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THE 1974 ECONOMIC REPORT OF THE PRESIDENT

The letter appearing below was sent to the following organizations:
Ad Hoc Coalition on Housing, The American Bankers Association,
AFL-CTO, American Life Insurance Association, Chamber of Com-
merce of the United States, Committee for Economic Development,
Common Cause, Communications Works of America, Community
Council of Greater New York, Conference of Mayors, Conference on
Economic Progress, Conservation Foundation, Consumer Federation
of America, Consumers Union of the U.S., Inc., Cooperative League
of the U.S.A., Corporate Accountability Research Group, Council on
Economic Priorities, CUNA International, Inc., Federal Statistics
Users Conference, Financial Executives Institute, Friends of the
Earth, Independent Bankers Association, Investment Bankers Asso-
ciation, Investment Company Institute, League of Cities, League of
Women Voters, Machinery and Allied Products Institute, TMovement
for Economic Justice, National Association of Counties, National
Association of Manufacturers, National Association of Mutual Sav-
ings Banks, National Association of Security Dealers, National Con-
sumer Congress, National Farmers Union, National Federation of
Independent Business, Inc., National Federation of Independent
Unions, The National Grange, National League of Insured Savings
Associations, National Organization for Women, National Planning
Association, New Jersey Tenants Organization, New York Chamber
of Commerce, Public Interest Economics Center, Sierra Club, Taxa-
tion With Representation, United Automobile, Aerospace and Agri-
cultural Implement Workers of America (UAW), United Mline Work-
ers of America, United States Savings and Loan League, Urban
Coalition, Mr. Jerry Voorhis, and Mr. Andrew F. Brimmer. These
organizations were invited to submit their views or comments on the
text and recommendations contained in the 1974 Economic Report
of the President. Twentv-two organizations submitted statements
and their views were considered by the Joint Economic Committee in
preparation of its report on the President's Economic Report.

CONGRESS OF THE UNITED STATES,
JOINT EcONOMIC COMMITTEE,

Washington, D.C., February -, 1974.
Dear Mr. : Under the Employment Act of 1946 the Joint Eco-

nomic 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, consumer, and environmental organizations to submit
statements for the record on the economic issues facing the Nation. These state-
ments will be made a part of our hearings on the Economic Report in a printed
volume containing such invited statements.

At the request of Chairman Wright Patman I therefore invite your comments
on the economic issues which concern the Nation and your own organization.
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Under separate cover I am sending you a copy of the 1974 Economic Report of the
President, filed February 1, 1974.

We would like to distribute copies of your statement to the members of the
committee and the staff, and would therefore appreciate your sending 30 copies
by Friday, March 15, 1974, to Mr. Michael J. Runde, Administrative Assistant,
room G-133, Dirksen Senate Office Building, Washington, D.C.

Sincerely, JOHN R. STARK,

Executive Director.



AMERICAN BANKERS ASSOCIATION

The 1974 Economic Report of the President is another in the series
of reports to the Congress on the current state of the Nation's economv.
It is also accompanied by a report from the Council of Economic
Advisers which reviews in greater depth the economic issues now
confronting the country. As might be expected, the report emphasizes
the gains which have occurred over the last year. And there have been
some gains. The dollar is stronger now and the international payments
position of the United States has improved. In addition, the report
contains a clear and concise statement of the issues still to be resolved.
Special attention has been given to the energy crisis, agriculture,
income distribution, and international financial developments. This
report, like its predecessors, reflects a high degree of professional
competence in the analysis and presentation of the basic economic
issues confronting us.

High on the list of issues confronting us is the problem of inflation;
a problem which, as the report says, has confronted us for 8 years.
The report concedes frankly that "many programs have been launched
to stop it-without durable success." The American Bankers Associ-
ation shares the concern of the Council with the dangers of inflation
and wishes to emphasize the necessity of undertaking measures to
curb it.

The American Bankers Association has in commenting on previous
issues of the Economic Report warned of the dangers of inflation and
stressed the necessity of adopting measures to deal with it. We feel
that the policies adopted so far have been inadequate. We recognize,
as does the report, that this will be a long and hard struggle but we
believe that it is worth the effort. The 1974 Economic Report admits
that those who would fight inflation must be prepared to stay the
long course. After reciting all of the virtues of fighting inflation and
emphasizing the dangers of inflation, we feel that the report has not
recommended any new medicine, or even an increased dosage of the
old medicines.

Instead, the report turns to a recital-no doubt substantially
correct-of the real gains achieved over the last 8 years. And for the
following year, the hope is expressed that a modest slowdown in
business early this year will reduce the rate of inflation. In view of
the Council's own admission that the battle against inflation has so
far achieved no durable success, it may be unduly sanguine to assert
that a slowing in the rate of inflation will follow the decline in business.

As a general rule, restrictive fiscal and monetary measures are
usually called upon to curb inflation. However, both the budgets for
this year and for next year show that the Government anticipates 2
more vears of deficits. With prices rising, with speculation increasing,
and with inflationary fears mounting, a budgetary deficit of any size
is probably not desirable. More restrictive fiscal policies may be in
order. This is especially true since the modest decline in business now
expected may result in a larger budgetary deficit than is forecast in
the President's message.

(979)
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The report furthermore notes that because of lags between monetary
policy and its effect upon economic activity, the influence of "monetary
policy on the economy during 1974 will largely result from the mone-
tary expansion during the second half of 1973 and the first half of
1974." Monetary policy is admittedly a highly complex subject, but
the American Bankers Association believes that an easy money policy
is not appropriate at a time when we are trying to curb inflation.

Admittedly, these are difficult choices to make. A restrictive mone-
tary and fiscal policy might bring about an unacceptably high level
of unemployment. On the other hand, we are reasonably certain that
expansionary fiscal and monetary policies will exacerbate inflationary
trends. The American Bankers Association believes that it is necessary
to reexamine the long-run effects of inflation upon the economy as
compared with a lower level of business activity needed to curb it.
Moreover, we feel that the tools that have been employed over the
last S years to curb inflation should be reappraised. Such a reexamina-
tion may reveal new ways of using these old tools more effectively,
or disclose new tools to achieve this objective. We understand clearly
the difficulties confronting this-or any other-administration in
trying to develop a healthy economic climate. Those who stand on the
sidelines are frequently accused of giving advice that is not helpful.
We believe, however, that efforts to curb inflation should be pursued
with vigor, because in our judgment over the long run this will tend to
restore the health of the American economy. If we permit inflation
to run unchecked we undoubtedly will bring widespread economic
maladj ustments.

One measure that could be adopted to lessen inflationary pressures
is the removal of the existing legal restrictions on the operations of
free markets such as the Robinson-Patman Act and the Davis-Bacon
Act. The American Bankers Association is of the opinion that govern-
mental efforts should be directed toward removing controls placed
on the economy by the existing phase IV program and to avoid in the
future another experiment with wage-price controls.

In making these comments about the Economic Report, we do not
wish to downgrade it. Indeed, to reemphasize there is much in this
report that has great merit and many of our economic problems are
analyzed with great perspicacity. The American Bankers Association
does, however, believe that the fight against inflation should have an
even higher priority than we feel is assigned to it in the current
Economic Report.



AMERICAN FEDERATION OF LABOR AND CONGRESS OF
INDUSTRIAL ORGANIZATIONS

By I. W. ABEL, Chairman, Economic Policy Committee

The AFL-CIO is pleased to have this opportunity to present our
views on the Economic Report of the President and on the state of
affairs of the national economy.

The recent midwinter meeting of the AFL-CIO Executive Council
and its Economic Policy Committee devoted considerable attention to
economic developments.

We are deeply concerned about the deterioration of the American
economy. Today it is in the worst shape since the Great Depression of
the 1930's. Inflation has accelerated sharply, accompanied by an
energy crisis and another recession. Prices of food and fuel are soaring
out of sight. Workers' buying power is declining. The living standards
of American families-especially middle- and low-income famil es with
children-are being severely undermined by skyrocketing prices
generally and, in particular, by the prices of food. Layoffs and cutbacks
of working hours are spreading. Unemployment is rising rapidly.
Public confidence in the Government's ability to manage economic
problems has dropped to an alarming low point.

The energy crisis underscores the growing danger to the American
economy of the increasing dependence on foreign oil imports, en-
couraged by the lavish Government subsidies for the foreign operations
of the huge, multinational oil companies.

The soaring prices of farm products and crude materials-based
essentially on massive, unregulated exports of such commodities in
short domestic supply-reveals the inflationary jolt of the devaluations
of the American dollar. The administration has sacrificed the American
price level and the living standards of the American people for a
temporary improvement of the balance-of-payments accounts, without
a workable solution to halt the deterioration of the U.S. position in the
world economy.

Basic problems in the domestic economy and in international
economic relationships have not been handled. Instead, the admiDis-
tration has engaged in gimmickry and rhetoric, which fail to solve
growing problems and which contribute to the loss of confidence.

Following are the AFL-CIO's views on these and related issues,
with specific recommendations for Government action to forestall
an economic tailspin and to move America forward again.

THE NATIONAL ECONOMY IN EARLY 1974

The second recession of the Nixon administration has begun.
Industrial production declined in December and January, bringing

it down to about the level of mid-1973, and it is still falling. Un-
employment is rising rapidly. Living costs are soaring. The living
standards of the American people are being undermined. Housing is
in a depression.

(981)
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The Government has not leveled with the American people and has
no plans to meet this crisis.

This decline is based on the complex economic mess that developed
in 1972-73, which has been compounded severely by the energy
crunch.

The energy crunch has aggravated America's economic troubles
which developed during the previous 2 years, as a result of the Nixon
administration's economic policies. The economy was already in a
slowdown, with the danger of a recession and continuing rapid
inflation, before the onset of the energy emergency.

Homebuilding was declining sharply; auto sales in October were
down; the buying power of workers' weekly take-home pay was also
moving down; interest rates were close to or higher than the record
levels that brought on the money crunch and recession of 1969-70;
the cost of living in October was up 7.9 percent from a year before
and it was continuing to rise; there was a sharp drop in consumer
confidence. That was before the energy emergency.

The energy crunch is resulting in sharp increases in fuel prices, as
well as widespread cutbacks in production, employment, and working
hours-with uneven impacts in the different industries, sectors, and
occupations. Since October 1973, the national economy has been
facing the double threat of an oil-crunch slowdown and price pressures
on top of the economic slowdown and continuing rapid inflation that
were already underway.

By December and January, the economy was in a general recession-
ary decline, with both rapidly rising unemployment and soaring
living costs.

The Nixon administration's policies have-resultedlin accelerating
inflation since the summer of 1972. This stepped-up pace of rising
prices was touched off by the huge Russian grain deal in July 1972.
It was made far worse by the devaluations of the American dollar,
which resulted in large-scale exports of farm products and crude
materials-such as steel scrap, copper scrap, waste paper, and fertilizer
-which are in short domestic supply. The devaluations also boosted
the prices of imports.

The administration's adoption of restrictive monetary and fiscal
policies, at the beginning of 1973, were the wrong approach. These
policies could not possibly stem the inflationary tide. But they brought
interest rates to record levels and slowed the economy, at the same
time as the buying power of workers' take-home pay declined. More-
over, rising interest rates added to inflationary cost and price pres-
sures throughout the economy.

The administration's shifts from phase 2 to phase 3, freeze 2 and
phase 4 did nothing to halt the accelerating rise of living costs. They
continued the so-called stabilization program's record of unfairness
and imbalance. Moreover, they generated uncertainty and a further
decline of public confidence in the Government's ability to deal with
economic problems.

The energy crunch, which was superimposed on this weakened
condition, is resulting in added inflationary pressures, layoffs, cut7
backs in weekly working hours, and reduced living standards.

The result has been:

Housing starts, hit hard by high interest rates and, inflation, fell
sharply after the early months of 1973, By January, they were
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down 40 percent from January and February 1973, and building
permits were down 37 percent.

Sales of new American-made autos, which have been hit by the
energy crunch and the decline of workers' buying power, were
down sharply in January and February from a year before. Auto
production in January was down 31 percent from January 1973,
and in February it was down 32 percent from year-before levels.

The buying power of the average worker's weekly take-home pay
has been declining since October 1972. By January, it was down
5.8 percent from the level reached 15 months before.

In sharp contrast, corporate after-tax profits shot up an estimated
27 percent in 1973, following a 16. percent increase in 1972 and
a rise of 21 percent in 1971.

The cost of living, as measured by the Consumer Price Index, in
January, was up 9.4 percent from a year before-the sharpest
12-month rise since 1947-48, except for early 1951 after the out-
break of the Korean war. Retail prices of food-the largest item
in the family budget of most Americans-soared 19.5 percent
between January 1973 and January 1974, squeezing the living
standards of most American families.

Further increases of retail prices are indicated by the 20.3 percent
rise of wholesale prices in the past year, the renewed sharp rise
of wholesale food prices and the surge of prices for gasoline and
fuel oil. It is estimated that the consumers' energy bill, alone,
will be up about $20 billion in 1974, in addition to price boosts
for food and other consumer goods and services.

Unregulated huge exports of goods in short supply and the Govern-
ment's failure to regulate and curb excessive speculation and
profiteering in the commodity exchanges brought tremendous
increases in the spot prices of basic farm products and crude
materials. The cash spot-price of wheat, for example, shot up
from $1.60 a bushel in-mid-April 1972 to $2.574 1 year later and
to:$5.76 on March 1, 1974; soybeans went from $3.54%* per
bushel to $6.649% and $6.32 in that same period of time; corn
shot up from $1.25 per bushel to $1.65 and $3.21; steel scrap
soared from $35 a ton to $44.50 and to $125; cotton jumped from
38.9- cents per pound to 41.8 cents to 71.1 cents. Such price
boosts are pressing on skyrocketing costs and prices, all along
the line to the retail store and the consumer.

Industrial production dropped six-tenths of 1 percent in December
- and eight-tenths of 1 percent in January.

The real volume of retail sales, in January, after accounting for
- increased prices, was substantially less than in January 1973.

The number of employees on nonfarm payrolls dropped almost
260,000 in January 1974, The. average workweek in private,
nonfarm industries fell to the lowest level since these figures
were first reported on a monthly basis in 1964.

Unemployment shot up- 630,000 between October 1973 and January
1974-from 4:1. million or 4.6 percent of the labor force to 4.7
million or 5.2 percent. The Labor Department's report that un-
employment remained about the same in February may be due
to a statistical quirk, since manufacturing employment continued
to drop and there. was. a- rise in the number of people receiving
unemployment insurance payments.
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The Federal Reserve's monetary policy shot interest rates up
sharply. The prime interest rate, which commercial banks charge
on loans to the largest corporations, was 9Y2 percent in the
beginning of February-a full percentage point higher than the
prime rate of 1969-70 that resulted in the recession and money
crunch. During February there were indications that the Federal
Reserve may have moved away somewhat from its restrictive
policy and the prime rate declined to 8% percent at the end of
February. But there wvas no clear indication of a continuing
policy of monetary ease and a continuing, rapid decline of interest
rates.

The Survey Research Center of the University of Michigan reports
that "the pervasive lack of confidence in the Government and
its economic policy, together with the widespread opinion that
the inflation problem won't be easily solved, has led to great
pessimism about the long-run outlook."

The national economy is in a mess-a general recessionary decline,
rising unemployment and the continuation of soaring inflation, with
no relief in sight.

What is needed, above all, is a candid public appraisal of these
difficulties bv the administration-to establish the foundation for
restored public confidence in the Government's ability to face up to
economic problems and to deal with them fairly and equitably.

The AFL-CIO believes these Government measures are required
immediately to get the economy on the road to balance and health:

1. Congressional action is needed to minimize the disruptive effects
of the energy emergency on the operations of the economy and partic-
ularly on jobs. Additional action is needed to adopt a genuine excess
profits tax and to eliminate the lavish loopholes of special tax privilege
for the oil industry-to assure that no group is permitted to profit
from the energy emergency, while the overwhelming majority of
Americans suffer inconvenience, hardship, job losses and reduced
living standards. The basis for congressional legislation and adminis-
tration action must be fairness, equity, and evenhandedness across the
board.

2. We urge the Congress to enact legislation to provide extended
unemployment insurance payments for the long-term jobless so that
workers displaced by the energy crunch will not be left without any
income in an economy of high unemployment.

3. We call on the Congress to appropriate sufficient funds for a

large-scale public service employment program. Massive Federal
grants to the States and local governments are needed to create jobs

for the unemployed in providing the multitude of unmet public services
required by the American people.

4. A special program of Federal grants to States, local governments,
and Federal agencies is needed to accelerate short-term public works
construction and repairs in areas of high unemployment.

5. The national economy requires Federal Reserve Board action
to provide a sufficient expansion of money and credit, at lower interest
rates, to encourage the expansion of job opportunities.

6. We urge the Congress to direct the Federal Reserve System to
allocate a significant portion of available bank credit, ar reasonable
interest rates, for housing and community facilities and to curtail
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the flow of credit for such activities as conglomerate takeovers, land
speculation, and foreign subsidiaries.

We also call on the administration to substantially increase its
expenditures for middle- and low-income housing-to meet the need
for adequate housing and boost homebuilding in this period of steep
decline.

7. We urge the Congress to adopt the minimum wage bill the
President vetoed in 1973-to raise the minimum wage and extend
the Fair Labor Standards Act's coverage to millions of low-wage
workers who are not protected by that law. We urge enactment of
that bill without any discriminatory subminimum for vouth-to
provide a uniform floor for the wages of workers, regardless of age,
sex, race, creed, or color.

8. The administration's so-called stabilization program has been
unfair, unjust and inequitable from its inception on August 15, 1971.
The rise of living costs has accelerated sharpyJ and profits and interest
rates have skyrocketed, while only workers' wages have been held
clown. It is better that there be no controls program whatsoever,
rather than one that is inequitable and based on the perpetuation of
special privileges.

9. Increases in the buying power of workers' wages and salaries
are essential-to provide workers with a share in the benefits of
industrial progress and to establish the foundation for improved
living standards.

10. Tax justice is essential to establish a fair and equitable method
for obtaining needed Federal revenue. Elimination of major loopholes
in the Federal tax structure can raise as much as $30 billion of addi-
tional revenue for the expansion of public facilities and services and
the reduction of the relative tax burden on middle- and low-income
taxpayers.

11. Export controls on agricultural and crude material products, in
short supply, should be established and maintained, until inflationary
shortages are ended and pressures on the prices of such products
subside. The Federal tax subsidy for export companies should be
suspended for the export of commodities in which there are price-
raising supply problems. Effective government regulation of the
commodity markets-including margin requirements-is needed to
curb excessive price-boosting speculation and profiteering.

12. We urge Congress and the administration to adopt and pursue a
comprehensive policy to halt the deterioration of America's position
in the world economy-to stop the export of American jobs and under-
mining of the Nation's industrial base, to regulate the export of
American technology and capital, to eliminate the tax and other
incentives that encourage U.S. companies to establish and expand
their operations in foreign countries and to curb the rising tide of
imports that displace American production.

THE SO-CALLED STABILIZATION PROGRAM

Thirty months of the Nixon administration's so-called stabilization
program have proven its complete and utter failure. It has done
nothing to curb inflation. As a stabilization effort, it is a fraud.
. Living costs are now soaring at a yearly rate of over 9 percent-
twice as fast as before the administration began its game plans, freezes,
and phases. Wholesale prices are zooming six times faster.
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The controls program has been unfair, unjust, and inequitable from
its very beginning on August 15, 1971. Workers' wages, alone, have
been held down. Profits, interest rates, and prices have skyrocketed.

Since February 1966, the AFL-CIO has reiterated its willingness
to cooperate with an emergency program of economic controls on
the condition that they were evenhanded, fair and equitable, with
equal sacrifice from all segments of the economy.

However, the record of the past 30 months makes it perfectly
clear that the. Nixon administration will never institute a program
of evenhanded controls, based on the principle of fairness, justice,
and equal sacrifice.

There can be no justification whatsoever for a 5.5 percent standard
for wage increases in the face of living costs that are rising almost
twice as fast. In fact, economic justice would dictate that workers'
wages reflect at least increases in the cost of living plus productivity.

The administration's control program has created economic im-
balance, confusion, and chaos. This unfair and unjust program should
be ended now. The present legislation, which gave the President
power to control the economy, expires on April 30, 1974. It should
not be renewed in any former guise.

The Government should deal directly with the basic causes of
inflation and injustice, such as: tax bonanzas to business and the
wealthy, which produce an inflationary lack of balance in the economy;
the unregulated and frequently subsidized huge exports of farm
products and crude materials in short domestic supply; the essentially
unregulated commodity exchanges, where excessive speculation and
profiteering have added to soaring cost and price pressures; the export
of capital and technology which lead to the deterioration of America's
position in the world economy and inflationary devaluations of the
dollar; and high interest rates that raise costs and prices.

THE ENERGY CRISIS

The truth about the energy emergency is hidden from the public
bv the veil of secrecy of the giant oil companies.

Except for what the oil industry wishes to report on its operations,
there is no hard information available to the public on the degree of
the present oil shortage, the extent of expected shortages this year,
the size and location of inventories and the size of domestic reserves.
Moreover, there is no independent Government audit of the oil
industry's reports.

Fifty years after a Senate committee, chaired by Senator Robert M.
LaFollette, Sr., recommended legislation requiring oil companies to
provide the Government with valid and comprehensive statistics
concerning their operations, the Federal Government still depends on
unverified industry assertions.

As a result, the public has been presented, in these past 4 months,
with confusing and widely varying estimates of the energy emergency.
Whatever the facts are about this situation, the American people
have not been given the truth.

However, there are some clear, unfortunate facts:

A serious, long-term energy shortage has been developing, with
growing dependence on foreign sources and foreign-flag shipping
of crude oil, and petroleum products. The development of tech-
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nologies for alternative sources of energy has lagged, while the
giant oil companies have emphasized crude oil and refinery in-
vestments in foreign operations, with the aid of lavish U.S. tax
breaks, and they have also accumulated large percentages of
U.S. coal, uranium, and oil shale reserves.

The present oil shortage is one aspect of this developing, long-run
energy problem. It was brought- to a head by the Arab bloc
embargo of oil shipments to the United States and cutback of
their crude oil output. But there were temporary and spotty
shortages in the winter of 1972-73 and in the spring-early summer
of 1973, before the Arab bloc's action, and more widespread
shortages were expected in 1974. Prices started to shoot up
months before the Arab oil bloc's action.

The United States depends on oil to meet about one-half of its
energy needs, at present. The use of oil and petroleum products
rose from less than 11 million barrels a day in 1963 to nearly 16.4
million barrels a day in 1972. In 1973, it was about 17 million
barrels a day. By 1974, it probably will be down somewhat from
the 1973 level, after accounting for voluntary conservation an
Government allocation measures to reduce the use of petroleum
products, as well as the impact of staggering price increases.

