiving more income than they
want to spend in consequence of the regressive policies all along the
line which have gotten us into all the trouble we are in now, and show
no signs yet of sufficient change to get us out.

Ewcessive Optimism About Ending of Auto Strikes

On page 5 of the Economic Report, the President lists as a strongly
favorable influence the fact that the au