However, U.S. domestic production and capacity of crude oil and
refined petroleum products leveled off at about 11 million barrels
a day in 1970. Since 1970, with demand rising, the United States
depended, to a growing degree, on imports.

There has been little new refinery capacity added in the United
States in the past 5 years. The companies have been building
refineries in foreign countries-geared, in part, to meet the very
sharp increases in foreign demand for petroleum products, with
higher prices than in the United States and wide profit margins.

This emphasis of the major oil companies on foreign investment-
exploration, drilling, and crude oil production, as well as refining-
has been encouraged and subsidized by lavish loopholes in the
Federal tax structure. According to the Chase Manhattan Bank,
the oil companies' investment outlays in foreign operations, which
were about equal to their outlays for similar operations in the
United States in 1963, soared to $6 billion more than in U.S.
operations by 1973-60 percent greater investment expenditures
in foreign countries than in the United States.

By 1973, imports of oil and petroleum products amounted to about
one-third of U.S. use. Thev increased from 19 to 22 percent of
American consumption between 1963 and 1969 and then shot up
to about 33 percent in 1973.

The amount of crude oil and petroleum products imported directly
from the Arab oil-producing countries has been small. In 1973,
it was only about 5Y2 percent-mostly crude-of the total volume
of approximately 17 million barrels a day of crude oil and products
that, were used.

However, in the past few years, the United States became increas-
ingly dependent on imported refined petroleum products, with
significant amounts refined from Arab-area crude oil, although
the refineries are in the Caribbean, Europe, eastern Canada, the
Bahamas, and elsewhere. The increasing amount of imports of
refined products included a growing volume of products that
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were refined from crude oil of the Arab oil-producing areas. In
1973, the direct and indirect imports from the Arab oil-producing
areas were perhaps as much as about.10 percent or possibly more
of American consumption.

America's rapidly growing dependence on foreign imports of crude
oil and petroleum products, since 1970, made the United States
increasingly vulnerable to the blackmail of the Arab oil bloc in
mid-October-to embargo shipments to the United States, cut
crude oil output and sharply boost their charges on each barrel
of crude from wells in the Arab oil-producing areas.

There are shortages of gasoline and other petroleum products in
many areas at present, for consumers and industrial users,
regardless of how much of the current emergency is actual or
manipulated.

Consumers are paying more money for less gasoline and petroleum
products in addition to more money for less food-a situation
that is reducing living standards, with particular adverse impacts
on low- and middle-income families. In the 12 months between
December 1972 and December 1973, retail prices of fuel oil and
gasoline skyrocketed 46.8 and 19.7 percent, respectively. In
that same period, the wholesale price of crude oil rose 27.5
percent, while the price of refined petroleum products, at wholesale,
jumped 125 percent-a clear indication of profiteering and
further substantial price hikes for consumers.

Consumers have been affected bv inconveniences and hardships,
as well as staggering price increases.

Shortages have resulted in widespread plant shutdowns, production
cutbacks, layoffs, curtailed working hours and economic disloca-
tion. The number of unemployed jumped from 4.1 million or
4.6 percent of the labor force in October to 4.7 million or 5.2
percent in January and the Labor Department reported that
the number of jobs eliminated by energy shortages in the past
several months "was substantial."

Several thousand independent gasoline stations have been forced
out of business in the past year, hitting small businesses and their
employees.

The Federal tax code provides the oil companies with depletion
allowances and intangible drilling cost writeoffs for their foreign
operations, as well as dollar-for-dollar subtraction of foreign tax
payments and royalties which are disguised as taxes from their
U.S. income tax liabilities. These lucrative loopholes have en-
couraged and subsidized foreign oil operations and foreign-flag
shipping, at the expense of American production and employment,
and have enabled the giant, multinational oil companies to pay
effective U.S. income tax rates as low as 2.7 percent in 1972.

The staggering price increases and tax loopholes contributed to
fabulous oil company profits in 1973-much greater increases
than the substantial 27 percent rise for all U.S. corporations and
a greater rate of return on net worth. Profits shot up sharply
in the October-December quarter of the year, despite the Arab
oil bloc's embargo against the United States.cutback of crude
oil production and boost of charges per barrel of crude oil.
Twenty-two large oil companies, according to Treasury Depart-
ment estimates, reported combined after-tax profits of $9.1
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billion in 1973, Up 52.7 percent from 1972 and producing a 15.1-
percent rate of return on net worth. Of the five largest, Exxon
reported that its after-tax profits in 1973 increased 59.3 percent;
Mobil's were up 46.8 percent; Texaco, 45.4 percent; Standard
Oil of California, 54.2 percent; and Gulf, 79 percent.

In an article in the New York Times of February 10, 1974, Charles L.
Schultze, Director of the Budget in the Johnson administration,
wrote: "Price increases for oil will add about $20 billion to the con-
sumer's energy bill in 1974. Perhaps one-third of this will flow abroad.
Most of the remainder will flow into oil company profits."

No soothing rhetoric from the Nixon administration can ease the
tremendous burden of hardship, job losses, reduced living standards,
and general economic dislocations imposed on the American people,
while the giant oil companies amass increases in their cash flow that
are beyond belief.

The American people deserve a frank and open assessment of this
situation from the administration. Thev also deserve Government
measures to assure the American people that Government programs
to deal with this emergency will be based fully on the principle of
equality of sacrifice.

Mlost Americans should not be forced to sacrifice, while a few are
allowed to profit excessively from the emergency. The American
people can respond to difficulties now, as they have in the past, if
they are provided with a candid appraisal of the situation and with
fair and equitable Government measures to cope with it.

Therefore, the AFL-CIO advocates the following measures:
1. We urge the Congress to establish adequate Government

hiachinery to provide the public with verified information on the
oil industry and its operations. To assure that the companies will
provide the necessary information, the Federal chartering of all major
oil corporations should be required, with Federal standards for
disclosure.

2. Federal legislation to provide extended unemployment insurance
payments for the long-term jobless is essential. Also requiied are
adequate Federal appropriations for a large-scale public service
employment program to create jobs for the unemployed in providing
needed public services. Federal funds for an accelerated public works
program are needed in areas of high unemployment. Such measures
can help to prevent the energy emergency from plunging the national
economy into a tailspin.

3. The Government's allocation program must be based on a fair
and equitable sharing of petroleum products, to minimize economic
disruption and job losses. We insist that those who are placed in
charge of the Government machinery established to meet the energy
emergency have no hint of conflict of interest through direct or indirect
connections with energy industries. Such Government machinery
must contain procedures for the review of complaints from workers
and their representatives.

4. We call on the Congress to eliminate immediately the depletion
allowance and intangible drilling tax breaks provided the oil companies
on their foreign operations, as well as the tax credit for foreign income
tax payments and royalties disguised as taxes against the U.S. tax
liability permitted all corporations. We also urge the phasing out of

32-378--74-2
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the special loopholes the oil companies enjoy on their domestic
operations.

We reiterate our demand for a genuine excess profits tax on the
unconscionably high profits of corporations. The so-called "windfall
profits tax" of the administration is 'a phony and would again penalize
the consumer.

5. Proposals to deregulate natural gas at the wellhead, which would
simply boost prices and profits, must be defeated.

6. The administration, in its efforts to avoid gasoline rationing
because of the President's personal objections, has permitted un-
conscionable increases in gas prices, intolerable hardships to those
unable to buy gasoline when they need it and an unfair, inequitable
method of distribution which has caused long lines at gas stations in
some areas while others experience no shortages whatsoever.

We dislike rationing as a way of life but equitable, evenhanded
rationing is much to be preferred over rationing by taxation or high
prices. Rationing by the high-price route would mean hardship for
workers while the wealthy could afford all the gas they needed for
pleasure without regard for need or equity.

7. We again urge the Congress to review the performance of
America's oil industry in meeting the energy needs of the American
people, at reasonable prices, and to determine whether or not this
industry is in fact a public utility, which should be subject to interstate
regulation by the Federal Government.

8. We support the investigations of the Federal Trade Commission
and several State governments into the monopolistic practices, in-
cluding joint ventures and interlocking relationships, of the oil and
natural gas companies and their ownership of large percentages of
coal, uranium, and oil shale reserves. We call on the Congress to enact
legislation to require the integrated, giant oil companies to divorce
the marketing of petroleum products in the United States from the
production, refining, and transportation of oil. The separation of these
integrated operations from the wellhead to the service station would
benefit the independent refiner and marketer, as well as the consumer.

9. We again urge creation of TVA-type fuel development agencies,
including oil shale, to develop and expand energy sources and provide
cost yardsticks for the benefit of consumers.

10. We believe -that authority for relaxation of environmental
standards must be kept to the minimum necessary to meet the
energy emergency. Any easing of environmental standards should
be considered on a case-by-case basis and should, be spelled out within
specific limits.

11. The long-range energy needs of America and the stability of
the national economy require immediate measures to secure America's
self-sufficiency through development of varied and alternative energy
sources and technologies. We strongly recommend enactment by
Cofigress of legislation that would mobilize the Nation's scientific
and technological resources through a 10-year, $20 billion crash
program to expand existing and develop alternative energy resources-
including advanced nuclear power technology, oil shale development,
improved utilization of coal resources, electric power technology,
conservation of fuels and energy, and modes of transportation. Such
legislation should provide specific protections against monopolization
of the development of alternative energy sources.
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12. A massive rebuilding of the American-flag tanker fleet is an es-
sential part of reducing this country's dangerous dependence on foreign
petroleum imports, transported in foreign-flag vessels. We support
legislation to require that 20 percent of oil imports be transported
on privately owned U.S.-flag vessels, to the extent that the vessels
are available at fair rates, and that this reserved share increase to 25
percent after mid-1975 and to at least 30 percent after mid-1977.

13. We once again propose the creation of a statutory Council on
National Energy policy. There should be created a single national
Federal energy agency which would combine various scattered Federal
program functions.

TAX JUSTICE

Events of the past few months have shockingly and graphically
illustrated the inequities of the Nation's tax structure and the urgent
need to close loopholes and enact an excess profits tax.
flSome 80 million Americans are now going through the annual task
of filing their income tax returns. The chore has always been laborious,
but the tax avoidance examples set by the President of the United
States, the recently resigned Vice President of the United States, and
the Nation's multinational oil giants have made the task more
maddening than ever before.

On December 8, 1973, the White House reluctantly published
President Nixon's tax returns and provided American citizens a lurid,
shocking example of how those with wealth and privilege can manipu-
late the tax laws to avoid their fair share and heap the burdens on
those who can least afford them.

Those returns revealed:
In 1970, the President of the United States, on an income of

$262,942, paid $792.81 in Federal income taxes-about the same
amount a worker with three dependents paid that year if he
earned $8,250.

According to the Internal Revenue Service, in 1970 there were
24 persons with incomes in the $200,000-$500,000 range who
paid Federal income taxes of $800 or less. The President was
among that group.

In 1971, the President paid $878.03 on a reported income of
$262,385, the same as a worker with three dependents earning
$9,250.

For the first 4 years of his Presidency, President Nixon's income
tax payments amounted to 7 percent of his income. A working
family pays about 10 percent.

Eleven days after his personal tax records were made public, the
President announced a tax proposal to deal with oil company energy
crisis profiteering. In his message, President Nixon stated, "It just
isn't fair, for example, for millions of Americans to make sacrifices in
order to deal with the crisis we confront and for a few to make excess
profits or what we would call windfall profits."

What was proposed, however, was not a tax on profits-"windfall,"
"excess," or otherwise. It was an excise tax on barrels of crude oil-
designed to be borne by the consumer and to pave the way for further
oil price increases and even greater oil company profits.
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The Federal income tax is a system of self-assessment. Its success

depends on the honesty of the American people and the faith and

confidence they have in their Government. Political scandal, gross

economic mismanagement, and the clear threat of a deep recession

have put confidence in Government at an alltime low.

Workers and consumers are searching for some sign that their

Government is interested in their welfare and willing to act

accordingly. Action on the tax front would provide such a signal.

Specifically, the AFLCIO calls for:

Immediate enactment, retroactive to January 1, 1973, of an excess

profits tax. The tax should be similar to that which was in effect

during the Korean stabilization period and should contain ap-

propriate provisions to prevent hardship cases and assure that

smaller companies are not unfairly burdened.
Complete and immediate elimination of depletion allowances and

intangible drilling cost writeoffs on foreign-produced oil. The

current writeoffs cannot be justified on any grounds whatsoever.

There is no reason to permit such writeoffs for foreign wells and

there is certainly no reason for permitting such writeoffs to

increase as a result of foreign oil countries' actions to increase

prices.
Foreign income taxes should be treated as deductible costs of doing

business rather than the present practice of crediting them dollar-

for-dollar against the company's U.S. income tax liability

The foreign tax credit has encouraged oil companies, as well as other

multinational firms, to invest abroad heavily at the expense of domestic

operations and American jobs. This abuse which calls upon U.S.

taxpayers to subsidize the oversea operations of U.S. corporations

must be ended.
Eliminating the credit would end a major tax loophole. It would aid

efforts to obtain independence in energy and to develop a rational

trade policy for the United States. In addition, the present practice

of allowing "excess" foreign tax credits to accumulate, in order to

avoid payment of future U.S. income taxes, must be ended.

Immediate elimination of the tax deferral privilege which permits

U.S. corporations, operating through subsidiaries, to pay no in-

come taxes on the profits of their foreign subsidiaries until such

profits are brought back home-which may be never. Such income

should be taxed in the year in which it is earned just like the

income of domestic corporations and American workers.

Enactment of provisions to assure that losses on foreign operations

cannot be used to wash out income from sources that would

otherwise be subject to U.S. taxes.
Speedy phaseout of percentage depletion and the loophole which

permits the immediate writeoff of "intangible" drilling costs on

domestic operations. Eliminating these loopholes would mean that

the capital investment costs of oil and gas companies would be

written off over a period of time-just as the investment costs

of most other U.S. industries.
Finally, we call upon the 93d Congress to act as swiftly as possible

to fully complete the unfinished business of achieving- tax justice.
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The many devices, gimmicks, and loopholes such as the half-tax
on capital gains, fast depreciation and investment credit, which rig
the tax structure against workers and the public interest must be
ended.

The unfairly high share of the cost of Government borne by low-,
moderate-, and middle-income taxpayers must be reduced. And the
Federal Government must have the funds necessary to meet its
responsibilities in eliminating the present gaps in essential public
facilities and services and to provide for the future health and well-
being of the Nation.

INTERNATIONAL TRADE AND INVESTMENT

The international economic structure has been seriously shaken.
Normal trade patterns are being shattered. National currencies are in
disarray. Nations with once-comfortable trade balances are desperately
seeking larger export markets to earn the price of oil for industrial
survival.

M\'luch of the blame can be laid to the staggering price increases
levied by the oil-producing nations, which have further fueled a
global inflation carrying with it the possibility of worldwide recession
and unemployment of crushing proportions.

These events have made the administration's so-called Trade
Reform Act of 1973 totally obsolete. Its provisions bear no relation
to the events of the day. Indeed, the bill passed by the House late
last year and now pending before the Senate Finance Committee is
worse than no bill at all. A total reexamination of U.S. trade and
investment needs is in order. utilizing the realities of the seventies-
particularly 1974-and abandoning the dead and unworkable dogmas
of the past.

The energy crisis comes on the American economy at a time when
it already is in deep distress, much of it traceable to the Nation's
misguided and misapplied foreign trade and investment policies. The
American worker, consumer, and businessman are all suffering from a
deepening erosion of the U.S. industrial base. A tide of imports has
wiped out more than a million jobs as products and whole industries
have been engulfed. The export of technology and capital at reckless
rates have funneled American production and productivity abroad,
costing the U.S. economy not only badly needed new jobs and job
opportunities but the benefits of more efficient production means.
Multinational corporations, manipulating U.S. tax laws, have trans~
ferred jobs and production overseas at the expense of the American
economy, costing the Nation badly needed tax revenues.

The administration's trade bill fails to address itself to these prob-
lems. In addition to granting the President unprecedented and sweep-
ing new powers which he could use to permanently alter the structure
of foreign trade and the structure of the U.S. economy, the bill con-
tains these serious deficiencies:

It provides no specific machinery to regulate the suffocating flow of
imports or to curb the export of materials in short supply at home.

It does not deal with the export of U.S. technology and capital to
other parts of the world where corporations-mainly American-
based multinationals-can maximize profits and minimize costs
at the expense of U.S. jobs and production:
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It does nothing to close the lucrative tax loopholes for multina-
tionals which make it more profitable for them to locate and
produce abroad.

It does nothing to repeal items 806.30 and 807 of the Tariff Code,
which encourage U.S. firms to locate abroad and take advantage
of low-wage foreign production and a special low-tariff rate on
goods exported to the United States.

It fails to assure action against unfair trade practices of other
nations.

It does not assure adequate U.S. responses against new and old
barriers to U.S. products raised by other nations, particularly at
a time when nations of the world are reexamining, these barriers
with an eye to greater self-protection.

It encourages the entry of goods from low-wage nations of the
world at special or zero tariffs.

It insures the further heavy erosion or stunted growth of badly hit
U.S. industries such as steel, apparel, chemical and allied pro-
ducts, rubber, shoes, stone, clay and glass, autos, aircraft, and
electronics.

It ignores the fact that America's industrial base and productive
strength have been weakened by current foreign trade and
investment policies, and makes no provision for restoring the,
Nation's critically needed industrial health.

For these reasons Congress should reject the bill now before it and
write a new trade bill which will contain legislative provisions that
are comprehensive, flexible, and realistic.

The new legislation should:
1. Regulate U.S. imports and exports as a means of establishing an

orderly flow of international trade. Specific flexible legislative machin-
ery is needed to control imports. This flexible mechanism should also
be applied as a restraint on the excessive exports of farm goods,
crucial raw materials, and other products in short supply domestically.
Exports, imports, and U.S. production should be linked in relation
to needs for supplies, production and job opportunities in the
United States.

Shortages of raw materials in the United States and new demands
by countries which have those raw materials have led to new problems.
'Many raw material producers are requiring companies to use those
raw materials within their borders. This interchange has led to a new
threat to the American industrial system. As long as the United
States has a policy of freedom of investment abroad and other coun-
tries have policies to seek their own rapid industrialization, the short-
ages of raw materials here will be used as an excuse to help 'industry
to move abroad and further undermine production facilities within
the United States.
I Interwoven into this problem is the recent change in the value of

each nation's money. The value of the yen, the franc, and other
currencies. have become lower. Many countries are competing to
export as. much as possible to improve their balance of trade and
balance of payments. Imports from any part of. the globe into the
United States can shoot up very rapidly and the United States has
no system to prepare for the rapid influx of any product from anv
part of the world.
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2. Modernize trade provisions and other U.S. laws to regulate the
operations of multinational corporations. Regulation of multinational
firms, including banks, is necessary because these concerns are the
major exporters and importers of U.S. farm products, crude materials,
and manufactured products. They use U.S. tax, trade, and other laws
in combination for their worldwide advantage. They export production
facilities, money, and jobs, and juggle prices and credit to maximize
their own worldwide company advantage. They license the newest
technology for use abroad and combine in joint ventures with foreign
companies and governments regardless of the impact on the U.S. need
for jobs, production, or supplies.

3. Eliminate U.S. tax subsidies and other advantages for corpora-
tions investing abroad. Specifically, the tax laws should eliminate tax
deferral of income earned abroad and foreign tax credits. These pro-
visions allow U.S. corporations to pay no income on the profits of their
foreign subsidiaries until these profits are brought home-if ever-and
the foreign tax credit permits corporations to credit taxes paid foreign
governments, dollar for dollar, against their U.S. tax liability. These
provisions contribute to the export of jobs, the erosion of the U.S.
industrial base, the denial of needed raw materials and components for
U.S. production and job needs, and encourage foreign governments to
change their rules to the disadvantage of the United States. The
present provision in the tax laws allowing the establishment of
Domestic International Sales Corporations (DISC's) should also be
repealed. This provision now gives the largest multinational firms and
banks windfall tax breaks on their exports.

The annual cost to the U.S. Treasury of these tax loopholes amounts
to at least $3 billion in needed revenue.

4. Repeal flagrant incentives and subsidies to encourage U.S. firms
to move or expand abroad. These are items 806.30 and 807 of the
Tariff Code, which encourage the foreign production and foreign
assembly of goods for sale in the United States. These provisions are
used to shift production to cheap labor markets for the profits of the
multinational corporations. Imports under these provisions have risen
from $1 billion in 1967 to $3.4 billion in 1972; in the first 10 months
of 1973, imports under these provisions were 55 percent higher than
in the like period of 1972.

5. Reexamine and limit the operations of the Export-Import
Bank which provides loans at interest rates much lower than those
paid by American businesses, consumers, and home buyers. These
loans help U.S.-based multinationals expand foreign branches and
assist foreign governments, including the Soviet Union and other
Communist countries, in getting America's newest production
facilities. Particular emphasis should be given to the impact on
U.S. jobs, and potential cost to the U.S. taxpayer.

6. Clear provisions should be written into new legislation to
regulate exports of capital and new technology. Other nations are
demanding only the newest kind of U.S. technological facilities and
U.S. firms are licensing or producting America's newest inventions
abroad with the help of U.S. and foreign governments.

7. Multilateral trade agreements with other nations, such as the
textile multifiber agreements, should be administered in keeping
with the flexible machinery devised to regulate imports and exports.
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This flexible machinery would be a safeguard against a misunder-
standing of America's intent and assure continued U.S. sovereignty
over its trade ahd other domestic laws.

8. Since almost any Federal, State, or local law can be considered
a nontariff barrier to trade, any legislative provision to authorize
negotiation on nontariff barriers should be limited and should require
specific congressional approval for the removal of any barrier, with
full information about the products affected. U.S. tax laws, consumer
protection laws, and other social legislation, including occupational
health and safety standards, should be barred from such negotiations.

9. New provisions are needed to speed and assure action against
foreign dumping of products on the U.S. market-the sale of these
goods at a price artificially.lower than in home countries-or other
subsidized imports into the United States. These provisions should
emphasize U.S. producer and worker needs and rights to participate
in proceedings.

10. Clear labeling on imports of products and components to mark
the country of origin of the product and the components within it is
needed. Advertisers also should be required to designate the country
of origin of products they handle. All consumer protection legislation
should be strictly enforced on imports.

11. Trade with Communist countries should not be viewed as
ordinary commercial exchange. The United States should end the
extension of low-interest loans and insurance of private loans by U.S.
Government agencies to Communist countries. Senate legislation
must contain the restrictions on Soviet trade written into the House
bill over the opposition of the administration.

12. The need for improved U.S. statistics on imports, exports, and
production has become urgent. Neither the U.S. Government nor
interested U.S. producers and workers can obtain adequate statistics
in sufficient detail on the impact of imports or exports of industrial
commodities. A comprehensive system of reporting on investment
abroad, licensing of production, and other technology flows is needed.
Firms which operate within the United States should be required to
segment their United States and foreign production in reporting to
Government agencies.

The energy crisis has demonstrated that overdependency on foreign
sources of any material can be costly and perhaps fatal. It also has
demonstrated that nations, when faced with a choice, are quick to act
in their own self-interest. And it has graphically demonstrated that
multinational corporations bold corporate allegiance above national
allegiance. New trade legislation must recognize these factors.



AMERICAN LIFE INSURANCE ASSOCIATION

This statement is submitted on behalf of the American Life Insurance
Association, a national trade association with a membership of 365
life insurance companies which account for over 90 percent of the
legal reserve life insurance in force in the United States. The total
assets of the life insurance business presently aggregate over $253
billion which represents the savings that have been entrusted to our
companies by millions of policyholders. We welcome the invitation of
the Joint Economic Committee to present our views on the economic
issues that affect our policyholders and confront the Nation.

THE NEED To CONTROL INFLATION

In our view, the foremost economic problem confronting the
American public today is inflation. Prices have soared in recent months
by amounts that would have been unthinkable only a short time
ago. Purchasing power of wages and salaries throughout the Nation
has been sharply eroded by an accelerating advance of consumer
prices. During the past 5 years the Consumer Price Index has risen
by more than 30 percent, despite the presence of price controls since
1971. In the past 12 months alone, consumer prices have increased by
9.4 percent.

A primary concern within our business is the need to conserve the
purchasing power of the billions of dollars of insurance protection and
savings accumulated through the purchase of life insurance. To pro-
tect the economic value of these funds over future years, and to avoid
the disruptive effect which inflation can have on everyday household
spending, it is imperative that first priority be given to economic
policies that will bring down the inflation rate to tolerable levels.

It is a fundamental principle of our economic system that rising
prices are caused by an imbalance between demand and supply. In
the past, excess demand typically has been the factor that forced
price levels higher, especially during periods of rapid economic expan-
sion. We are now faced with a new situation, unique in the period
since World War II, in which supply shortfalls and actual declines in
the availability of some products are the basic cause of the highest
inflation rates in recent history. These shortages, most notably in
petroleum and other energy sources, have also held down output and
employment. Dislocations in the automotive industry, domestic air-
line schedules, and travel-related businesses have been well publicized,
but other sectors are also experiencing difficulty in obtaining essential
materials, with resulting bottlenecks and production slowdowns.

Under present conditions it is essential that we scrupulously avoid
policies that would stimulate total demand and drive prices still
higher. Instead, we must concentrate on measures to improve supplies
and increase output to achieve a better balance with demand and
reduce the pressure on prices. The policies pursued in this critical
year will determine our success or failure in holding back inflation in
1975 and beyond.

(997)
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OUTLOOK FOR BUSINESs ACTIVITY IN 1974

In appraising the outlook for the economy, the Council of Economic
Advisers (CEA) has projected a gross national product of about
$1,390 billion in 1974, an increase of about 8 percent over 1973. Ac-
cording to the CEA, most of the rise will be attributable to inflation
at the rate of 7 percent, as measured by the GNP price deflator. In
our view, the inflation rate in 1974 is more likely to reach 7% percent,
with the consumer price index advancing even more rapidly-a most
disheartening prospect for the American public. In the final quarter of
1973, the GNP inflation rate soared to an 8.8-percent annual rate,
with a strong likelihood of a similar percentage in the first quarter of
1974. If we are to succeed in lowering the pace of inflation during the
balance of this year, it is of the utmost importance that we avoid
stimulative policies that will add to upward price pressures; in the
face of supply-induced constraints on the output of goods and services.

The energy shortage, dramatized by the Arab oil embargo, already
has produced layoffs and other side effects in a number of industries.
It may never be possible to trace the full effects of energy shortages
radiating through almost every sector of economic activity, but the
overall impact clearly has been to intensify the economic slowdown.

In projecting the most probable path for economic activity in 1974,
the CEA expects real output to be approximately flat and perhaps
declining for an interval in the first half of the year, followed by a rise
"bv somewhat more than the normal trend rate" during the second
half. In our view, the economy faces a serious business setback in the
months immediately ahead, primarily induced by shortages and
adjustments to reduced supplies of petroleum. We are less optimistic
than the Council of Economic Advisers about the strength of recovery
in the second half, which will depend importantly on the future avail-
ability of oil from foreign sources.

FEDERAL BUDGETARY POLICY

An important key to the course of inflation in 1974 and 1975 will
be the role of Federal budgetary policy in stimulating or restraining
demand. In the Budget Message of the President for the fiscal year
ending June 1975, total Federal receipts are estimated at $295 billion
with proposed budget outlavs of $304.4 billion, leaving a projected
deficit of $9.4 billion. The proposed budget outlays represent an 11-
percent increase over fiscal 1974, which in turn is estimated to show
an 11-percent increase over fiscal 1973.

Repeated increases of this magnitude are, in our view, a clear threat
to the objective of curbing inflationary pressures. We would urge that
the $304.4 billion spending total proposed for fiscal 1975 should be
considered by the Congress an as upper limit, rather than a base figure
on which further spending may be added by new legislative programs.
A preferable course of action would be for the Congress to examine the
$304.4 billion total with a critical eye, to disclose instances of excessive
spending and hopefully reduce outlays in areas of lesser current priority.

We are particularly alarmed over recent statements by administra-
tion spokesmen that they are prepared to increase Federal spending
beyond the $304.4 billion figure in order to support the economy. In
the present situation, efforts to speed up Federal payments or slow tax
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collections from the public at large would clearly aggravate the
present high rate of inflation by increasing demand without adding
to supply. We believe strongly that budgetary policy should act as a
restraining influence until it becomes possible for the supply of
petroleum and other critically short commodities to reach a better
balance with the present level of demand. In a traditional business
downturn where insufficient demand is the basic cause of declining
output, fiscal stimulus through budget deficits may serve to restore
economic growth. But larger deficits are not an appropriate corrective
for a downturn created by insufficient supplies of essential raw ma-
terials such as petroleum.

The budget message presents an alternative "full employment"
budget for fiscal 1975, showing federal receipts $16 billion higher and
Federal outlays about $1 billion lower than in the actual budget.
This calculation attempts to estimate the level of receipts if the
unemployment rate were at 4 percent, rather than the higher percent-
age actually expected in 1974. On this basis, the "full employment
budget" shows a surplus of $8 billion rather than the $9.4 billion deficit
actually projected for fiscal 1975 and it is argued that the economic
impact of the budget is one of "moderate restraint."

In our view, the use of a 4-percent unemployment assumption as
a measure of "full employment" is unrealistic in our present economy.
As the budget message notes, a 4-percent rate today would mean
much tighter labor markets than ten years ago, in view of the changing
composition of the labor force. The Council of Economic Advisers,
in a special analysis of unemployment statistics in the economic
report, states that a. condition of "maximum employment" was
approximately met in 1973, when the average unemployment rate
was 4.9 percent rather than 4 percent. We would recommend that
analysis of budgetary effects which rely upon outdated and unrealistic
assumptions of "full employment" should be discarded. If a more
realistic unemployment assumption were used, the fiscal 1975 full
employment budget would be in deficit, thus exerting an expansionary
influence rather than moderate restraint. Accordingly, any additions
by the Congress to the $304.4 billion spending total presently projected
would heighten the fiscal stimulus and further aggravate inflationary
pressures.

The budget message also refers to the growing percentage of pro-
jected outlays that are "virtually uncontrollable" by reason of prior
budgetary commitments and legislative decisions. The ratio of such
"uncontrollables" has moved unrelentingly higher, from 59 percent
in 1967 to about 74 percent in fiscal 1975. This development should be a
matter of deep concern to the Congress. Federal spending can be
described as "uncontrollable" only in the short run of a year or two.
In the longer run, the responsibility for these locked-in spending
commitments lies squarely and directly with decisions made by the
Congress in earlier years. All too often, programs have been authorized
with small beginnings which rise in an irreversible pattern to major
dollar outlays within 3 to 5 years. We are presently burdened with
far too many spending commitments which have seriously reduced the
flexibility needed for effective budget control. The presence of these
commitments also curbs our ability to undertake new initiatives that
may have a much higher current priority than the "hang-over"
programs now described as "uncontrollable."
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We have been gratified to witness during the past year a growing
awareness within the Congress of the need to coordinate appropriations
and determine funding priorities within an overall budget strategy.
After several months of thoughtful study by the Joint Study Coom
mittee on Budget Control established in late 1972, and further review
of the problem within the House and Senate, new legislation providing
for improved congressional control over budgetary outlays and receipts
has passed the House (H.R. 7130) and is soon to be considered by
the Senate (S. 1541). This legislation could have far-reaching conse-
quences in achieving a better management of Federal budgetary policy
and its effects upon inflation and the economy. We strongly support
the objectives of this legislation and urge its speedy enactment.

FEDERAL RESERVE MONETARY POLICY

Monetary policy represents the other major means by which
Government policy affects total demand in the economy, either by
encouraging or restraining the growth of money and credit. As in the
case of fiscal policy, we believe that monetary policy should exert a
restraining influence on the expansion of money and credit during
1974 to avoid aggravating inflationary pressures. We believe that the
primary objective of monetary policy should be to check the high rate
of inflation. In our view, the growth of the money supply in 1974
should be held below the rates of expansion permitted in the last 2
years. We are in agreement with the statement by Federal Reserve
Chairman Arthur F. Burns before the Committee on Appropriations
of the House of Representatives on February 21, 1974, when he said:

In the current economic slowdown, the task of monetary policy will not be
the same as in a classical business recession, when a considerable easing in the
supply of money and credit can be expected to provide the financial basis for the
subsequent recovery. This year, our nation's capacity to produce may actually
decline, or at best rise at an abnormally low rate. A great deal of caution will
therefore be needed in framing monetary policy. An easier monetary policy can
be only a marginally constructive influence when economic activity slows because
of a shortage of oil.

Our financial markets have become extremely sensitive to both the
rate of inflation and the rate at which the money supply is expanding.
A more rapid rate of monetary expansion is now seen as the forerunner
of greater demand pressures and higher inflation. In turn, a rise in
inflationary expectations not only reduces the inflow of savings to
thrift institutions and curbs the amounts available for long-term
financing, but also raises the "inflation premium" on bond and
mortgage rates in the financial markets. Thus, high rates of monetary
expansion have led ultimately to higher long-term interest rates on
home mortgages, corporate bonds, and Federal securities by reason of
the inflation factor in the saving-investment process.

There are pressing needs ahead to expand plant facilities and capital
equipment in order to improve capacity and increase the supplies of
goods. Capital formation of this kind relies on private savings flows
in the last analysis. Ongoing inflation at high rates will damage
incentives to save and retard the growth of productive capacity. Thus,
long-run considerations of economic growth in output and employ-
ment support the view that monetary policy should not seek to
counter the current slowdown through an easier credit policy that
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would aggravate inflation. Our first objective should be to bring
inflation under control in order to permit a resumption of balanced
growth.

FUTURE OF WAGE AND PRICE CONTROLS

Serious misgivings have developed since last summer about the
effectiveness of controls under phase 4, along with a growing belief
that such controls have become counterproductive. In some instances,
price ceilings have served to limit the supply of goods reaching the
market, leading to shortages which are difficult to correct in a brief
period and ultimately bringing upward pressure on prices. We believe
that the present system of wage-price controls has outlived its useful-
ness and we therefore recommend that the Economic Stabilization
Act be allowed to expire on its termination date of April 30, 1974.

At the same time, we recognize the possibility of opportunistic
developments in the wage and price area once the controls are allowed
to expire. The administration has proposed that the Cost of Living
Council be continued in a "watchdog" capacity to monitor future
wage negotiations and price adjustments and to hold public hearings
on developments which threaten further inflation. We support this
proposal as a necessary followup during the months immediately
after the expiration of formal controls.

For the longer term, there is a strong likelihood that inflationary
forces will remain active in the economy for a considerable period of
time and a less temporary approach will be needed to guard against
inflationary influences. In early 1971, prior to the imposition of
mandatory wage-price controls, the life insurance business recom-
mended to the Joint Economic Committee the establishment of a
continuing independent governmental Commission on Inflation to
study the causes, the consequences, and the remedies for inflation,
and to report regularly or on an ad hoc basis to the Congress and to
the public. This proposal was made in the belief that the public at
large, as well as the Congress and the executive branch, should be
kept closely informed of those decisions or actions, public or private,
which lead to increases in wage costs in excess of productivity growth,
and in other costs and prices. With the likely expiration of mandatory
controls within the next few weeks, we again recommend strongly
the establishment of a continuing Commission on Inflation.

The Commission, though lacking enforcement powers, would study
policies and actions of both public and private organizations from
the single point of view of their implications for inflation. Such a
Commission should not be called upon to balance various policy goals
as the operating departments and agencies of Government must do.
Rather, it should conduct such studies as it considers most fruitful,
and issue whatever reports it deems appropriate, from the standpoint
of preventing inflation.

While inflation in the nature of things is a concern of many govern-
mental agencies, including particularly the Council of Economic
Advisers, the Treasury, and the Federal Reserve Board, there is
presently no agency with a responsibility to study inflation and publi-
cize 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
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both public and private actions. A high level Commission of distin-
guished members would serve as an effective supplement to sound
budgetary and monetary policies without which inflation cannot be
brought under control.

CONCLUDING COMMENTS

With inflation running at the highest rates in several decades, there
can be little doubt that policies to control inflation deserve the highest
priority today. The corrosive effects of accelerating prices have already
been felt by the American wage earner through a reduction in the
purchasing power of his income and the future value of his savings.
Expectations of future inflation have escalated sharply within the past
year, now that we have witnessed price increases well beyond the outer
limits we once thought possible. Recent talk about "double digit"
inflation rates is no longer considered outlandish and the experience
of many foreign countries demonstrates that this possibility cannot
be ignored.

These prospects carry the dangers of a self-fulfilling prophesy in
which current decisions as to spending and saving, borrowing and
investing, are governed by an overriding concern about rising prices.
On the wage front, anticipation of higher consumer prices, piled on
top of the price increases of recent months, could bring on more forceful
wage demands and a renewed surge of "cost push" inflation later this
year and into 1975. This factor alone argues strongly for policies to
achieve a lower inflation rate and forestall a cumulative upward spiral
of wages, costs, and prices.

There is a natural concern about the recent rise in unemployment,
which has been concentrated in those areas and industries affected by
petroleum shortages for which political factors, rather than economic
forces, have been responsible. Hopefully, the Arab oil embargo will be
lifted within a fairly short time period. But more expansive budget
policies or a faster growth in the money supply will not restore jobs
to workers whose layoffs resulted from the oil shortage. While hard-
ships for many have been created by the energy-induced slowdown,
even greater hardships for the entire American public would result
from further inflation prompted by stimulative policies. The path to
fuller employment and a resumption of stable growth lies in economic
policies designed to hold back demand until critical shortages can be
overcome and a better demand-supply balance can be achieved.

We appreciate this opportunity to present our views on these critical
issues.



ANDREW F. BRIMMER*

From time to time, I have attempted to keep abreast of economic
trends and developments affecting the black community along with
other major groups in the national economV. Statistics on employment
for 1973 as a whole have recentlv become available. On the basis of
these data, I have just completed an assessment of the broad expe-
rience of blacks in the labor market last year. The following conclusions
emerged:

The demand for labor remained strong throughout most of
1973; and (despite the reduced growth of output after the
first quarter), labor markets tightened as total employment
expanded rapidly and unemployment declined moderately.

In this environment, the employment situation among blacks
improved markedly in 1973-after several years of disappoint-
ing performance. Employment rose substantially during the
year, at a faster pace than job growth in the economy as a
whole.

On the other hand, the black civilian labor force also expanded
rapidly. The labor force participation rate for blacks edged
up in 1973 (after remaining unchanged throughout 1972).
The gain last year reflected an increased Willingness on the
part of blacks to enter the labor market as a result of the
improved employment prospects.

This expansion of the black labor force moderated declines in
unemployment. After dropping sharply early in the winter,
the jobless rate for black workers was little changed during
the remainder of the year.

Black workers also raised their share of jobs in higher skilled
occupations and in high-wage industries in 1973. There was
also some decline in their participation in low wage sectors.

These conclusions are amplified in the following discussion.

CIVILIAN LABOR FORCE

The black civilian labor force expanded rapidly in 1973 due to an
increase in participation as well as continued large increases in the
working age population (see table 1, attached). As one would expect,
adults accounted for the great bulk of the labor force growth as
participation rates edged up slightly and population expanded
rapidly. However, teenagers continued to enter the market in large
numbers, and their labor force increased significantly. Their white
counterparts also recorded substantial growth.

Last year was the first year the overall participation rate for blacks
has increased since the mid-1960's. Most of the advance was attribut-
able to an increase in participation among black women and young

.Member, Board of Governors of the Federal Reserve System. I am grateful to Ms. Diane W. Sower ofthe Board's staff for assistance in the preparation of this report. However. the views expressed are my ownand should not be attributed to the staff. Nor should they be attributed to my colleagues on the Board.

(1003)
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workers. Among adult men 20 years or older, the rate was basically
unchanged. Yet, this represented a departure from the sharp drops
that have been evident in recent years.

TABLE 1.-PARTICIPATION RATES, BY AGE AND RACE, 1963-73, SEASONALLY ADJUSTED

Black I

Male Female
20and 20and Both

Total over over 16-19

White Black as percentage of white

Male Female Male Female
20 and 20 and Both 20 and 20 and Both

Total over over 16-19 Total over over 16-19

1963----- 63. 0.
1964----- 63. 1
1965 - 62. 9
191 - 63. 0
197 - 62. 8
1908 - 62. 2
199 - 62. 1
1970 - 61. 8
1971- 60.9
1972 - 60.0
1973 - 60.3

83. 9
84. 1
83. 7
83. 3
82. 9
82. 2
81. 4
81. 4
79. 9
76. 4
78. 5

49.9 41.7 58. 2 84.4 37.0 45.7 108.2 99.4 134.9 91. 2
53.6 43.4 59.2 84.2 37.5 45.0 108.4 99.9 134.9 89.8
51. 1 41 1 59. 4 83. 9 38. 0 46. 5 107.7 99.8 134.5 86.2
51.6 42. 2 53 7 83.6 38 8 49. 1 107.3 99.6 133.0 85.9
51.6 42.9 59. 2 83. 5 39.8 49.2 106. 1 99.3 129.6 87. 2
51.4 41.9 59.3 83.2 40.4 49.3 104.9 98.8 127.2 85.0
51.9 41.9 59.9 83.0 41. 5 50.6 103.7 98. 1 125. 1 82. 8
51.7 49.5 60.2 82.8 42.2 51.4 102.7 98.3 122.5 78.8
51.8 37. 5 61 1 82. 3 42. 3 51.6 101.3 97.1 122.4 72.7
51. 1 39. 0 69. 4 82. 0 42. 7 54. 3 99.3 95.6 119.7 71.8
51.3 40.2 60.9 81.7 43.5 55.2 99.0 96.1 117.9 71.5

1 Negro and other races.

Source: U.S. Department of Labor, Bureau of Labor Statistics.

Participation was up for young black men 18 to 24, but it continued
to edge down among men 25 to 44 years old (table 2). Among white
men, participation rates rose in the younger age groups-16 to 24-and
for men 25 to 34 years but edged down in the older age groups. The
rapid rise in labor force participation among white women continued
in 1973 with all of the gain accounted for by younger women and
those in the 25 to 44 age groups. Participation of black women also
increased, particularly in the younger age range.

In 1973, there were 10 million black workers holding jobs or looking
for employment (table 3). They represented 11.4 percent of the
labor force-a slightly larger fraction than in the previous year.
Over the four quarters of 1973, the total civilian labor force rose by
2.7 million (to 88.7 million). This gain was composed of an increase of
330,000 for blacks and 2.4 million for whites. Thus, blacks accounted
about 12 percent of the total expansion.'

TABLE 2.-CIVILIAN LABOR FORCE PARTICIPATION RATES BY DETAILED AGE AND RACE

16 to 17 18 to 19 20 to 24 25 to 34 35 to 44 45 to 54 55 to 64 65+

Black male:'1
1960 -45. 6 71. 6 90.4 96. 2 95. 5 92. 3 82.5 31. 2
1961----------- 42. 5 78. 5 89. 7 95. 9 94. 8 92. 3 81.6 29. 4
1962----------- 40. 2 68.8 89. 3 95.3 94. 5 92.2 81. 5 27. 2
1963 -37.2 69.1 88.6 94.9 94. 9 91. 1 82. 5 27.6
1964 -37.3 67.2 89.4 95.9 94.4 91.6 80.6 29.6
1965 -39.3 66.7 89.8 95.7 94.2 92.0 78.8 27.9
1966 -41. 1 63.7 89.9 95.5 91.1 90.7 81. 1 25. 6
1967----------- 41. 2 62. 7 87. 2 95.5 93.6 91. 3 79. 3 27. 2
1968----------- 37. 9 63. 3 85. 0 95.9 93. 4 90.1 79. 6 26. 6
1969 -37.7 63. 2 84. 4 94.0 92. 7 89.5 77. 9 26.1
1970----------- 34. 8 61. 8 83. 5 93. 7 93. 2 88. 2 79. 2 27.4
1971 -32.4 58.9 81.5 92.9 92.0 86.9 77.8 24. 5
1972 -34. 1 60. 1 81.5 92.7 91.4 86. 1 73.6 23.6
1973 -32.4 61. 1 83.6 91.8 90.9 87.5 69.4 22. 4

See footnotes at end of table, p. 1005.

' The changes noted throughout the text cannot be derived directly from the data in tables 3 and 4. The
changes indicated for 1973 have been adjusted to reflect the change in population control made by the Bureau
of Labor Statistics and introduced In March 1973. For an explanation of the adjustments see "Employment
and Earnings," April 1973.
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TABLE 2.-CIVILIAN LABOR FORCE PARTICIPATION RATES BY DETAILED AGE AND RACE-Continued

16 to 17 18 to 19 20 to 24 25 to 34 35 to 44 45 to 54 55 to 64 65+

Black female:
1960----------- 22.1 44. 3 48.8 49. 7 59.8 60. 5 47. 3 12.81961 -------- _- 21.6 44. 6 47. 7 51. 2 60. 5 61. t 45.2 13.11962----------- 21. 0 45. 5 48. 6 52.80 59. 7 60. 5 46.1 12. 21963 ---------- 21.5 44. 9 49. 2 53. 3 59. 4 60.6 47. 3 11.81964 -- 19.5 46.5 53.6 52. 8 58.4 62. 3 48.4 12.7
1965 - 20.5 40.0 55.2 54.0 59.9 60.2 48.9 12.9
1966 - 23.6 44.0 54. 54. 9 60.9 61.0 49.1 13.1967----------- 22.8 48. 7 54. 9 57. 5 60.8 59. 6 .47.1 13. 0
1968 - 23. 3 46. 9 58.4 56.26 59.3 59. 47.0 11. .91969 -24.4 45.4 58.6 57.8 59.5 6.8 47. 5 11. 91970----------- 24. 3 44. 7 57. 7 57. 6 59. 9 60. 2 47.1 12. 2
1971 ------- 21. 9 41. 4 56.0 59.2 61.0 59.4 47.1 11.1972-21.4 43.9 56.7 60.1 60.7 57.3 43. 9 12. 81973 --- ------- 23. 9 45.1 58. 0 62. 7 61.6 56.1 44. 7 11. 4White male:
1960.---------- 46. 0 69.0 87. 8 97. 7 97.9 96.1 87. 2 33. 3
1961.------ 44.23 66.2 87.6 97.M7 97.9 95.9 87.8 31.9
196242.9 66.4 86.5 97.4 97. 9 96.0 86.7 30.6
1963 . 7- 42. 4 67.8 85.8 97. 4 97.8 96. 2 86.6 28.4
1964 .----------------- 043. 5 66.6 85.7 97. 5 97.6 96.1 86.1 27.91965 .-- ,44.6 65. 8 85. 3 97.4 97.7 7 95.9 85.2 27. 9
1966 47.1 65.4 84.4 97.5 97.6 95.8 84.9 27.7 21967 . 47.9 66.1 84. 0 97.5 97.9 7 95.6 84.9 27. 11968.---------- 47. 7 65. 7 82.4 97. 2 97.6 95. 4 84. 7 27. 31969.---------- 48.8 66.3 82.6 97. 0 97. 4 95.1 83.9 27. 31970.---------- 48.9 67. 4 83.3 96.7 97.3 94.9 83.3 26. 71971.---------- 49. 2 67. 8 83.2 96. 3 97. 0 94. 7 82.6 25. 61972.---------- 50. 2 71. 1 84. 3 96. 0 97. 0 94. 0 81.2 24. 41973.---------- 52. 7 72. 3 85. 8 96. 3 96.8 93.5 79.0 22. 8White tomato:
1960.---------- 30.0 51.9 45. 7 34.1 41.5 49.6 36.2 10. 61961.---------- 29. 4 51.9 46.9 34. 3 41.8 48.9 37. 2 10.51962.---------- 27. 9 51.6 47.1 34.1 42.2 48.9 38.0 9. 81963.---------- 27. 9 51. 3 47. 3 34.8 43.1 49. 5 38.9 9.41964.---------- 28. 5 49.6 48.8 35. 0 43.3 50.2 39.4 9.91965.---------- 28.7 50.6 49. 2 36. 3 44. 3 49.9 40.3 9. 71966.---------- 31. 8 53.1 51.0 37. 7 45. 0 50.6 41. 1 9. 41967.---------- 32. 3 52. 7 53.1 39. 7 46. 4 50.9 41.9 9. 31968.---------- 33.0 53. 3 54.0 40.6 47.5 51.5 42.0 9.41969.---------- 35.2 54. 6 56.4 41. 7 48.6 53.0 42.6 9. 71970.---------- 36.6 55. 0 57. 7 43.2 49.9 53.7 42.6 9. 51971.---------- 36.4 55.0 57. 9 43.6 59. 2 53.7 42. 5 9.31972----------- 39.3 57.4 59.4 45.8 50. 7 53.4 42.0 9. 01973----------- 41. 7 58.9 61. 6 48. 5 52.2 53.4 40. 8 8. 7

X Negro and other races.
Source: U.S. Department of Labor, Bureau of Labor Statistics.

TABLE 3.-CIVILIAN LABOR FORCE,, 1963-73, SEASONALLY ADJUSTED

Block2 White

Mole Female Mole Female
20 and 20 and Both 20 and 20 and BothTotal over over 16 to 19 Total over over 16 to 19

1963------------- 8,003 4, 381 3, 042 580 63, 830 39, 841 19, 430 4, 5591964.------------ 8,170 4, 427 3, 138 605 64, 621 40, 178 19, 959 4, 7841965.------------ 8, 321 4, 457 3, 219 645 66, 137 40, 401 20, 469 5, 267
1967.------------ 8, 499 4, 467 3, 301 731 67, 276 40, 319 21, 130 5, 8271967------------------ 8, 649 4, 503 3, 375 771 68, 699 40, 850 22, 100 5, 7491968.------------8, 759 4, 535 3, 446 778 69, 976 41, 317 22,820 5, 8391969.------------8, 955 4, 579 3, 574 802 71, 778 41, 772 23, 838 6, 1681970.------------ 9, 198 4, 726 3,664 808 73, 520 42, 564 24, 616 6, 4401971.------------ 9, 322 4, 773 3, 769 781 74, 790 43, 088 25, 030 6, 6721972-------------9, 584 4, 847 3, 888 849 76, 958 43, 961 25, 822 7, 1751973---------- 10, 075 5, 049 4,066 909 78, 689 44, 490 26, 647 7, 5521972:

Q1I-----------9, 500 4, 789 3, 875 836 76, 316 43, 635 25, 577 7,104Q2 ----------- 9, 545 4, 847 3, 867 836 76, 759 43, 871 25, 767 7, 121Q3 ----------- 9,587 4,868 3, 862 857 77, 276 44,090 26, 023 7, 163193Q4-----------9,690 4,879 3,950 861 77, 459 44, 213 25, 920 7, 326
~1 --------------- 9, 820 4,927 4,019 874 77, 792 44,265 26,132 7; 395Q2 ----------- 9,946 5. 035 3, 990 921 78, 510 44, 352 26, 632 7, 526Q3 ----------- 10, 105 5, 076 4, 105 924 78, 856 44, 511 26, 879 7, 466Q4 ---------------- 10, 232 5, 158 4,154 920 79, 648 44, 815 26, 959 7, 874

t Thousands of persons age 16 and over.
I Negro and other races.
Source: U.S. Department of Labor, Bureau of Labor Statistics.

32-378-74-3
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TABLE 4.-EMPLOYMENT,l 1963-73, SEASONALLY ADJUSTED

Blark2 White

Male Female Male Female
20 and 20 and Both 20 and 20 and Both

Totals over over 16 to 19 Totals over over 16 to 19

1963 1 740 3.979 2.757 401 60, 62? 38, 272 18. 499 3.0 50

1964---I ---- 7,383 4,099 7. 855 440 61, 9?2 38,709 t9,007 4t.,76
1965 --7.613 4.190 2.979 474 63, A49 39. 232 19, 62 4.562
1966 --- ---- 7,877 4. 249 3. 033 545 65, 021 39, 418 20, 427 5, 176
1967--------- 8,01l 4, 300- 3114 563 66, 381 39,904 21,263 5,113
196- 8,169 4, 356 3,229 504 67, 750 40, 503 22,052 5,195
1969 -8384 4, 41O 3,365 609 69,51S 40.978 23,032 5,508
1970- 8,446 4 461 3,412 573 7n,183 41,093 23,521 5, 59

1971 -8.403 4. 428 3, 442 533 70. 716 41,4347 23,707 5, 062
197?-------------8,628 4, 518 3. 546 564 73, 074 42, 362 24, 554 6, 150
1973 9 131 4.762 3, 74 634 75, 278 43, 183 25, 494 6,602
1972:

0Qi -8, 484 4, 430 3, 524 522 72, 309 41, 962 24, 332 6, 015
Q2 - 8,624 4,507 3 544 573 72.772 42, 212 24, 49 6, 121
Q3----------- 8. 546 4. 533 3. 52; 509 73, 399 42. 542 24, 721 6. 136
Q4 - 8,733 4, 50 3,580 555 73, 010 42, 720 24, 725 6,365

1973:
Q17-- 8,940 4, 649 3,680 611 74, 270 42. 873 24, 9- n,452
02 - 9, 047 4,729 3 660 638 7S. 062 43, 015 25, 490 6,557
03 -9,191 4 786 3, 773 632 75, 559 43, 291 25, 727 6. 551
Q4 … … 9,348 4, 884 3,805 659 76, 287 43, 582 25. 828 6,877

1 Thousands of persons age 16 and over.
2 Negro and other races.

Source: U.S. Department of Labor, Bureau ot Labor Statisticso

EMPLOYMENT

Overall employment rose substantially in 1973, increasing 3.7

percent over the vear after posting a healthy 2.9 percent gain the
previous year (table 4). Jobs among blacks increased by 400,000 to a

total of 9.3 million, an increase of 4.6 percent. Gains occurred among
both adults and teenagers, who had recorded an employment decline
the year before. Black men registered large job gains which probably
reflected the strong performance of the manufacturing sector in 1973.

Factory employment-hard hit by the 1970 recession-did not start

to recover until late 1971, after which it rose steadily in the subsequent
2 years. The 1973 rise was more than twice that registered the year

before. Much of the gain was concentrated in the metal and metal
using industries where black adult men are heavily represented.
Employment also expanded considerably among aduilt white men, but

their 2.2 percent rate of increase was well below the 3.8 percent gain
of their black counterparts.

Employment opportunities for black women also picked up during

the vear as the number of jobs held by them rose to 3.8 million, for an

increase of 3.7 percent. The number of white women holding jobs

expanded by 4.7 percent over the year. Teenage employment also
rose substantially. Among young black workers an IS percent gain

pushed teenage employment above levels recorded in 1969. The number
of jobs held by\ them had remained substantially below these peak

levels for 3 years. Young white workers also fared well in the tightening
labor market as their employment; increased by about 8 percent. This

strong employment picture probably reflected the continued expansion
of the service-producing industries where many women and young
workers are (oncentrate(, many in part-time jobs. These industries
added nearly 1.S million workers to their payrolls in 1973 with the

largest gains occurring in the tiade and the service industry.
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UNEMPLOYMENT

Joblessness among blacks declined moderately during 1973, after
rising in the 2 previous years. At the end of 1973, about 884,000 blacks
were unemployed, compared with 957,000 a Year earlier (table 5).
This represented a decline in joblessness by roughly 71% percent for
blacks as a group. Among black men, the decline wvas 5 percent; it was
3%2 percent among black women, and 15 percent among black teen-
agers. These decreases in joblessness were smaller than the decreases
experienced by whites overall. For the latter group as a whole, the
drop was 8% percent; it was 17 percent for white men; 5%' percent for
white women; but there was about a 10-percent increase for white
teenagers.

The unemployment rates among blacks declined moderately during
1973 after rising in the 3 previous years. The largest relative improve-
ment occurred among black teenagers whose unemployment rate
dropped to about 30 percent after averaging over 33 percent in 1972
(table 6). At the same time, unemployment increased over the four
quarters of 1973 among white teenagers as their labor force growth
outstripped employment expansion. However, their unemployment
rate-at about 12.6 for the year as a whole-was less than half the
jobless rate of black youth. After averaging about 6.8 percent in 1972,
the unemployment rate for adult black men edged down during 1973
to about 5.7 percent, the lowest since the 1970 recession. Unemploy-
ment among adult white men also declined significantly and their
jobless rate decreased from the 3.6 percent level of 1972 to about 2.6
percent in 1973. Joblessness among adult women of both races de-
clined moderately; the unemployment rate for black women averaged
8.2 percent and for white women, about 4.3 percent in 1973.



TABLE 5.-UNEMPLOYMENT,l 1963-73, SEASONALLY ADJUSTED

Black as percentage of total

Ratio
Black a White percent en-
Black_______________________White____________ Civilian employment

Male 20 Female 20 Both Male 20 Female 20 Both labor Uoemploy- to percent
Total and over and over 16 to 19 Total and aver and over 16 to 19 force ment labor force

1963------------------------ 863 402 285 176 3,208 1,.569 931 708 11.1 21.2 1.91
1964- . 787 339 283 165 2,999 1,379 912 708 11.2 20.8 1.86
1964 - --------------- 6----------- 78 267 240 171 2,691 1,169 817 705 11.2 20.1 1.80
1965 -622 218 218 186 2,255 901 703 651 11.2 21.6 1.93
196- 638 194 241 203 2,338 866 837 635 11.2 21.4 1.91

1967 -596 179 217 194 2,226 814 768 644 11.1 21.0 1.89

1969-571 169 209 193 2,260 794 806 660

1970 - - 752 265 252 235 3,337 1,371 1095 871 11.1 18.4 1.66

1971------------------------ 919 345 326 248 4,074 1,741 1,324 1,010 11.1 18.4 1.66

1972-I956 329 342 284 3,884 1,599 1,268 1,017 11.1 19.8 1.78

1973-894 287 332 275 3,411 1,307 1,153 915 11.3 20.8 1.84
1972: - - - - - - -- - - - - - - -- - - - - - - -

Q972-1,016 351 351 314 4,007 1,673 1,245 1,089 11.1 20.2 1.82

Q2----------------------- 921 335 323 263 3,987 1,659 1,328 1,000 11. 1 16. 8 1.69
Q3-~~~ ~ ~~~ ~ ~~~ ~ ~~~~~941 335 337 269 3,877 1548 1,302 1,028 11.0 19.5 1.77

Q4----------------------- 957 289 362 303 3,649 1,493 1, 195 961 11. 1 20.8 1.87

1973: ~~~ ~ ~~~~~~~880 278 339 263 3,522 1,392 1,187 943 11.2 20.0 1.79

Q2 ----------------------- 899 306 310 283 3,448 1,337 1,142 969 11.2 20.7 1.85
Q3-~~~ ~ ~~~ ~ ~~~ ~ ~~~~~914 290 332 292 3,297 1,230 1152 915 114 201.7 190

Q 
4- 884 274 349 261 3,361 1,233 1, 131 997 11.4 20.8 1.82

I Thousands of persons age 16 and over.
2 Negro and other races.

Source: U.S. Department of Labor, Bureau of Labor Statistics.



TABLE 6.-UNEMPLOYMENT RATE, 1963-73, SEASONALLY ADJUSTED

Black, White Black as percentage of white

Male 20 Female 20 Both Male 20 Female 20 Both Male 20 Female 20 BothTotal and over and over 16 to 19 Total and over and over 16 to 19 Total and over and over 16 to 19

1963------------------ 10.8 9. 2 9.4 30. 3 5. 0 3.9 4.8 15. 5 2.04 2.29 1. 80 1. 801964------------------ 9.6 7. 7 9. 0 27. 3 4. 6 3. 4 4. 6 14.8 2.09 2.26 1.96 1. 841965 -. 1 6. 0 7. 5 26. 5 4.1 2.9 4.B 13.4 1.38 2.07 1.99 1.981966------------------ 7. 3 4.9 6. 6 25. 4 3.4 2.2 3. 3 11. 2 2.15 2. 23 2. 00 2. 271967- 7. 4 4.3 7. 26.3 3. 4 2. 1 3. 8 11. 0 2. 9 2. 04 1. 89 2. 391968-6.7 3.9 6.3 24.9 3.2 2.0 3.4 11.0 2.09 1.95 1.95 2.261969------------------ 6. 4 3. 7 5.98 24. 1 3. 1 1. 9 3.4 10. 7 2. 06 1. 95 1. 70 2. 251970------------------ 8.2 5.6 6.9 29.1 4.5 3.2 4.4 13.5 1.92 1.75 1.57 2.161971------------------ 9. 9 7.2 8.7 31.7 5.4 4. 0 5. 3 15. 1 1.83 1.90 1.64 2.101972------------------ 10.0 6.8 8.8 33.5 5.0 3.6 4.9 14.2 1.96 1.98 18231973.99 57 8.2 30.2 4.3 2.9 4.3 12.6 2.09 1.97 1.91 2.39 -

Q2 ------------ 10.7 7.3 9.1 37.6 5.3 3.8 4.9 15.3 2.02 1.92 1.86 2.46Q2.---------------- 9.6 6.9 9. 4 31.5 5. 2 3.9 5. 2 14.0 1.85 1.92 1.62 2.25Q3 . 9. 6. 9 8.7 31.4 5. 0 3.5 5. 0 14.3 1.96 1.97 1.74 2.201934.---------------- 9.9 5.9 9.2 35.5 4.7 3.4 4.6 13.1 2.11 1.74 2.00 2.71
QI.---------------- 9.0 5.6 8.4 30.1 4.5 3.1 4.5 12.9 2.00 1.91 1.87 2.35Q2 . 9.0 6.1 7. 8 30.7 4.4 3.0 4.3 12.9 2.05 2.03 1.81 2.39Q3.---------------- 9.0 5.7 8. 1 31.6 .4. 2 2.98 4.3 12.3 2.14 2.04 1.99 2.57Q4.9--------------- .6 5.3 8. 4 28.4 4. 2 2.8 4.2 12.7 2.05 1.99 2.00 2.24

X Negro and other races.
Source: U.S. Department of Labor, Bureau of Labor Statistics.
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The total black unemployment rate, at 8.9 percent was about twice
the aggregate white rate in 1973. This was a slightly higher ratio
than in the 4 previous years.

There was a decline in discouraged workers in 1973. The number who
wanted a job but did not think they could get one declined by about
44,000. Blacks accounted for 80 percent of the decline. At the end of
1973, they comprised less than one-fifth of the discouraged workers
compared with the one-fourth average over the previous 2 years.

INDUSTRY EAMPLOYMiENT

The industry distribution of black employment in 1973 can be
traced in table 7. The largest proportion-excluding government-
of black jobholders were employed in manufacturing with the heaviest
concentrations in metals, machinery, transportation equipment-all
sectors where demand was strong in 1973-and in food and apparel.
Their share of factory employment climbed to 10.7 percent. This
fraction was in line with their representation in the work force, and
represented an improvement from the 10 percent share in 1972.
Outside manufacturing, the proportion of black workers employed
in services was high, although slightly lower than in 1972. This was
mainly a reflection of movement out of private household employment;
although black jobholders were still overrepresented in both household
and other service fields. In trade, blacks were under-represented.
Moreover, for them, job growth in this sector was primarily in the
low wage field of retail trade.

TABLE 7.-EMPLOYED PERSONS BY INDUSTRY AND RACE, 1973

[In thousandsl

Black
employment

Percentage distribution by industry

Total Black
percent percent Percent

Total number. -
Total percent - 100. 0
Agriculture -4. 1
Mining - 0. 7
Construction - 5.9
Manufacturing - 24. 6

Durable- - 14. 6
Ordnance -. 2
Lumber- .8
Furniture- .6
Stone, clay and glass -. 8
Primary metals -1.6
Fabricoted metals - 1.7
Machinery -2.6
Electrical machinery -2. 6
Transportation equipment -2.6
Instruments ---------------------. 6
Miscellaneous - .6

Nondurable ----------------- 10.0
Food - . 2.1
Tobacco ----------------------------- 1
Textiles ---------------------------------- 1..
Apparel - ------------ :--------------- 1.6
Paper - ---- 9
Printing -1.5
Chemicals ------------------------------- 1.3
Petroleum -: --- .3
Rubber - .8
Leather -- -- 4------ ------------- *4

Transportation and public utilities ----- ------ 5.7
Trade - 19.8

Wholesale -3---------------------------------- 3.8
Retail -16.0

Finance, insurance and real estate - ------------------ 5.3

See footnotes at end of table, p. 1011.

3. 4
0.3
4.8

24.3
13.8
.2

1.4
.6
.9

2.0
1.5
1. 4
1.9
3. 1
.3
.5

10. 5
2.5
.4

1.6
2. 1
.7
.7

1. 3
.2
.8
.3

5. 2
13. 9
2.5

11.4
3.2

8.9
4.0
8.8

10. 7
10.2
10.4
18.0
11.0
12.8
13.9
9.5
5.6
8. 2

13.0
6.4
8.4

11.3
13.0
44.6
15.2
13.8
8.6
5.2

10.7
8. 7

10.9
7.9
9.9
7.6
7. 1
7.7
6.7
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TABLE 7.-EMPLOYED PERSONS BY INDUSTRY AND RACE, 1973-Continued

* [in thousands]

Black
employment

Percentage distribution by industry

Total Black I
percent percent Percent

Services -17. 8 22.7 13. 8
Private household 1.9 6.4 36. 8
Miscellaneous -15.9 16.3 11.1

Government -21.4 29.4 14.8
Federal -2.7 4.5 18.1
State and local -2.6 2.6 10. 7
Other government (not specified) -16.1 22.3 15.0

X Negro and other races.
Sourcv: U.S. Department of Labor, Bureau of Labor Statistics Cbased on unpublished tables).

One way of looking at the changing structure of black employment
is to group the industries into "high-wage," "mid-wage," and "low-
wag~e" industries, defining the groups by the industry's average
weekly earnings. Table 8 shows these groupings together with black
workers' share of the industry's employment over time. This is an
approximate measure of upward job mobility among black workers.
Overall black workers increased their share of employment in high-
wage industries in 1973 to 9.3 percent from 8.9 percent in 1972.
AMloreover, as the total number of workers employed in high-wage
industries increased 5 percent in 19 7 3 , the number of high-wage jobs
held by blacks jumped about 10 percent. In the midwage industries,
blacks increased their share from 8.9 percent to 9.6 percent, reflecting
a15 percent gain in employment in 1973. In low-wage industries, the
black share, at 10.6 percent, was essentially unchanged from 1972.

TABLE 8.-INDUSTRY EMPLOYMENT, BY WAGE LEVEL AND RACE, 1968, 1972, AND 1973

Black 2 share of employment
Earnings

Industry index ' 1968 1972 1973

High wage 8.8 8.9 9.3
Construction 166.07 10.0 9.2 8. 8
Petroleum -152.63 7.4 11. 1 8.7
Primary metals -147.78 14.0 It. 9 13.9
Transportation equipment -147.19 10.4 11.6 13.0
Transportation and public utilities -142.14 7.9 9.1 9. 9
Mining -137.79 3.0 4.5 4.0
Machinery -134.01 4.4 5.6 5.6
Chemicals -129.79 8.1 8.8 10.7
Paper -123.96 7.9 8.6 8.6
Printing -122.90 b.2 5.0 5. 2
Fabricated metals -122.21 8.3 8.2 9.5
Stone -121.65 11.3 11.0 12.8

Mid wage - 9.8 8.9 9.6
Wholesale trade -112.49 7.7 6.6 7.1
Instruments- 109.42 5.0 4.8 6.4
Electrical equipment -108.05 7.7 7.7 8. 2
Food -107.21 12.2 11.2 13.0
Rubber -107.95 8.7 9.0 10.9
Lumber -100.96 21.9 19.4 18.0

Low wage --------------------------------------------- 11.3 10.5 10.6
Tobacco -97.44 26.3 33.8 44.6
Finance ----------------------------------------- 92.80 6. 5 6.6 6.7
Furniture - 90.13 10.7 10.2 11.0
Miscellaneous durahles -88.37 9.4 8.4 8.4
Textiles -83.11 9.5 13.4 15.2
Services -79.39 16.0 14.1 13.8
Leather -73.79 8.6 8.3 7.9
Apparel -68.96 10.9 11.5 11.4
Retail trade -65.79 7.7 7.4 7.7

1 Average weekly earnings of production workers in the indicated industry as a percentage of production worker weekly
earnings for total private nonfarm economy, 1973.

2 Negro and other races.

Source: U.S. Department of Labor, Bureau of Labor Statistics (black employment shares based on unpublished data).
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Among high-wage industries, black workers increased their repre-
sentation in 1973 in transportation equipment, chemicals, fabricated
metals, and in stone, clay, and glass industries. Ground was lost in
construction, in petroleum, and mining. Outside of manufacturing,
black workers increased their share of employment in transportation
and public utilities and in some of the mid-wage industries-especially
food and rubber.

Among the low-wage industries blacks moved out of the service
industries, reducing their job share somewhat. However, there was
some countertendency to increase their share of industry employment
in tobacco, retail trade, and textiles. Thus, in summary, while the
extent to which black workers were better off in their employment
gains cannot be ascertained, the analysis does indicate that blacks
did make significant employment gains in the relatively high-wage
industry jobs during 1973.

OCCUPATIONAL DISTRIBUTION

The distribution of blacks among occupations in 1973 is shown in
table 9. Comparison with data for 1972 indicated that there was a
noticeable advancement in the range of jobs held by blacks. Over the
year, black workers' share of white collar jobs increased to 7 percent-
still well short of their representation in all occupations-but an
improvement over the 6.6 percent they registered in 1972. The gain
was attributable to a relative increase in the number of blacks in all
of the white collar occupations. Yet, the movement into professional
and technical jobs and managerial positions was particularly
noticeable.

TABLE 9.-EMPLOYMENT BY MAJOR OCCUPATION AND RACE, 1972 AND 1973

1972

Total, Black,' Black, as
percent percent a percent

distribution distribution of total

1973

Total, Black, Black, as
percent percent a percent

distribution distribution of total

Total employed
Total percent .
White collar

Professional and technical
Managers, office and property
Clerical
Sales

Blue collar
Craftsmen and foremen
Operatives
Laborers

Service - -- --
Private heusehold
Other service workers

Farm -- ---------------------
Farmers and Farm Managers
Laborers and Foremen

81, 702 8, 628 10.6 84, 409 9, 131 10. 8
100.0 109.0-100.0 100.0 .
47.8 29.8 6.6 47.8 31.1 7.0
14.0 9.5 7.2 14.0 9.9 7.7
9.8 3.7 4.0 10.2 4.1 4.3

17.4 14.4 8.7 17.2 14.9 9.3
6.6 2.2 3.6 6.4 2.3 3.9

35.0 39.9 12.0 35.4 40.8 12.5
13.2 8.7 6.9 13.4 8.9 7.2
16.6 21.3 13.6 16.9 22.2 14.2
5.2 9.8 20.2 5.1 9.7 20.5

13.4 27.2 21.4 13.2 25.3 20.8
1.7. 6.8 40.6 1.6 5.7 38.4

11.7 20.5 18.5 11.6 19.6 18.4
3.8 3.0 8.6 3.6 2.8 8.4
2.1 0.6 3.3 1.9 0.7 3.7
1.7 2.4 15.1 1.6 2.1 14.2

I Negro and other races.

Source: Bureau of Labor Statistics, U.S. Department of Labor.

Among the blue collar occupations, black workers were still dis-
proportionately represented in the lowest paying laborer jobs, and
the proportoni did not change over the year. However, blacks did
increase their share of the relatively higher paying jobs as craftsman
and operatives. Black workers remained heavily overrepresented in
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the low paying service occupations. On the other hand, during 1973
there was a strong movement out of private household employment
and a consequent decline in their share of service jobs. In 1973,
black workers continued to leave the lower paying agricultural jobs,
but there was a slight increase in their sha e of farm proprietor occupa-
tions.

In summary, while blacks made real progress during 1973 in obtain-
ing higher paying jobs, their occupational concentration remained
in the relatively low-skill, low-paying jobs.

OUTLOOK

Although 1973 showed a substantially improved employment
picture for black workers, the outlook for 1974 is far from optimistic.
Slowdowns in production growth combined with the onset of energy
shortages have resulted in layoffs in a number of industries and a rise
in joblessness since November. The unemployment rate fo black
workers has increased by 1.2 percentage points since the recent low
in October to 9.6 percent in January. Much of the increase has occurred
among adult black men. As cutbacks continue in manufacturing,
trade, and services industries-sectors where black workers are heavily
represented-the employment situation is likely to worsen.

Therefore, it appears that remedial steps will become necessary
for a large group of workers in 1974. Higher funding of the public
employment program, extensiou of unemployment insurance benefits,
and special retaining programs are under consideration by Congress.
If enacted in time, these measures would undoubtedly be helpful in
easing the impact of employment reductions.



CHAMBER OF COMMERCE OF THE UNITED STATES

By CARL H. MADDEN, Chief Econornist

The Chamber of Commerce of the United States welcomes the
opportunity to comment on the "Economic Report of the President"
and the "Annual Report of the Council of Economic Advisers."

THE ECONOMY: POLITICIZING THE OUTLOOK

The term "recession" is becoming politicized amid forecasting un-
certainty special to a year of energy problems, market distortions,
and inflationary excesses. Whether 1974 brings one rather than two
quarters of negative real growth is less important than recognizing
basic underlying changes.

Perhaps a technical recession can be averted if consumer and
business confidence combine to avoid an inventory cycle, maintain
strong business investment demand, and if an easy monetary policy
and an easing of raw commodity inflation promote such confidence,
among other things.

All that a more pessimistic forecast requires, however, is that
second-half prices of basic commodities keep rising, the oil embargo
drags on, pulling down business confidence and new car sales, and
housing remains depressed in an atmosphere of credit stringency.

A series of surprises has chastened economic policymakers and
forecasters. The strong growth that policymakers sought through an
election year time frame brought surging inflation led by skyrocketing
food and fuel prices. A growth in real terms of 14 percent since August
1971, adding 1 new job for every 12 then existing-a boom bigger
than any since 1945-47-mandated alarming price rises and multi-
phased peacetime controls now destined for needed termination.

The national chamber has recently called for the unconditional
end of all wage-price controls. Controls hold down supply and stimu-
late demand, thereby adding to shortages. The administration favors
continuing controls on health care. This is ill advised. What is needed
rather than controls is legislation to improve the health care system.
The national chamber in 1970 convened a.special committee on the
Nation's health care needs which conducted an intensive study of
health care policy, ranging beyond the scope of many national
legislative proposals. The committee's recommendations, all of which
except policy proposal IX were subsequently approved in a referendum
taken of the chamber's voting members, appear in a 30-page white
paper, which is attached to this statement. Essentially these recom-
mendations support increasing the supply of health services through:

Mo,re and better health care personnel;
Better responsibility, accountability, and coordination of health

care;
More responsibility on the part of community hospitals;
Improvement of hospital efficiency/cost controls; and
Improvement in health-delivery systems.

(1014)
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Reality has eluded economic forecasters. The loss of policy integrity
during Vietnam war financing left a bigger legacy of inflationary
psychology and induced wage-cost excesses than realized, making
the economv more vulnerable to a second round of inflation than
expected. Then, the poor crop year of 1972-73 followed the Russian
wheat sale to draw down the buffer stock of U.S. farm commodities.
And the United States suddenly, but not without earlier warning
from business and scientists, fell heavily dependent on imported
crude oil when excess capacity of our Southwestern fields dried up.
Fueled by policy excesses, inflation burned.

Since the 1930's, policy and forecasting models have reversed
Say's Law, which held that supply creates its own demand. Now, we
realize that demand does not necessarily create its own supply.
Aggregative economic policy, despite all its trappings, is not enough.
Indeed, a major danger lies in viewing the present slow-up as "just
another cycle."

Pessimism over limit, to growth raise questions about the longer
term cost of food, a slower rate of productivity gains in farming in the
face of higher fertilizer and energy costs, possible adverse long-term
weather trend-s, and a persistent and strong world food demand
accompanying population growth. On the other side, slackened world
demand will ease shortages of industrial commodities, and if capacities
rise, supplies will grow faster. This year's crop outlook, barring bad
weather, is very good. And the worst of the price rise in energy should
be over. Thus, it is possible that forces now or soon to be at work
could abate inflationary pressures in the second half of 1974.

THE POLICY PRESCRIPTION: LooK AT SUPPLY

If we are to avert high and permanent inflation, however, policy
should rely on economic analysis that examines supply as well as
demand. Past testimony and statements of the Chamber of Commerce
of the United States have emphasized the need to raise levels of real
investment in the United States, that have been inadequate, compared
to competitor nations, for much of the past decade.

In an environment of sharply limited short-term supply conditions,
the danger of "dumping money" into the economy through excessive
fiscal and monetary stimulation is exactly to create high and permanent
inflation. It is spending as usual while inflation burns, a real risk of
"budget-busting" and monetary immoderation.

The issue is that of an economic strategy to achieve more productive
investment, both tangible and intangible, to gain higher productivity,
construed broadly in social, economic, and environmental terms. The
world is moving through an accelerating revolution of science. It is
nowhere near its zenith. Science broadens its scope to worldwide
environmental oversight that promises deepened understanding of
resource management. Science offers promise of rapid progress in
analyzing major systems such as world weather, health systems, urban
systems, social systems, national urban growth systems, and the like.
Communications advances seem to be only in their infancy, with some
forecasters predicting that in the next 30 years the speed of
communications will increase 1 millionfold.

Prospects, not well understood, are favorable for shifting capital
from less efficient to more efficient processes for satisfying wants
through energy and materials management techniques only now
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being formulated and developed. The issue of an economic strategy
is therefore broader than a pursuit of energy sufficiency. It is different
from goals oriented planning and priority setting. The issue is to
consider potentialities for future gains in human welfare through
structuring incentives for an enterprise economy to shift from the
industrial to the postindustrial mode, in which more productive
investment creates new economic processes, new industries, and new
forms of want satisfaction.

SUBJECTS NEEDING EXPLORATION

The "Annual Report of the Council of Economic Advisers" has
some novel and worthwhile new features, especially the chapters on
income distribution and the international economy. But there are
several national economic policy questions not discussed that in our
estimation should be treated in subsequent reports. Although not
exhaustive, the following listing should be at least suggestive.

1. The Council and this committee might examine inflation as a
sociopolitical phenomenon. The economic mechanisms of inflation
are well knowin, but the political and social trade-offs, the reasons for
them, the integrity of political mechanisms, and the potential for their
improvement have been neglected, here and abroad.

2. A study in depth is needed of worldwide supply conditions and
prospects for fuels, minerals, and foodstuffs in relation to growing
aggregate world demand under the pressure of both worldwide infla-
tion and rising "third world" demand. The study should distinguish
between short-term adjustments to sudden or sharp changes in either
demand or supply, and on the other hand, long-term developments
and changes that require underlying adaption in the economy.

In this regard, the Joint Economic Committee might well investigate
the impact of wage-price controls on shortages of fuels, raw materials,
and foodstuffs. The shortages problem for petroleum products in the
United States contrasts sharply with the absence of waiting lines and
shortages in countries around the world that have refrained from
imposing arbitrary price ceilings.

3. The Joint Economic Committee could devote a major effort to
developing a permanent competence in longer term anticipatory
understanding of the major potentialities for future social and eco-
nomic development. The idea would be to develop competence to
examine a variety of possibilities, as in the fields of invention and
technology, to indicate the kinds of developmental progress that are
underway, and to consider some of the implications to society, along
with a rough timetable of anticipated progress. Such competence would
allow estimates, for example, of the "Promise of the 1975-85 Decade,"
and so on.

4. A concomitant effort would be to analyze and project the future
needs for capital, both social and economic. It is surely strikingly clear
that capital shortages are a worldwide phenomenon. They are, of
course, related to worldwide inflation. And they no doubt are related
as well to Government policies and promises inconsistent with re-
source supplies. Such an investigation would be directed toward the
development of appropriate policy to insure an adequate supply of
capital to satisfy demands.



1017

5. Further study is needed of the contours desired for a world
economic environment suitable for stable and environmentally
balanced economic growth consistent with equity among nations of
conflicting ideologies. The issue is not so much the technicalities of
monetary, trade, and investment mechanisms as it is the avoidance
of the ominous trend toward isolationism, economic autarky, and
increased restrictions on the development of trade and investment.
The worldwide rise in the price of gold is a clear symptom of rising
disorder and declining confidence in world monetary arrangements
and developments. We are in the midst of rapid changes that involve
the underlying resource bases and, more fundamentally, the social
organization of economic activities. Successful monetarv mechanisms
require basic accord concerning the workings and effects of the inter-
national economic system. As a second attachment to this statement,
there is the text of a talk, "Developing a Healthy World Business
Climate," which discusses more fully some of the issues involved in
creating a healthy world economic environment.

SUMMARY

National preoccupation with short-term energy problems and the
current business slowdown threatens to conceal basic longer term
issues. One of these issues is the shortage of industrial raw materials
caused by simultaneous overexpansion of all industrial economies in
1972-73. Such shortages can recur unless national economic policies
anticipate them. A second and related issue is the need for more and
better incentives for supply increasing investment. A major lesson of
the past year has been the inflationary consequences of encouraging
consumption while discouraging production, through ill-advised
economic control programs, regulatory disincentives to business
investment and overexpansive fiscal and monetary policies.

The Council of Economic Advisers and the Joint Economic Com-
mittee would make a valuable contribution to national economic
policy development by carefully examining inflation as a social and
political problem; the effects of controls on shortages of fuels, raw
materials and foodstuffs;.the likely future demand for capital, and
related longer range issues that tend to be overlooked in popular
discussion of economic problems.

[The attachments referred to in the text follow:]

[Attachment A]

IMPROVING OUR NATION'S HEALTH CARE SYSTEM: PROPOSALS
FOR THE SEVENTIES

INTRODUCTION

Health care, at issue before the Congress in 1971 in six major proposals, vitally
affects U.S. business as wvell as all Americans. Business is the single largest private
consumer of health care and has long played a role of leadership in assuring the
health of the American people. The Chamber of Commerce of the United States
has made two major studies of health care recently, one of problems and the other
of proposals. Its long-range study group, the council on trends and perspective,
analyzed major health issues of the 1970's in a report approved by the chamber's
board and published in 1968.1 Its special committee on the Nation's health care

I Report of the council on trends and perspective, "Major Health Issues of the Seventies," economic
analysis and study group, Chamber of Commerce of the United States, 1968.
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needs, established in 1970, has examined major proposals. Gsnerously assisted by
leading health care experts, and armed with the results of extensive research
prepared for the businessmen's steering committee on social problems of New York
State Gov. Nelson A. Rockfeller, the national chamber's special committee con-
ducted an intensive study of health care policy, ranging beyond the scope of many
current legislative proposals. The committee's recommendations, adjudged appro-
priate for consideration as chamber policy by the national chamber's board in
February 1971, represent the informed and mature judgment of conscientious
business leaders selected for their experience in corporate decisionmaking who are
concerned about the Nation's health care, its accomplishments, and improvement.

By 1970, Americans were concerned with improving the Nation's health care
system, among our largest and fastest growing industries. U.S. business was also
concerned. It has a large stake in health care. The largest single private buyer
of health care, U.S. business spends $13 billion a year for health insurance,
medicare and medicaid, and other health care benefits for its employees and their
dependents. As a leadership group in the society, business has a major interest
in and responsibility for the health and well-being of the American people.

No one should question the historic accomplishments and high standards of the
U.S. health care system. There is wide recognition of our world leaderhip in
health related sciences, our unmatched urban medical centers, the superb training
of medical and health care leaders, our distinguished medical schools, and the
human dedication and discipline of our leaders in the healing arts.

Yet, few would deny that by 1970 important issues were emerging that justify
concern to improve health care in the Nation. Spiraling health care costs, short-
ages and maldistribution of health care personnel and facilities, new emphasis
seen possible on health maintenance and the prevention of illness, advancing
technology-all of these issues have contributed to the spreading debate.

What are the problems of health care? What are the alternatives facing the
Nation? How can we assure that the desire of Americans for quality health care
can be met without losing the benefit of past accomplishments? These are questions
that preoccupied the business leaders of the national chamber.

THE PROBLEMS

In its 1968 study 2 of the health care problem, the Chamber's Council on
Trends and Perspective reported several findings:

(l) Health care expenditures have been the fastest rising item in the
Consumer Price Index, and sharp cost rises especially in hospital charges,
are expected to continue.

(2) Despite rising wealth and income, dramatic medical advances, and
improving medical technology, the United States lags behind other western
nations in indexes of health such as infant mortality. Surveys generally
indicate an excessive rate of illness, disability, and infant mortality among
groups at the poverty level.

(3) U.S. health expenditures per person are among the highest in the world,
and health care personnel are among the best trained in the world; but the
United States faces critical challenges stemming from resentment of higher
health care costs, inadequate facilities, personnel shortages, and maldistri-
bution, inadequate health insurance coverage, and inadequate health care
for the poor.

.(4) Examination of the health care complex reveals poor planning of hospi-
tal and other health facilities, use of highly trained health care personnel to
perform services requiring lower skills, not enough use of existing advanced
technology to improve medical delivery systems in hospitals, fragmentation
of health services, and insufficient data on every aspect of the workings of
the system.

(5) Greater emphasis can and should be put on preventing illness and
disability, on public education about the value of preventive services, on
orienting services toward the health of the "total" person, on continuous
planning for needed improvement in and more effective use of health facilities
in communities, and on a rational system of reporting experience to allow
objective analysis of varying approaches and evaluation of progress.

2 The study report was based on a synihesis of major points developed in several specially commissioned
background papers studied by the Council, Council consultations waith health authorities, oral presentations
to the Council by leading health experts, and the Council's own evaluation of the health issue. The special
committee on the Nation's health care needs, starting with the Council's report, examined the subject of
health care in greater depth and based its conclusions upon the further information it developed.



1019

The problems of health care are systems problems. They relate to the way the
total health care complex, looked at as a whole, produces desired results:

Goals.-What should the U.S. health system aim to do?
Personnel.-What kinds of personnel are needed?
Control.-How should decisions about health services be made?
Delivery.-How can delivery of care be improved?
Cost.-How can rising costs be contained?
Financing.-How should needed care be paid for?

It is a mistake to think that the health care issue is primarily one of financing
alone. Indeed, provision of financing to meet existing needs and increased desires
for health care, without other needed changes, is a good way to "break the system",
to overload it to a breaking-point.

GOALS

POLICY PROPOSAL I. MAINTENANCE OF HEALTH, AND MEDICAL CARE

In general.-The Nation's goal for the health care system should be to assure
access to quality care for all Americans at reasonable total costs for services
provided, in a manner that maximizes the advantages of individual freedomia of
choice and of flexibility to adjust to changing needs. This goal should be achieved
through our current systems rather than through any governmental system.

This system should strive to deliver comprehensive care, including health
maintenance, primary, specialty, restorative and health-related services in
extended care facilities.

Maintenance of health.-There should be a national program educating all
Americans on ways and means to maintain and promote good health, including
prevention of disease and the role and content of proper nutrition.

Goals define purposive action and energize creative effort, for society as for a
business. New goals for health care can now be sought because both achievements
and gaps of the past are now illuminated by new knowledge and new conditions.

Standards and spending
Our present health care system developed historically to give "sick care" not

"well care." Its philosophy has not changed to conform to present capabilities in
health care technology and organization, nor to changed health hazards created
.by our highly organized urban life.

Health standards, as a result, have not risen commensurate with expenditures.
Total spending on health in 1969 of $60.3 billion made up 6.8 percent of gross
national product (GNP), compared to 4.5 percent 20 years ago, but life expectan-
cies have scarcely risen and for males, in some age groups, have declined. Even
though we spend a rising share of output on health care, 49.1 percent of American
civilians in a recent year had one or more chronic diseases or impairments, and
46.9 percent of prospective military draftees were rejected for physical
impairments.

In general, indices of the health of Americans do not compare favorably with
other industrial countries. The United States appears to rank 13th among in-
dustrial countries in infant mortality.3 Infant mortality among blacks is appre-
ciably higher than among whites. Despite great improvement in the recent past
for all industrial countries in reducing the percentage of mothers who die in
childbirth, the United States has slipped in the rankings among these countries.
The United States is 18th among industrial countries in life expectancy. It is
16th among industrial countries in the death rate of males in their middle years.
In all instances, during the past 15 to 20 years, the United States ranking wors-
ened. This is true despite the high percentage of our total output compared with
other industrial nations that we spend on health care, the highest level of income
in the world, and the high competence of our medical profession.

Experts will disagree about how to interpret specific comparisons of health
indices among different industrial countries. Sweden with its small homogeneous
population is no larger than New Jersey. Experts also rightly point out that the
fast pace of life in our competitive and highly mobile, urban society, and the
increasing trend toward loss of life and injury on our highways, rather than the
quality of health care, may contribute to lack of progress in measurable aspects
of health. But after all the qualifications of the experts are entered and taken
into account, there remains the question as to whether or not the United States
is slipping behind other industrial nations in the accomplishments of its health
care system as a whole. Our direction seems to be away from, not toward, being
the best in the world.

Infant mortality is measured differently in various Industrial countries;
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Reasons accomplishments lag
The reasons health accomplishments lag behind spending are the gap between

health of poor and nonpoor, the maldistribution of health care personnel, their
increased specialization, and the change in causes of illness and death.

Convincing evidence shows that the poor receive less health care and suffer
poorer health and reduced life expectancy. There are 25 million people in our
population of 203 million who lack comprehensive medical coverage. The hazards
of urban poverty, of course, extend beyond the reach of health care alone; yet,
greater access to health care, and improved delivery of care available, could
help. Many rural poor lack access to health care or means to purchase it. Poor
people suffer higher than average infant mortality, incidence of illness, and chronic
disability, but obtain lower than average immunization, medical and dental
service, or physician's visits. Chronic illness among the poor is about three times
the average.

The Nation's physicians are concentrated in urban areas. In mid-1969, metro-
politan counties had 146 physicians per 100,000 population; bordering counties
had 77, and isolated counties had 75. Although rural residents may have special
needs because of age, or lack of income, health services are less available to them.
Even in urban areas, though, health care is less available in poor neighborhoods
or is not delivered, despite availability. Nonwhites make more use of emergency
rooms and hospital clinics but less use of physician's visits than whites. And
because of physician shortages in nonwhite urban neighborhoods, hospital utiliza-
tion rates are higher for the urban poor than for the middle class.

Access to health care is reduced by the rising tendency of doctors to spi cialize,
which reduces availability of general care. Among the Nation's mere than 300,000
physicians, only 15 percent are general practitioners. Although the number of
physicians has grown 25 percent faster than the total population, one-third of
physicians today are engaged in medical research, teaching, public health, andindustry. As a result, the number of doctors caring for patients declined by 10
percent relative to population between 1950 and 1965.

The cause of death has changed dramatically since 1900 because of medical
advances; yet, paradoxically this has reduced the ability of the present system to
provide access to health care. In 1900, the leading causes of death were acute,
communicable diseases-influenza, tuberculosis, and gastritis-having a death
rate of 540 per 100,000 people and accounting for one-third the deaths. In 1960,
the three top killers were diseases of the heart, cancer, and stroke, which caused
620 deaths per 100,000 people and 65 percent of all deaths. The conquest of
acute disease has gone along with a lag in adapting to the care needed for new
causes of death. New knowledge, moreover, of the value of early detection of
cancer, the role of diet and exercise in heart disease, and of maternal and infant
malnutrition in mental retardation is difficult to inject into health care for
nationwide, organized emphasis.

While health accomplishments lag behind our investment of resources in health
care, evidence grows that greater systematic emphasis on health maintenance and
illness prevention would achieve cost savings; that is, would increase the produc-
tivity of the health care system. One estimate holds that hospital admissions from
urban inner-city poor neighborhoods could be cut by as much as 80 percent by
preventing disease. While health insurance today encourages hospitalization, with
resulting expensive care, a shift to health maintenance and illness prevention
might reduce time lost from work because of acute illness, currently an average of
8.2 days per person. And growing evidence that infants, deprived both before and
after birth of protein, suffer brain and central nervous system as well as bodily
damage, stands in contrast to data showing that in large U.S. cities an average of
20 percent of infants 6 to 36 months old suffer nutritional anemia.

To increase the productivity of health care, achieve cost savings, and above all
to improve the prospects of health for all Ameiicans, new goals are needed for
the health care system. Health cannot be assured, but access to health care can
be a goal. The assurance of such a goal is empty unless quality care is available
and deliverable. Access to quality cvre at exorbitant cost is evidence of a mal-
functioning in the supply of health care, and supply must rise to bring costs down.
Freedom of individual choice, both by recipients and suppliers of health care, is
a basic human value and an assurance against deterioration in quality or invasions
of privacy.

The goal of the health care system should lay emphasis on comprehensive
rather than episodic care, to achieve quality assurance and cost advantages; at
the same time the system should deliver primary, specialty, and restorative care,
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and health-related services in extended care facilities. Evidence to be discussed
later is available to support the emphasis on the goal of comprehensive care and
health maintenance.

To achieve public awareness and understanding of the value of new health
care goals, a much higher priority should be given to promoting and maintaining
good health, including the vital role of nutrition in health maintenance, for allAmericans. The society does not lack the intelligence, ingenuity, means, orresources to develop and administer a national program devoted constructively
and forcefully to ways and means of maintaining good health and preventing
illness and disability; it can be done if we will do it.

PERSONNEL

POLICY PROPOSAL 11. MANPOWER GOALS, DEVELOPMENT, AND UTILIZATION

Goals.-The development of more and better health manpower during thecurrent decade should be sought by subscribing to several goals, including:
Establishment of several new university health science centers, and of more

university health education centers;
Encouraging university health science centers to help coordinate and guidehealth manpower education and to cooperate in developing better systems

for delivery of health care;
Development and expansion of education and/or training programs for

physician's and dentist's assistants and associates;
Acceleration of medical and dental education;
A large increase in entrants' places in medical and dental schools; andPositive efforts to increase admissions to medical and dental schools for

women and minorities.
Manpower development.-To provide access to health care for those in rural areas

and in the inner cities, the Federal Government should make loans to students
for costs of education in the health professions and skills, with the provision thatsuch loans would be forgiven if such persons will deliver their services for a period
of time in some area of manpower or service shortage.

To attract and retain an adequate supply of qualified professionals in the fieldsof preventive and early disease detection, these individuals should be accorded
special recognition and levels of compensation commensurate with their education
and experience.

Utilization.-Detailed State licensing for various professions in the health fieldis expensive, restrictive and often unnecessary. Licensing of paramedical personnel
such as physician's assistants or other health professionals would seriously restrictthe supply and the effective use of such personnel in the delivery of health care.Physicians and hospitals should be licensed to employ such personnel if they
are qualified or certified as qualified.

The price of any product or service for exchange in markets depends on therelationship between the demand and supply. In competitive markets a rise inprice rations the supply among those able to pay-but equally important, theprice rise stimulates an increase in supply. Resources are drawn into production
of the desired good or service to bring about a new, higher balance betweendemand and supply and price falls back. In competitive markets a rise in price
induces an increased supply which restores a lower price..
Economics and the supply of health care services

Economic analysis throws important light on the issue of health care personnel
and the price charged for their services. The mistaken and callous view thatcomplex human beings and their activities can be interpreted exclusively byeconomic analysis has caused much mischief. Equally mischievous, however, isthe view that since "human labor is not a mere commodity," such labor servicesmay not be examined for economic tendencies at work in their demand, supply,
and pricing.

Health care services do respond to economic influences. They respond torestrictions in supply, whether applropriately or inappropriately set by such
factors as length of training,, licensing requirements, cost of training. Restrictions
of cost and length of training, licensing, professional standards and the like limitsupply relative to what it otherwise might be and extend the period in which
supply could respond to increase in demand.

32-37S-74 -
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Recent health care legislation such as medicare and medicaid, through pro-
vision of financing, effectively increased demand for health care. With supply
restricted and slow to respond, the sudden increase in demand accelerated price
increases. Setting goals such as proposal I, however, requires that access to quality
care be provided "at reasonable cost." The goal requires that careful attention
be given by the Nation to goals of personnel development and utilization, to the
supply of health care manpower. If demand for health care rises further through
increased provision for financing but supply is slow or lacking in response, the
price of health care services will continue to soar. Even if demand rises are kept
in bounds, if health care services are sufficiently restricted in supply for whatever
reason, prices will keep rising.

It is crucial to realize that health care services are not offered in a competitive
market. Demand for health care, generally, is reluctant demand; the consumer
of health care services is usually necessitous and does not specify amount or price
of needed care. Also, the supply of health care services is in general limited by
state laws setting complex licensing requirements, by self-regulatory standards
of health care professions, and by the shortage of medical school places compared
with the number of qualified applicants. The result is that until lately health care
services for the nonpoor, viewed in their economic aspect, have been a peculiar
mixture of supply which contains powerful nonprice restrictions and monopoly
elements. For the poor, health care services have been at times "free" but at the
discretion of suppliers and at times of inferior quality. Dissatisfaction with the
evident irrationalities in the manpower supply situation has been rising on the
part of health care personnel, including physicians, and on the part of patients,
both poor and nonpoor. In any event, health care manpower should be expanded
in supply without loss of quality, flexibility, or freedom of choice, so as to keep
costs reasonable for society and for consumers of health care.

Some hold that the Nation is now short by 50,000 physicians and 150,000 tech-
nicians, but such numerical estimates can easily be subject to wide ranges of error
depending on the philosophy, organization, distribution, and administration of the
delivery of health care. Yet, the case for mal-supply of health care personnel is
convincing on the facts. Of the 273,502 active, non-Federal physicians in the
United States as 1970 began, 82.5 percent were engaged in delivering care to
patients, and 10.9 percent were in other professional activities such as medical
teaching, administration, and research. Increasing specialization between 1960
and 1967 added 50,000 specialists and subtracted 6,000 general practitioners.
Uneven geographical distribution provided New York State, for example, with
200 physicians per 100,000 people and Mississippi with 69 per 100,000; but even so,
some lower income neighborhoods of New York City found "private physicians
as hard to find * * * as in backward rural counties of the South." Foreign trained
doctors make up 15 percent of all U.S. practicing physicians and in 1967 made up
24 percent of all new additions to the U.S. medical profession.

Traditional notions of the facts about doctor-patient contact are out of date.
The trend, even in high income areas of high physician/population ratios, is
toward superficial contact. A recent Kentucky study showed median patient-
physician contact of 4.7 minutes. Although the physician works an average of 60
hours per week, many patients encounter long delays in getting appointments for
routine care; many spend costly and valuable time in crowded waiting rooms;
weekend care more and more shifts to often overcrowded and ill-equipped hospital
emergency rooms.

Our 101 medical schools take 10,800 entrants per year, about one-half the
qualified entrants, of which around 40 percent are from families with incomes above
$15,000, among the highest one-eighth of income receivers, and another 20-plus
percent from families earning between $10,000 and $15,000. Although women
make up four-fifths of health services personnel, only 6 percent of physicians and
surgeons are women. Blacks, making up 11 percent of the population, comprise
3 percent of U.S. physicians; and the majority of black medical students are
enrolled in two major medical schools, Howard University and Meharry Medical
College.

As an industry, the health care system is among our largest and fastest growing.
Though the supply of health manpower (nonphysician) has increased sharply,
demand keeps outstripping capacity. A recent U.S. Government study claims a
need by 1975 for 1 million more health workers. Another U.S. Government study
claimed a shortage existed in 1965 of 257,000 hospital workers. Many programs
exist now for training technical health care personnel, but strict State licensing
requirements limit employment of graduates. Federal loans to medical and other
health care students have forgiveness provisions for practice in supply-short
areas.
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Policy implications
It seems plain that employers should adopt goals to develop more and better

health care manpower during this decade. The goals stated in policy proposal II
were developed through careful consultation and study. Medical and dental educa-
tion needs expanding in number of entrants and needs accelerating to cut length
of training. The Nation needs more doctors and dentists, male and female, white
and nonwhite, trained at home. The country should not tolerate the drain of
talent from other, less affluent countries that is represented by foreign training of
15 percent of our total supply of physicians, while at home half of qualified
applicants are denied admission to our medical schools. A shift to 3-year medical
education in 1973-74 bv all existing medical schools would increase student places
in 1966-77 by 4,500 without incurring construction costs, a saving of nearly
two-thirds of construction and operating costs in universities. Eliminating the
intern year would also be possible. There is considerable evidence that courses
are duplicated between college and the first 2 years' curriculum in many medical
schools.

Costs of medical school education appear to be threatening to go out of control.
Mlany medical schools are in dire financial straits, with total costs per student
running at $10,000 per student per year and counting research at between $18,000
and $20,000. Yet some doctors and students claim that medical schools emphasize
research and specialization for too much and neglect education or training for
family care.

University health science centers are needed to serve their community by
providing continuing education for all health manpower occupations. Such centers
can provide manpower (1) to analyze social and economic aspects of medical and
dental care, (2) develop needed personnel to help physicians, (3) develop through
cooperation with local community colleges and high schools training programs
for allied health workers. Doctors spend too much time now on routine tasks,
including 25 percent of their total time on business (bookkeeping, billing, ordering
supplies, et cetera). About 30,000 medical corpsmen leave the military each year
but rarely continue in medicine. Health science centers can and should serve as
centers of knowledge about social and environmental barriers to delivery of
health care in urban gehttos and rural slums.
Licensing of health professionals

Concerning utilization recommendations in policy proposal II, the health care
industry is one of the major regulated industries of America, subject to complex
State licensing statutes set following the 1910 Flexner Report and scarcely changed
since except by additions of numerous fields. While health care means of delivery
have changed rapidly, licensing requirements have remained constant, along with
the outdated machinery of bureaucracy to administer them.

Meanwhile, rising malpractice suits with larger and larger judgments force
doctors to practice "defensive medicine," involving the patient in paying piecework
rates through cumbersome "fee-for-service" for separate billing of batteries of
tests and examinations in hospitals which could be carried out by doctors' assistants
in clinics.

The future of health teams, however, depends on developing such assistants-
called "paramedical personnel"-whom doctors are willing to use and whom
patients are willing to accept for routine testing and examination. While the law
will not hold a physician liable for negligence of an independent technician, the
physician who uses an assistant is held liable for his negligent acts under general
laws of agency. Thus, the law encourages the physician "contracting out," to
practice defensive medicine, and wasteful, expensive care; but the law discourages
physician-supervised office care.

Present licensing laws prevent effective use of paramedical personnel, with-
out necessarily improving quality of care. The licensing of physicians and hospitals
to employ paramedical personnel who are qualified or certified as qualified would
remove the organization of physician care from outmoded legal straitjackets,
while increasing the flexibility of health care delivery, a step physicians themselves
would welcome.

CONTROL -

POLICY PROPOSAL III. RESPONSIBILITY, ACCOUNTABILITY, AND COORDINATION

Council of Health Advisers.-There should be established in the Executive Offices
a Council of Health Advisers to advise the President. Its responsibilities should
include, but not be restricted to, making continuing studies on manpower and
facilities needed to achieve the Nation's goals in health.
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Planning Council.-Areawide health care planning councils should be ade-
quately staffed with competent personnel so they can operate efficiently. Busi-
ness should support and participate in the work of such councils. Employers
should consider refusing financial aid to any health care facility that does not
accept decisions of such councils.

In the United States today, there is no group which objectively appraises the
structure and functioning of the Nation's health care system or its performance in
relation to its goals. A Council of Health Advisers to the President could perform
that function, by analogy to the effective, three-man Council of Economic Ad-
visers which, since 1946, with a small (15-man) professional staff, analyzes and
reports on the economy each year. A Council of Health Advisers could also study
the current health care information system. To understand continuously what is
happening in health care will require improving the health care statistical system.
The Council would not duplicate or dominate cabinet departments concerned
with health but would provide the President with policy analysis, development,
and evaluation.

In the local society of 1900 health services centered on family units; in today's
urban society health care focuses on community needs. Today's health care coin-
plex, called by some analysts a "nonsystem," involves some 8,000 hospitals and
their 1.6 million beds divided among voluntary "tax-free" institutions, Federal,
State, and municipal-owned hospitals, private (for-profit) institutions, and
Veterans' Administration hospitals.

As an institution, the hospital in the United States is a curious mixture of
philanthropic, professional, voluntary, or profit-making activity and has beoin
peculiarly subject to cost escalation. Hospital costs, the fastest rising component
in the Consumer Price Index, rose from $48.15 per patient-day in 1966 to well
over $70 in 1971 and are still rising. Rising hospital costs stem from rising wages,
expensive technology, and increasing numbers of staff per patient. But they also
stein from needless duplication of expensive equipment and lack of cost-conscious
management compared with other institutions.

Present hospital organization creates an inter-hospital competitive spirit of
professional pride which leads to installing exotic equipment with too little regard
for cost or availability elsewhere in the community. The internal organization of
hospitals creates uncompromising institutional autonomy, absence of market-
place discipline, passivity to changes in management methods, and lack of clear
managerial authority.

What is needed is better comprehensive health care planning in communities.
A relatively new concept, comprehensive community health planning has been
stimulated by Federal legislation, in the Hill-Burton Act in 1946, the regional
medical program (Public Laws 89-239) in 1965, and the partnership for health
program (Public Law 89-749 and 90-174) in 1966-67. These laws authorized
State health planning offices and advisory councils and local, areawide planning
agencies. Besides such technical aid to comprehensive health planning, the Federal
Government also provides categorical grants. Progress of local agencies varies
widely; vast regions of the Nation lack agencies, while some metropolitan areas
are well organized.

Despite its risks, comprehensive community health care planning is vital. The
risks of comprehensive local planning ar related to its virtues: pressure for
coordination can stalemate action or polarize opinion, as can indiscipline or in-
experience among leaders. Authoritarian control risks damage to viable pluralistic
arrangements and partisan political decision. Even so, the job of reducing dupli-
cated facilities, fostering joint utilization of administrative services, and reducing
wasteful competition for professional prestige can be done more effectively with
leadership than without it.

Business, as a major consumer of health care, has a big stake in getting results
which avoid wasteful costs. Coming soon are developments such as regional com-
plexes of medical services; computerized, centralized, intelligible health records;
sophisticated equipment to aid and check diagnosis; centralized purchase; and the
like. These developments require cooperation between the community of organized
consumers and professionals producing health care, if the society is to control the
social institutions which serve them.

POLICY PROPOSAL IV. HOSPITALS AND HOSPITAL TRUSTEES

Hospitals.-Hospitals in any area have a joint and several responsibility to help
meet that community's health care needs. Community hospitals should meet local
and State needs without wasteful duplication of facilities and needless expenditure
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of funds. To continue receiving exemption from a variety of taxes, each nonprofit
hospital should regularly publish detailed financial statements and information
such as contractual terms for compensating services of specialty groups in the
hospital discounts extended for hospital care received by staff and other hospital
personnel, or by participants in a health plan, and should accept overall decisions
by areawide planning councils.

Hospital trustees.-Employers should be encouraged to obtain or develop
training programs for those of their employees who are or will be board members
or trustees of health service units (hospitals, medical centers, health service
planning agencies, and so forth).

The voluntary hospital has evolved from the almshouse of more than 200
years ago, where people went to die, to the quasi-public utility of today, where
people go to get well. But society has not fully assimilated the profound change.
A look at the present status and past history of the hospital as an institution makes
this clear. Total hospital beds in general medical and surgical hospitals rose from
812,000 in 196:3 to 934,000 in 1968, but because hospitals were growing larger in
size, the total number dropped from 6,710 to under 6,539. About 8 out of 10 hos-
pitals today are general hospitals, giving both surgical and nonsurgical care; the
others give specialty or long-term care. About half the Nation's 7,991 hospitals are
voluntary, nonprofit institutions; 35 percent are owned by Goveinment (Federal,
State, or local), and 16 percent are profitmaking.

First established in Philadelphia in 1751, the hospital as an institution in its
early years grew mainly as a place for medical schools to practice clinical medicine
and was chiefly under voluntary' sponsorship, outside either public or church
auspices. Today, voluntary hospitals are granted tax-exempt status by the
Federal Government as "charitable" organizations, in the legal sense of "an
implied public trust constituted for some public benefit." The Internal Revenue
Service sets standards for tax-exemption. 4 It generally accepts, as voluntary, any
community hospital supported partly by public contributions and/or public grants
from a city, county, or State. And it grants tax exemption because the voluntary
hospital * * * is formed for the purpose of furnishing hospital facilities to all
persons in the community at the lowest possible cost and necessarily accepts
patients who are unable to pay for hospital facilities in order to retain the support
of the community."

Though legally nonprofit, voluntary hospitals in recent years have earned rising
net incomes, from $91 million in 1961 to $400 million in 1969, a 340 percent
increase. Prohibited from paying dividends, the nonprofits have had large sums
to use for adding to facilities and modernizing. Profitmaking hospital net income
rose, 1961 to 1969, from $19 million to $70 million, cr 268 percent.

The history and law concerning voluntary hospitals both imply that these
institutions are vested with a public trust and tinged with a public interest. Tax
exemption standards require operating "at the lowest possible cost," which should
imply avoidance of wasteful duplication of facilities and needless expenditure cf
funds. The public interest, which requires detailed public reporting of, for example,
utility operations such as telephone and power companies, should by analogy
require such reporting from voluntary hospitals. Just as the public interest
becomes engaged in the operating plans of regulated utility corporations, so the
public interest has a stake in the health care palnning of voluntary hospitals as
their plans are related to national and community needs.

Employers, as major purchasers of health care through employee benefits and
taxes, have a strong interest in developing leadership capacities among their
employees who serve as board members cf health service units. Such employees
represent not only the public interest but the consumer interests of necessitous
buyers of health care financed by employee benefit plans or taxes partly paid by
employers. Employers also have an interest, as explained later on, in including
among the leadership capacities of employee trustees an understanding of the
special problems of effectively providing the urban poor with access to quality
health care.

4 As follows (I) The hospital must be organized as a nonprofit charitable organization for the purpose of
operating a hospital for the care of the sick; (2) it must be operated to the extent of its financial ability forthose not able to pay for the services rendered and not exclusively for those who are able and expected to
pay; (3) it must not restrict the use of its facilities to a particular group of physicians and surgeons, such as a
medical partnership or association, to the exclusion of all other qualified doctors; (4) its net earnings must
not inure, directly or indirectly, to the benefit of any private shareholder or individual. See U.S. Treasury
Department, Internal Reveiiue Bulletin, Cumulative Bulletin 1956: January-June, 1956, p. 203-204.
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POLICY PROPOSAL V. DELIVERY SYSTEM

The Federal Government, through incentives, and employers and insurance
carriers should encourage expansion and improvement of existing methods for
providing health care services, and the development of new delivery arrangements.

Through health care benefit programs, employers should enable employees to
have a choice of delivery arrangements, such as prepaid group practice where
available.

Urban hospitals, as community health care centers, should expand their out-
patient service facilities and should develop neighborhood centers for screening
and referral . f patients.

Improving the productivity of the health care industry, without sacrifice of
quality, is crucial to assuring access to quality care for all Americans at reasonable
cost. The reason is clear. The derriand for health care is certain to rise. Hardly
any service is generally more basic to people than good health. The rising afflu-
ence of our societv and its concern for quality, the rising educational level of our

people, the increase in active recreation, the emphasis of our culture on youth
and vitality, the growth in our aged population, and the special health problems
of the poor all make health and health care a source of both necessitous and dis-
cretionary spending, and lack of spending a source of disability and illness. Yet,
as noted above, health and health spending are not necessarily coequal, nor
does spending, in and of itself assure good health. The issue is the effectiveness
of health care, not the total amount spent for it.

Organization of delivery system
This issue goes to the organization of health care. The term "delivery system"

refers to the way a particular arrangement for giving care to people is put together
and how it functions. In business, a firm gives thought to its "production system"

or its "purchasing system" to make them more effective. In health care, thought
can be given to "delivery systems" to make them more effective.

In the present delivery system, with its general emphasis on treating the

sick, the physician is the usual "entry point" for most people in getting access

to care. The care is provided in a variety of ways-in doctors' offices, through
home visits, in hospital emergency rooms, or through normal "in-patient service,"

or through "out-patient service," or in neighborhood clinics, or in nursing homes.
The physician, still, is the heart of the system because he "screens" patients to

determine whether care is needed, examines, performs or orders tests, prescribes
regimens including drugs, performs or refers treatment, and determines when the

patient is "cured" and released from treatment.
Yet, among health care personnel the services of the doctor are in the scarcest

supply, relative to demand; they are costly; and the supply of doctors is slow to
respond to an increase in demand because of the cost, length, and difficulty of
training, the barriers of licensing and certification, and professional standards.
Measures to increawe the effectiveness of doctors without sacrifice of quality
would be highly cost-effective.

Personal and economic considerations largely determine the distribution of

doctors among specialties, regions, urban or rural areas, and among types of
practice. The issue, in analyzing delivery systems, is whether the present or-
ganization of health care delivery gives doctors personal and economic incentives
which bear some average correspondense with the Nation's and the community's
health care needs.

Judging from the amount of ferment and debate now occurring on these ques-
tions, a strong argument can be made that further thought and experiment in new
kinds of health care delivery systems are badly needed by the society and therefore
should be encouraged by groups such as employers. A strong argument can also be
made for a pluralistic, indeed competitive, approach to providing for the diverse
needs of the American people for health care.

Group and solo practice
The contrast of solo, fee-for-service practice with prepaid group practice

illustrates the need to positively stimulate new delivery arrangements but also to

avoid easy or quick judgments that any one mode of delivery gives "the answer."

In solo, fee-for-service practice, health care easily becomes "sick care." Piece-
work rates of payment probably tend to give incentives to doctors to maximize
treatment procedures, if economic reasoning from large bodies of industrial

evidence is valid, and for patients to minimize contacts with doctors. The doctor

performs most of the services, including routine testing, and he also devotes

significant time to the "business" of his office. In treating patients with hospitaliza-



1027

tion insurance, the doctor realizes that, to collect, the patient must be hospitalized.
Again, economic incentives tend to push both doctor and patient towards at
least erring on the side of hospitalizing the patient when in doubt.

Group practice contrasts with solo, fee-for-service practice as a system for
delivering health care. Group practice, involving about 12 percent of today's
practicing doctors-either in individual clinics or under prepaid group arrange-
ments such as the Kaiser PermAnente Plan, the Health Insurance Plan of New
York, or Group Health in Washington, D.C. Prepaid group plans now cover
about 8 million persons.

Kaiser, the oldest and largest group plan, was formed during the depression
years to provide health care to isolated construction workers and their families
(about 200,000 people) on a prepayment rather than the usual fee-for-service
arrangement. Today the plan covers about 2 million subscribers in 6 States. Care
is provided through an integrated system of outpatient centers, 51 clinics, and
22 hospitals by 2,000 physicians and 13,000 nonphysician employees. The plan
provides comprehensive care at an annual cost of about $100 per person.

Through prepayment, subscribers set total annual income for the health care
group. Thus, the incentive is established in managing the group to promote and
maintain health, including incentive for early detection of disease, in order to
reduce the frequency of costly hospital treatment. Group members, on the other
hand, have no economic incentive to delay examination or treatment. The key fea-
tures of the Kaiser plan are (1) the prepayment charge for plan members; (2)
voluntary enrollment with subscriber-choice of at least one other health care
plan-Blue Cross-Blue Shield or commercial insurance; (3) autonomous operation
of each group; (4) turnover of subscriber income to doctors and hospitals; (5)
necessity to live within budgeted income but choice as to disposition of surplus;
(6) services from a group.controlled hospital base; (7) full-time salaried doctors;
and (8) doctor responsibility for decisions affecting quality of care.

In group practice, incentives are given to economize the time of doctors subject
to their assumption of responsibility for quality of care. Doctors need not "screen"
routine cases, or perform tests, or spend time 6n business arrangements, or treat
patients in hospitals in order to assure claims against insurers, or err on the side
of providing unneeded hospital care or unduly lengthened stay by a patient in
the hospital. As an abstract delivery system, the group practice concept gives
subscribers and doctors economic incentives to maintain health and economize
treatment. Conversely, fee-for-service practice gives patients incentives to avoid
treatment and doctors incentives to provide it. The tremendous growth of health
insurance, both private and government, which shifts the main burden of pay-
ment for care to third-party insurers, however, weakens the economic incentive of
patients served by the dominant delivery system to avoid treatment in hospitals.

.Problems in the delivery of care
The present delivery system, in fact, faces several problems: (1) the dramatic

increase in recent years of hospital utilization, (2) the trend toward specialization
among physicians, and (3) the lack of access to health care fox many people.

During the 1960's the demand for use of hospitals rose dramatically, mostly
from a rising use of hospital outpatient facilities plus longer stays in hospitals
by patients. From 1961 to 1969, outpatient service demand rose 75 percent.
Inpatient admission rose 20 percent, but the average length of stay by patients
in hospitals increased by 12 percent to 8.3 days per patient.

The reason was an astonishing increase of approximately 65 million people
who became eligible for major financing of their stays in hospitals through private
health insurance and the public programs of medicare and medicaid. The growth of
private health insurance for hospital benefits from 1960 to 1968 added 32 million
people, from 120 million to 150 million. Medicare in 1966 made 20 million elderlv
people eligible for federally financed hospital care and by 1969 medicaid added
15 million people from low-income families. By 1969 only half of hospital expenses.
were paid from private pocketbooks, down from 64 percent in 1966.

Meanwhile, increasing specialization of doctors has had adverse impacts on.
access to medical care. The trend to specialization stems basically from the ex-
plosion in technology. But it also is influenced by economic incentives in the
present delivery system, where usually the fees and income of general practitioners
are lower and those of various specialties are ranked higher depending on cost,
length, and difficulty of training and professional certification. To illustrate.
at yearend 1969, the Nation's supply of doctors is about 303,000, and 9 out of 10
are non-Federal. Of non-Federal doctors (274,000), about 9 out of 10 care for
individual patients. Of doctors caring for patients, 22 percent (55,000) are in
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general practice, 23 percent (.57,000) are medical specialists, 30 percent (73,000)
are surgeons, and 26 percent (63,000) are in other specialties. As mentioned earlier,
between 1960 and 1967 increasing specialization added 50,000 specialists but
reduced general practitioners by 6,000. And although numbers of doctors grew 25
percent faster than the population between 1950 and 1965, the number of doctors
caring for patients declined by 10 percent relative to the population.

General practitioners, in fact, are critical of the recently prevailing philosophy
of medical education in the Federal Government and in medical schools, which,
they argue, in general seems to neglect analysis of the social environment in which
health care is demanded. Thus, the vast majority of medical students were science
majors in college, and few had undergraduate education in the arts and humanities,
while few medical school curricula provide opportunity for study of the social-
economics of medicine or health care. What's more, Federal financial aid to
medical education, which expanded rapidly during the 1950's and 1960's, seems to
have involved the strategem of providing such aid indirectly through research
grants. The strategem. however, inadvertently gave powerful economic incentives
for faculty to give first priority to specialized research. This generated a leader-
ship style or model for students of the research-minded specialist rather than the
style of the "family specialist" who would focus specialized disciplines in a better
organized and more humane fashion on health care oriented to family, neighbor-
hood, community, and national circumstances and need.

As a generality, medical education seems to reflect as a result the educational
philosophy of the 19th century German university in an era striving for synthesis
of specialized modes through systems analysis, process-oriented management,
and institutional renewal in many areas of social life. In commenting on the
explosion of knowledge, the eminent physicist Robert Oppenheimer observed,
"This world of ours is a new world, in which the unity of knowledge, the nature of
human communities, the order of society, the very notions of society and culture
have changed and will not return to what they have been in the past." Health
care education, when viewed as the inculcation of the art of healing, plays a crucial
role in determining the leadership model for such a new world. Some thoughtful
general practitioners seem to be saying to present-day medical education in this
perspective, "Physician, heal thyself." Cognizant, however, of the damgeis of
over-generalization, the business leaders made no recommendation about health
care education, though they did see apparent problems.

Delivering health care to the poor
According to health care experts, under existing arrangements, including the

hangover of "charity" concepts in voluntary hospitals, the urban poor too often
reject health care services that are available in what are sometimes the finest
quality urban medical centers. There is at the same time evidence that the supply
of doctors in private practice in urban poor neighborhoods is rapidly dwindling.
For example, in one small section of the Bronx in New York City, between 1945
and today, while the population increased from 45,000 (largely white) to 65,000
(blacks and Puerto Ricans), the number of full-time doctors dropped from 67 to 3.

At the same time, scattered evidence suggests but does not show conclusively
that neighborhood centers for screening and referral of patients, adapted in style
to familiar surroundings and manned in important part by paraprofessional
personnel familiar with the neighborhood and its people, but also operated as a
function of a nearby hospital, can effectively deliver to poor people humane and
high quality health care.

The conclusion suggested is that urban hospitals, acting as community health
centers, should sharply expand their out-patient service facilities and should
develop genuine neighborhood centers for screening and referral of patients. The
supply of black, Mexican, and Puerto Rican paraprofessional personnel should be
expanded as rapidly as possible. Otherwise, much talent and empathy with the
poor, which able and willing neighborhood residents possess, will go on being
wasted for lack of practical understanding and organization leadership in urban
hospitals.

Without doubt the single most urgent and most challenging aspect of im-
proving the existing health care delivery system, when considered objectively
and factually, is the lack of access by the urban and rural poor to quality care at
reasonable cost. The reluctance of the urban poor to make use of complex, imposing,
and impersonal facilities available in some inner city neighborhoods is a classic
symptom of the urban poor documented by generations of sociological and
psychological evidence as well as by an ample literature of black and other
minority group poetry, novels, and drama. The increasing deterioration of central
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city neighborhoods in some cities, the welfare mess, the long-time evidence, now
growing, of social disease, crime, and narcotics traffic and addiction are classic
symptoms of social disorganization of a scope reaching far beyond health care
alone. In fact, the delivery of health care is only one dimension in a complex of
elements comprising the syndrome of poverty. Other dimensions are housing.
family life, education, jobs, transportation, and crime. It is unfair and naive, as
many experienced inner-city health care administrators point out, to expect that
either health care financing or the availability of conventional facilities will
effectively deliver health care to people so situated.

Yet, because the social costs of ill health, as well as other social costs, are
mounting in such neighborhoods at disturbing rates, the need for practical,
effective, commonsense approaches to each element of the poverty syndrome
gains urgency. Business leadership, like other forms of leadership in the society,
stands challenged by present circumstances in the Nation's major central cities
The test of any new health care delivery system will be its proven ability to give
access to quality health care even-handedly to poor and nonpoor. In the later
19th century the social task in burgeoning cities was to supply public health
measures and sanitation as public goods to keep cities running, and growing.
Today, the present task of the society is to come up with practical, effective,
commonsense ways to provide opportunity to the poor, including genuine access
to quality health care at reasonable cost. The effort is worthwhile in dividends
of social benefit that might offset mounting social costs.

New arrangements for delivering health care to the rural poor are also needed.
As mentioned earlier, health services are less available to rural than to urban
residents, and even less available to the rural poor. The ratio of 75 doctors per
100,000 people in isolated rural counties, or of 69 per 100,000 in Mississippi,
stands in stark contrast to New York State's 200 per 100,000. In 1969, there
were 134 counties in the country with no active non-Federal physician, an increase
of 36 counties since 1963.

In considering the delivery of health care to rural residents, and particularly
to the rural poor, the problem appears to be one of purpose, leadership, and
organization rather than technology or cost. It may also be a problem of or-
ganizing a delivery strategy, by analogy to organizing a marketing strategy in
business. There was little evidence available that mnuch systematic, professional
study has been made of technical organizational or operations analysis issues in
this field. For example, the question arises as to whether emergency facilities in
rural areas might be combined more effectively for both automobile accident
victims and rural residents. Technology is not lacking, as demonstrated by
emergency facilities and techniques highly organized by military physicians using
helicopters in Vietnam. Delivery arrangements combining emergency care for
rural residents and travellers could be organized by regional hospital centers
to provide effective communication 'and avoid duplication. Likewise, mobile
clinics operating from such regional hospital centers could provide health main-
tenance and preventive care. Indeed, effective, mobile delivery arrangements
for emergency and health maintenance care, it would seem, might have application
in cities and suburbs as well. To our knowledge, little study has been made of the
delivery system possibilities-little operational analysis has been completed-on
these subjects.

Pluralism or wholesale reform?
Some people want wholesale reform of health care delivery systems. They argue

that Americans cannot get adequate care unless the present horse-and-buggy
health care delivery system is drastically restructured and reorganized. They
contend that doctors cannot otherwise be attracted to places of health care deficit.
They believe that incentive programs, such as loan programs, can only result
in the poor treating the poor. They believe a fairer approach is a temporary
physician draft of medical graduates. These people think that to foster com-
petition between delivery systems will only result in delaying needed change
because of the attitude of the health care profession. They fear that competition
will only perpetuate the duplication of facilities. They believe that such compe-
tition puts consumers of health care at a disadvantage because they are often
poorly advised about the nature and quality of health care and are incapable of
making informed choices.

Above all, these people have concluded, a wholesale change from the present
health care delivery system to prepaid group practice could cut from 10 percent
to as much as 40 percent of waste from the estimated $63 billion spent in 1969 on
health care in the Nation. One calculation by a business analyst suggests that a
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group system for all Americans could have reduced spending in 1969 from $63

billion to $47 billion and could have effectively eliminated today's shortage of

doctors, as well as sizably reducing the utilization of expensive hospital facilities.

These views, at the least, emphasize the concern and impatience of people

with the present delivery arrangements, a concern that can be easily shared.

These views also amount to a warning that, unless the effectiveness of health care

delivery is quickly and definitely improved, then the extension of financial access

to health care for all Americans risks a complete breakdown of the existing

delivery system which will then require replacement. Despite this threat, the

preponderant evidence clearly indicates that the access goal of proposal I is now

feasible in principle when combined with other appropriate steps to be taken in

the health care system. What's more, the preponderant evidence is that the

American people in this age of rising affluence, rising education, and quality

consciousness strongly believe that today's and tomorrow's society can and should
get the access goal, even if it means imposed change which some will view as more

or less drastic. The American people, in short, believe that quality health care
should be accessible to all and they intend to demand it.

Evolution, not revolution
Even so, there are convincing arguments for evolutionary change in delivery

systems rather than for a national leap to the conclusion that any one delivery
mode gives "the answer" now to providing delivery of health care.

The most basic argumeno for a pluralistic approach to health care delivery is a

technical argument. There is no tne system that will meet the diverse needs of the

American people for health care. The founder of the first prepaid group plan, Dr.

Sidney Garfield, holding this opinion, insists that Kaiser subscribers always have

an effective choice of delivery systems.
For the U.S. medict I and health care profession, for the consumer, and for the

society, freedom of choice is preferable because it is more effective in human terms.

For the consumer, it allows personal privacy, escape from "the system," and dis-

cretionary power to purchase. Some people, for their own private reasons, may
wish to look after their health or lack of health as they choose, whatever may be

professional opinion. In considering freedom of choice for people, hardlv anything
is more personal than health, and biological life itself. The business al.alyst who

calculated the savings possible from an insttnt and complete change to group

practice went to great lengths to emphasize his skepticism of their realism except
as an illustration of the implications of hypothetical assumptions. The fact is that

today significant numbers of families enrolled in prepaid group plans also go out-
side this system to obtain care at their discretion.

Freedom of choice for the physician is also crucial in human terms. Established
doctors throughout the country who care for the sick and work abnormally long

hours to do so have invested hard intellectual and physical effort over a lifetime

as well as investing their professional judgment in private, fee-for-service practice.

To expect such people of intelligence, education skill, experience, and energy-and
people possessing essential services-to discard their ractice overnight is to dis-

play unacceptable ignorance of human motivation. To require such change is to

promote ineffectiveness of health care. Freedom of choice, however, does allow

younger doctors starting out in practice, or others, to innovate. Says Garfield,

"Medical school faculties should point out the advantages and disadvantages of

all methods of practice to these young men so that they can choose wisely."
Freedom of choice has value in human terms for society. John Stuart Mill in

his "Essay on Liberty," found the basis for individual freedom of thought and

opinion in promoting mental well-being and reducing error. Freedom of choice

has an analogous social value that innovative delivery systems must meet the

of survival in practice rather than by fiat. It therefore has the economic value of

avoiding expensive societal errors resulting from unintended results of a sweeping

change imposed by law. Unintended results in many programs set by law for the

Nation illustrate the risk: public housing, urban renewal, farm subsidy, and

interstate highway system. It can be argued that medicare and medicaid, by

dumping on the existing delivery system billions of dollars in increased demand

for health care services of 35 million families in 3 short years, was almost irre-

spo)nsibly erroneous, however well intentioned. Objective analvsis of market be-

havior could vield no other result than anticipation of a powerful upward thrust

to the price of health services. Political leadership that perceives the resulting

rise in the taxpayer cost of medicare and medicaid solely as "gouging" piles

irresponsibility on top of irresponsibility.
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Freedom of choice as a societal value, finally, gives time for adjustment. Some
criticism of existing delivery arrangements seems to imply no genuine anticipation
-of change, as for example concern that doctors may not be attracted to health
care deficit areas. Ambiguous and inconclusive results of programs to deliver
health care to the urban poor, sponsored by the Office of Economic Opportunity,
-cause skepticism that, of itself, prepaid group practice can reach the urban poor.
There is no magic in prepaid group practice for the rural poor. Time is needed
to see whether newer approaches, such as the Health Care Corporation, or the
Medical Care Foundation, can give sufficient organizational unity and flexibility
-for serving the existing market, to innovate an operational mode for improving
delivery to urban poor, rural poor, and victims of emergencies. Geographically,
-the health care market today is a metropolitan and megalopolitan market. Geo-
graphically, the metropolitan community of today consists of inner city, central
city, suburbs, exurbs, and hinterland, and- may spill over innumerable outdated
political boundaries and even State boundaries. The "business" of health care
delivery, like any other business, has to be structured to serve its market. There
is room for competition, flexibility, and diversity in such a venture, and there
is reason in the size of the market to expect competitive innovation in mode of
deliverv.

POLICY PROPOSAL VI. EFFICIENCY AND CONTROL OF COSTS

Business should encourage:
(1) All hospitals, extended care and nursing home facilities to adopt uniform

accounting practices, financial reporting and costfinding systems;
(2) All hospitals to establish arrangements to review and monitor (peer

review) the appropriateness of such items as hospital admissions, duration
of stay, and treatmenlprescribed;

(3) All hospitals, extended care .and nursing home facilities to accept
reimbursement for services on a prospective, rather than on a retroactive
("costplus") basis, providing suitable methods can be devised;

(4) Physicians to accept reimbursement for "usual and customary charges"
as payment in full for services rendered; and

(5) Each hospital to charge the same prices for the same services, regardless
of the kind of benefit protection of the patient.

Employee benefit programs should:
(1) Be broadened to encourage health care in the least expensive manner; and
(2) Require deductibles and copayment for services received, where feasible.

The large increase in demand for health services in the 1960's dramatically
highlighted the need for increased efficiency and control of costs. The prodigious
increase in spending between 1950 and 1967, from $11.1 billion to $43.9 billion,
or nearly 300 percent, came 48 percent from inflation, 18 percent from population
growth, and 34 percent from quality improvements, greater use, and other factors.
Medical costs rose faster than the Consumer Price Index and'hospital costs topped
the index items. The rise of private insurance and the advent of medicare and
medicaid, resulting in only half of hospital expenditures coming from the pocket-
book of patients, relaxed economic incentives to economize both treatment and use
of hospitals.

Cost problems
The result was cost problems for hospitals which future rises in demand will

make worse. Responsible medical experts estimate that as many as 30 percent of
hospital admissions are unnecessary. The same illnesses could be treated outside
the hospital. Patients go to hospitals-understandably-to collect on insurance.
The problem is that actuaries and insurance authorities, according to these experts,
"are notoriously short on flexibility, and therefore, prepaid medical care insurance
is still strongly biased toward payment for in-hospital services." Also, physicians
find it more convenient, timesaving and financially rewarding to see patients in
hospitals. Also, social age-cies exert pressure to lengthen hospital stays of some
patients to fill voids in social -and economic programs. And medical education
has conditioned medical graduates to believe that only hospital care assures
highest quality.

Another problem of costs is that Blue Cross and private health plans, in pay-
ing hospitals for patient care, reimburse hospitals for costs after care is delivered.
No incentive is given the hospital to operate efficiently because virtually all its
costs are covered.
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Professional competition in using very expensive facilities and equipment is
a third problem. Open heart surgery is one example. According to one hospital
director, such surgery requires a team of 12 doctors, nurses, and technicians on
constant standby. Unless 50 such operations are performed a year, the health
team's skills deteriorate. But of 800 hospitals equipped to do open heart surgery,
one-third don't have one operation a year, let alone 50.

Finally, hospital accounting procedures, financial reporting requirements, and
cost finding techniques are inadequate. Reporting standards vary all over the
lot. Hospitals lack even the discipline other industries must face which borrow
from banks or float securities through investment bankers or are regulated by
an agency.
Methods to contain costs

Discussion with top flight hospital administrators revealed that there is a real
need for all community, nonprofit hospitals to follow uniform accounting prac-
tice and reporting techniques and cost-finding procedures. Cost per patient-day
varies widely among hospitals in the same community. MAany nonprofit hospitals
report sizeable net income. At present business, the largest single private purchaser
of health care services, does not know what it is getting for its money, and the
only way to find out is to get a look at the figures.

To control costs, deductible and copayment provisions in health insurance
policies are essential. The reason is obvious: without his personal involvement
the patient has no real concern about costs. In a world of competing demands for
resources, to remove perscnal involvement of the insured is to arrange for him to
squander resources to his own hss in the enjoyment of these resources in other
uses.

To control costs, coverage of health insurance shculd be redesigned to reduce
drastically the unneeded use of hospital beds and facilities. Coverage of outpatient
facilities, deductible for hospital admission, payment of identical fees for specified
treatment in or out of hospitals-these are illustrative of measures needed.

To control costs, hospitals should not be permitted to charge, as they do,
merely because of differences in benefit protection, different prices to various
patients for the same services. This is an unjust hangover from the "charity"
concept in which hospitals weighted paying patients with part' of the cost of
welfare payrfients, in effect levying a private tax on paying patients-the least
appropriate taxpayers-to cover "charity cases."

To control costs, insurance carriers and Blue Cross could play a far more active
rule in controlling costs. Walter J. McNerney, President of Blue Cross. believes
his organization should support areawide planning, include strong incentives in
contracts to support efficiency and economy, and finance prepaid group practice
as an alternative form of care. Emoloyers should encourage such moves oromptly.

To control costs, operational analysis by hospitals should quickly become
widespread. One hospital director has in effect a" predicted length of stay profile"
for each diagnosis, to use in measuring a doctor's performance. He requires a
prospective rather than a retrospective hospital utilization review to be carried
out, so that each discharge can be measured against the predicted length of stay
for that diagnosis. He suggests greater reward for doctors whose performance
results in lowering community costs. The average length of stay in his hospital
is much lower than surrounding institutions. These illustrations suggest the scope
for applying to the hospital costsaving operational analysis familiar to industrial
engineers for a generation or more.

To control costs, some move must be taken by the society soon to deal with
the more frequent malpractice, suit being brought against both doctors and hos-
pitals, sometimes "with a long tail," that is, long after treatment has been given.
The consequence is over-elaboration of examination and testing by doctors and
hospitals as they respond by practicing "defensive" medicine. The committee
was concerned about the malpractice issue and wishes to express its concern,
though it did not formulate a specific policy proposal.

The recommendations of policy proposal VI reflect a general condition char-
acteristic of the behavior of the hospital and other health care institutions as a
group, together with their supporting professionals and insurers. The condition
is that these groups are only beginning to adjust their conduct to the idea that
Americans are changing their values and consciousness respecting health care.
Health care professionals have practiced in an environment that is a curious
mixture of philanthropy, science, humanitarianism, and professional decorum-
with perhaps a dash or two of obscurantism. But with the tremendous pressures
on employers of rising employee benefits, the increasing financing of health care
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by tax dollars, and the large increase in the demand for resources by the society
for other social purposes, the pressure of more cost effectiveness in the organization
and operation of health care services will keep rising. Consumerism-a concern
for higher standards of organizational economizing-is gathering force in the
health care industry.

FINANCING

POLICY PROPOSAL VII. FINANCING SERVICES

The Federal Government should provide health insurance protection to replace
medicaid for those on public welfare, and others below the poverty income line
who are not covered by employer plans or medicare, or who are unemployed.

POLICY PROPOSAL VIII

Every American should be protected against the risk of being pauperized by
catastrophic expenses of illness. Private program, supplemented by a public pro-
gram is necessary, financed by Federal appropriations, should be developed to
achieve this objective.

POLICY PROPOSAL IX

All employers, public and private, should be required to provide all their
employees a minimum basic health benefits package, including ambulatory and
out-patient care.

POLICY PROPOSAL X

The self-employed should receive the same tax treatment for health insurance
premiums as employees do under employer-financed group plans.

POLICY PROPOSAL XI

In assuring access to health services for all Americans, the Federal Govern-
ment should not provide such care directly, purchase health insurance protection
from private carriers for everyone, nor initiate a federalized national health
insurance system.

To assure access to quality health care for all Americans at reasonable cost"
(proposal I) requires new means of financing health care. To see why, it is helpful
to review what and how the U.S. people pay for health care.

Who pays whatfor health care
The United States spends more than $67 billion a year on health care, about

6.8 percent of the entire gross national product, a rise from 4.6 percent of GNP
in 1950 and 5.3 percent in 1960. This is more than the Nation spends on Social
Security or formal public and private education. It is more than the Nation spends
on defense less Vietnam. From 1950 to 1969, total health expenditures rose five-
fold in size, an average of 8.8 percent a year, and in the last 3 years, an average of
12.2 percent. Per capita spending on health care doubled during the 1960's. Of the
total dollar spent on health care in fiscal 1969, 43 cents went to hospitals, 23 cents
went to doctors, 12 cents to drugs, 9 cents to dentists and 13 cents to other spend-
ing. Since 1950, the share of the health care dollar going to hospitals rose from 35
cents to 43 cents, while the share to doctors dropped from 25 cents to 23 cents.

Despite the rising share of U.S. total spending that is going to health care,
financial access to care is not available to all Americans. By 1970, of the 203
million people in the United States, about 88 percent of the civilian population-
175 million people-had some protection against inpatient hospital expenses, 80
percent-162 million-had some coverage against surgical expenses, 67 percent-
135 million-had regular medical expense insurance, and only 35 percent-72
million-were covered for major medical expenses. Put another way, in 1968,
among the 177 million people under 65, not in institutions or the Armed Forces,
20.5 percent had no hospital insurance, 21.9 percent had no surgical insurance, 34.5
percent had no in-the-hospital medical expense insurance, 50 percent lacked in-
surance to cover X-ray or laboratory charges incurred when not in the hospital,
57.5 percent had no insurance for visits to doctors' offices or care at home, 61
percent had no insurance against the cost of prescribed drugs, and 97.5 percent
had no insurance against dental expenses.

Some 40 percent of the Nation's health care bill is now paid by government-
Federal, State, and local-through (1) health programs for Government em-
ployees (2) servicemen and their dependents, (3) veterans, (4) medicare and
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medicaid, and (5) State and local hospitals. Of the non-Government portion of
the Nation's health bill, private health insurance provided through Blue Cross,
Blue Shield, and commercial insurors together pays about one-third. Individuals.
pay the other two-thirds out of their pocketbooks.

Federal Government experience with medicare and medicaid has been unhappy.
Also, the growth of "third party" payment of medical bills through Blue Cross,
Blue Shield, and group insurance has inflated health care costs. Government fore-
casts of medicare spending were too low, but forecasts for medicaid were worse.
By 1972, with 48 States enrolled, medicaid costs are estimated at $7 billion.
Medicaid should be considered along with welfare costs, rapidly mounting in
major cities and States and subject to administrative tangles and abuses as well
as great disparities among the States and regions. Insurance "third party" groups.
have inflated costs by being content to serve largely as conduits for funds, a sort
of automatic "cost-pass-through" mechanism without hard scrutiny of costs or-
charges.

Proposals for access to care
From the background of present circumstances concerning the State of the

health care system as portrayed herein, including its financing, here are thumb-
nail sketches of six major proposals before Congress in 1971 for financing care
(see appendix A for analytical comparative summaries of plans).

(1) The Health Security Act (Representative Griffiths and Senator Kennedy)
would provide Federal health insurance for all U.S. residents, financed through a.
Health Securitv Trust Fund, to give virtual cradle-to-grave coverage. The na-
tional health insurance for all residents would be financed by new taxes: 50 percent
from general revenues, 36 percent from a new tax on employer's total payrolls of
3.5 percent, 12 percent from a 1-percent tax on employees' wages and on unearned
income up to $15,000 a year initially; and 2 percent from a tax of 2.5 percent on
self-employment income up to $15,000 a year to start with.

(2) "Ameriplan"-The American Hospital Association-would provide a
nationwide universal health insurance program for all with delivery of health
services provided through new organizations called Health Care Corporations.
Three "package" plans would be provided: (a) a Standard Benefits Plan of basic-
hospital, physicians' and related care, (b) a plan covering Catastrophic Illness and
Health Maintenance, and (c) a Supplemental Benefits plan. The Standard Benefits~
package must be purchased by everyone, from health insurance carriers and the
"Blues"; Health Maintenance and Catastrophic Benefits are sold only by the
Health Care Corporations to those with Standard Benefits; and Supplemental
Benefits are for optional purchase. Under Ameriplan those who can afford, will
pay; Government pays for others. It is a three-part financing plan: (1) general
revenues for all the care of the poor and near-poor; (2) a payroll tax on all workers
and employers to pay for the aged and the Catastrophic and Health Maintenance
benefits; and (3) direct private payments for the Standard Benefits Package and
Supplemental Benefits.

(3) A catastrophic illness proposal-Senator Russell Long-would provide
Federal costsharing only in illnesses that result in "catastrophic" costs. Since
medicare and medicaid already cover the poor and those 65 and over, all other
workers covered bv Social Security would get the benefits with the exclusion of
the first 60 days of hospital care, and the deduction of the first $2,000 of expenses
per family per year. The plan would cover 80 percent of the cost of covered care
and services. The plan would be financed by payroll taxes imposed on both
employers and employees paid into a separate trust fund.

(4) "Medicredit"-the American Medical Association-would provide financing
of health care through an income tax credit for buying private health insurance.
Those with little or no tax liability would receive a certificate or voucher to be
used in buying insurance. The amount of the credit would vary depending on in-
come tax liability, the amount of the credit decreasing as income tax liability in-
creased. Medicare for the aged would be retained but medicaid for the poor would
be replaced bv the certificate system. Since the cost of Medicredit would be
financed by a loss in Federal revenue, the loss would either be recouped by other
taxes, an increase in the national debt, or Federal expenditures less than they
would have been without the loss.

(5) A two-part plan for workers and the poor-the Nixon Administration-
would require all employers to provide minimum health insurance to workers and
their families, including catastrophic cost protection. Free health insurance
would be provided for poor families and a graduated premium charge would be
levied for near-poor families. Medicare and medicaid would be -continued for the
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aged, blind, and disabled. Employers would pay eventually for 75 percent of the
cost of the basic plan for their employees.

(6) "National Health Care Act"-the Health Insurance Association of
America-would make comprehensive health care insurance available to all.
Employees would get a 100 percent income tax deduction of premium costs,
the Federal Government would pay the costs of the poor, and the near-poor
would pay for some costs, depending on income, while the Federal Government
paid the rest of their costs. Benefits would be provided through State pools of
private health insurers. The cost would be borne by the Federal Government
to the extent of deductions by a loss of revenue, either offset by other revenues
or by reducing spending relative to what it would otherwise be.

The financing proposals
The proposals for financing health care services (policy proposals VII-NI)

may be weighed separately, but they should be considered in relationship with
one another to examine how they are directed to meeting the national goal for
the health care system, "to assure access to quality care for all Americans at
reasonable total costs for services provided, in a manner that maximizes the
advantages of individual freedom of choice and of flexibility to adjust to changing
needs" (policy proposal I).

As a floor of protection against the risks of catastrophic financial loss from
illness, policy for the Nation should protect all Americans against the risk of
being pauperized bv illness. Most costs of illness are manageable, but some can
mount to many thousands of dollars. Although the incidence of such catastrophic
illness is rare, the effect on a family is devastating. If all Americans are to have
financial access to health care at reasonable cost, the notion of health care
"charity" and the funds available to health care institutions for "charity" should
be and will be limited. Catastrophic illness costs are an insurable risk, and
personal and social benefits are produced in preventing individual large losses-
with resulting social losses-by risk-sharing, through Government if necessary.

The poor, who today too often lack both financial and operational access to
health care at reasonable cost, have Federal-State assistance for health care through
medicaid. Under consideration of ]971 in the Congress as well is the revision of
the welfare laws to increase the Federal role in the welfare system. Thus, the
principle of Federal aid to the poor in cash and in services is now firmly established
as national policy; indeed, the debate is now over how much more responsibility
the Federal Government should assume.

The evidence is persuasive, however, in the skyrocketing costs and the abuses
of medicaid that it is providing neither quality care nor care at reasonable total
costs. Medicaid rules create serious work disincentives because benefits are cut
off at fixed income levels even if a family's health care needs are high. Program
coverage varies greatly among States while health care costs very among families
without regard to their location. The burden on State governments of financing
medicaid is onerous because of its design. And the design of medicaid actually
discriminates in favor of the poor against the nonpoor by financing care which the
economizing incentives of nonpoor families would cause them to abstain from.
Medicaid should be replaced by Federal health insurance protection for welfare
and other poverty families not covered by employer plans or medicare, or who are
unemployed.

The choice of providing financial access to quality health care for employed
nonpoor Americans and their families at reasonable cost and with freedom of,
choice and flexibility lies between provision of such access by Government, by
employers, or by individual American families. Already, however, employers of a
substantial proportion of the labor force provide various amounts of health care
insurance protection among employee benefits costs. Business firms, as a group
the largest single private consumer of health care, have strong financial incentives
to buy health care protection at reasonable cost. Business firms also have technical
managerial skills and1 abilities which allow them, on behalf of their employees, to
monitor and evaluate the reasonableness of health care costs. Public employers
have similar incentives.

Given the prospect of rising income levels and the trend toward employer
provision of noncash benefits-emplovee benefits-as a rising propoitiun of
direct labor costs, the prospect seems likely for employed, nonpoor Anmericans
to gain health care insurance protection through work compensation if the re-
sponsibility for providing access to health care remains theirs.

Therefore, to assure a floor of protection to access which is equal among various
regions and between urban and rural areas, and to assure oualitv care at reason-
able cost with freedom of choice and flexibility, national policy should require all
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emplovers, public and private, to provide their employees with a minimum
basic health benefits package. Ambulatory and out-patient care should be in-
cluded to avoid excessive and expensive use of hospital facilities because treat-
ment coverage is limited to hospital care.

To provide access to all Americans of quality health care, then, includes (1)
a program for all Americans; through Federal funding if needed, of protection
against catastrophic illness; (2) Federal health insurance protection replacing
medicaid for the welfare poor, the nonworking poor, and the unemployed poor;
(3) a basic health protection package for families of employed Americans provided
by all employers, public and private; and (4) for the self-employed, the same tax
treatment for health insurance premiums as employees receive under employer-
financed group plans.

The choice of providing financial access to health care for all Americans through
direct Federal provision of care, through Federal purchase from private carriers
of insurance protection for everyone, or through a national Federal insurance
system should be rejected. Proponents of Federal national health insurance
argue that only a national health insurance program financed by the Federal
Government can resolve the health care system's problems. They hold that only
the Federal Government, with its concentrated power, can marshal the funds
and enforce the guidelines needed to attack the total health care problem-
personnel, control, facilities, delivery system, cost. Control of such insurance
by an independent board assures response to changing conditions, they argue.
These proponents themselves, however, reject direct Federal purchase of insurance
from private carriers or direct Federal provision of care.

There are strong arguments, however, against having Government establish a
national Federal insurance system. Most people in the United States prefer
personal financial responsibility for their own needs and are able to meet them.
The tradition has yielded personal motivation, self-respect, accomplishment, and
satisfaction, and it has contributed to U.S. standards of living and the quality
and extent of public goods such as education. Most people prefer the freedom
and privacy which comes from the desire for personal financial responsibility.
National health insurance would encounter the disillusionment of raising de-
mands and then sobering expectations-as in the case of medicare and medicaid-
as its promises had to be curbed by the shortages of facilities and manpower and
rapidly escalating costs. The problem with the health care system is not a dollars
problem, it is a manpower-facilities-organization problem. To load the system
with sudden demand is as irresponsible as to delay needed reforms in the supply
and provision of service.

What is wanted, as this study shows, is increased competition and flexibility
in the supply of service, increased adaptation of personnel and facilities to today's
society, and increased vigilance by many purchasers of health care to insist that
the interests of health care consumers are protected. The threat of national health
insurance is a gradual loss of these possibilities as the monoply power inherent
in a centralized control system generates an expert bureaucracy which stultifies
adaptation and change.
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COMPARATIVE SUMMARY OF KEY PROVISIONS OF MAJOR HEALTH PROPOSALS-92ND CONGRESS

uvula CFnlaswrV Star rvello-urr oabfruVocrTD-.. --.. -1- t ---ifllI -l..lf --t~l r_---an~
H. R. 22 (Grittiths, U. Mich.)
S3 (Kennedy, D. Mass.)

Aministration Proposal
No bill introduced

Concept and
Eligibility

Government universal insurance pro-
gram financed by employer/employee
payroll tax and general funds, for
all U.S. residents. Would replace
Medicare and Medicaid; eliminates
private insurance industry partici-
pation.

Benefits Comprehensive health benefits; near-
ly unlimited physician/hospital ser-1
vices, and dental care to age IS.
Some limits on nursing home & mental
health care/drug use. No cost-shar-
ing by beneficiaries.

A national program covering all Ameri-
cans, with requirement that employers
provide health insurance protection for
employees and their dependents that
meets federal standards. Federal health
insurance for low income families with
children not covered by employer plans.

Employer-employee plans must include
inpatient hospital and physician servi-
ces, diagnostics, child & maternity care.
family planning and catastrophic protec-
tion. Maximums on deductibles and coin-
surance. Special family health plan for
welfare families includes similar
becefits.

8 4

Manpower Restructures existant resources; prol Incentives for medical professionals to
motes new sources through grants, relocate in low income areas; subsidies
loans, education subsidies. Empha- to medical schools, student loans to in-
sis on training health professionals crease health professionals -- with for-
for primary health care teams/group giveness provision for practicing in
practice. Incentives to place man- underserved areas. Creation of National
power where needed; aid disadvantage. Health Service Corps to work in scarcity

areas; subsidies to train para-medical
personnel.

Facilities No specific provisions; gradual
change through regional/state plan-
ning. Incentives favor organization
of group care facilities over solo
practitioners.

1 Encourages creation of Health Mainten-
i ance Organizations (HMO'a) favoring
l group medical practice and prepaid care;
establish Health Education Centers in
underserved areas. Federal money,
through planning grants and loan guaran-
tees,made available to initiate HKO's,
plus funds to create Health Education
Centers.

Effect on Sponsors would: increase avAilabiliJ Improves delivery system by encouraging
Delivery System ty of services; priority to ambula- formation of HKO's, providing comprehen

tory care under comprehensive organi. sive services on a fixed-fee basis.
zations; strengthen planning & budget
controls; increase consumer represen.
tation; provide group practice incen-
tives & discourage fee-for-service
practice.

Evaluation
and
Cost
Controls

Sets national standards for partici-
pating individual & institutional
providers. Program is pre-budgeted
at all levels; costs expected to
rise on controlled, predicted basis
under state & regional review. Plan
equitable distribution of resources
throughout nation & reduction of
costly inpatient services; elaborate
judicial review.

HM0O's will operate on a budgeted basis,
offering incentives for better preventive
care and efficiency. Cost-sharing by
subscribers, stress on illness prevention,
designed to contain costs & demand for
services. Proposes greater regulation of
health insurance industry. Employers
would absorb most rising medical costs.

1 1

32-378 0 - 74 - S (Pt. 5)
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COhPARATIVE SUIMARY OF KEY PROVISIONS OF MAJOR HEALTH PROPOSALS-92ND CONGRESS

-1-TI -1-lTT AC NATIONAL HEALTH INSURANCE PARTNERSHIP
IIttaLtil btXurils Axs- _ _ . _ _ _ ._ .Administrat _on _rps_

I
H.R. 22 (Griffiths, D. Rich.)
S3 (Kennedy, D. Mass.)

________ ________ Ir.

I Administration droposal
No bill introduced

I
Impact on
Public
and
Private
Programs

Repeals Medicare & most of Medicaid
services; eliminates need for em-
ployers to provide employee health
insurance (but "savings" go to em-
ployees). Eliminates participation
of private insurance carriers (re-
garded as non-essential).

Medicare and Medicaid retained for aged
and disabled. Private insurer role, and
Federal regulation of the health insur
ance industry, will increase. Employers
required to provide health insurance for
their employees.

Employer-employee plans underwritten and
administered by private insurance carri-
ers under Federal regulation. FHIP and
Medicare are federally-run, using insur-
ance carriers as fiscal intermediaries.
Residual Medicaid is federal-state admini-
stered.

i
How
Administered

Run by Health Security Board under
HEW; includes advisory council with
majority consumer representation.
Regional offices empowered to deve-
lop area & local priorities & fund-
ing, local offices act as citizen
ombudsman. States focus on audits/
inspections.

Estimated Sponsors claim startup of $53 Employer-employee premium costs for

Costa billion (in fiscal 1974) before con- health insurance could rise from present

trots become effective; Administra- $13 billion to $20 billion by 1974

tion estimate is $77 billion. according to federal officials.
Cost of Family Health Insurance Plan
estimated at $1.2 billion. (1ot year)

Financing Through payroll taxes and federal Employers must pay at least 652 of total

general revenues including 3.5% em- premiums through 1975, increasing to
ployer wage tax, 12 on wages and un- 75% in 1976. Family Health Insurance
earned income and 2.57 self- employ- Plan (FHIP) financed fron general funds

ment tax. Employee tax ceiling: of treasury with government paying full
$15,000 to start; employers' tax cost for those with incone below $3000,

levied on entire payroll. with premium payments on sliding scale
between S3000-$5000.

NATIONAL HEALTH CARE ACT AMERIPLAN
H.R. 4349 (Burleson, D. Texas) American Hospital Association
Health Insurance Association of No bill introduced

America I

Concept and
Eligibility

Standard benefit package for poor,
near-poor, and indigent uninsurables
with policies purchased from private
insurance carriers, and premium cost
federally subsidized. All others
are covered by purchasing individual
or group health insurance, and by
Medicare.

A nationwide health insurance program
available to all, regulated by state &

federal government. Delivery of medical
services would be through Health Care
Corporations -- either public or private,
serving specific geographic areas with a
defined population.

Three packages available: Standard Bene-
fits - which all must have, sold by in-
surance carriers & the "Blues"; Health
Maintenance and Catastrophic Benefits -
sold only by corporations to those with
Standard Benefits; Supplemental Benefits-
optional.

t

Benefits Uniform benefits guaranteed the poor
available to near-poor,uninsurables.
Provides basic and catastrophic in-
surance benefits -- ultimately would
be comprehensive; federal standards
set for group plans.
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CONPARATIVE SUMMARY OF KeY PROVISIONS OF MAJOR HEALTH PROPOSALS-92ND CONGRESS

NAT-NA uA.t.- 1-~ AP-VDT,^

i.R. 4349 (Burleson. D. Tex.)
Health Insurance Association of

America
-t

Manpower Improved federal student loans to
train health professionals (doctors,
nurses, lesser skilled); grants to
train ambulatory care teams and for
service in underserved areas.

American Hospital Association
No bill introduced

Health Care Corporations are responsible
for identification, recruitment and train-
ing of personnel. Responsible for quali-
ty and competence of manpower through
cooperation with recognized medical au-
thorities (accreditation, licensure),
education institutions (development and
training), and for peer review.

Facilities Provides grants and loans to build Health Care Corporations develop own
or modernize comprehensive ambula- needs under state supervision.
tory care centers.

Effect on Federal grants and loan guarantees Reorganizes the delivery system by making
Delivery System for ambulatory health care centers HCC's directly responsible for provisions

to reduce use of hospitals; loans of all care at community level-with hos-
and grants to promote education and pitals as "hub" of the system. Emphasis
get manpower where needed, on preventive care.

Evaluation and Contains deductibics and co-payments Provision to evaluate services through
Cost Controls to control over-utilination; provi- peer review and community participation;

sion for state review of provider copayments and limitations on service
health care charges;provides authori under Standard Benefits Package discour-
ty to withhold funds for expansion age over-utilization and contain costa.
of projects deemed unsound; peer States control HCC charges and profes-
review of treatment and fees. sional fees.

Impact on Public Medicaid would be absorbed into Medicare and Medicaid would be replaced.
and Private state reinsurance pools, underrit- Private health insurance industry would
Programs ten by carriers. Scope of employer be regulated by a National Health Commi-

plans should broaden to include am- sion.
bulatory care, because of tax penal-
ty for noncompliance.

How Secretary, HEW sets federal stan- Federally administered through new inde-
Administered dards monitoring operation of state- pendent National Health Commission, to

regulated, privately insured pools; set standards and insurance benefits.
payment under federally-supported State Health Commissions regulate Health
programs subject to peer review and, Care Corporations -- locally responsible
in the case of health care institu- for providing comprehensive (maintenance,
tions. based on State Health Care primary, specialty, restorative, health
Institutions Coat Coessissions. related) care.

Estimated Health Insurance Association of No estimate available.
Costs America (sponsor) estimates $3.4

billion lot year (1970 est.).

Financing State-federal payments (full premiums Those who can afford, will pay; govern-
for persons on public assistance; nent pays for others. Provides 3-part
partial for those of limited income), financing: 1) general revenues for all
Individual and/or employers met care of poor & near-poor 2) payroll tax
costs of their own private plans, on all workers and employers to pay for

aged and Health Maintenance and Catas-
trophic benefits 3) direct private pay-
ments -- for Standard Benefits Package
and Supplemental Benefits.
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COMPARATIVE SUMMARY OF KEY PROVISIONS OF MAJOR HEALTH PROPOSALS-92ND CONGRESS

-an _-Pn7CRD7.. _..

I

H.R. 4960 (Fulton, D. Tenn.)
S. 987 (Hansen, R. Wyo.)

- - - I-

Concept and
Eligibility

Benefits

Manpower

A system of income tax credits for all U. S. residents to offset cost of

private health insurance. Participation is voluntary, but automatic for

the poor.

Establishes minimum benefits for approved insurance plans; catastrophic ill-

ness protection. Outpatient and physicians' services. Limited hospital care.

Unlimited extended coverage after expending a percentage of net-taxable

income.

No provisions.

Facilities No provisions.

Effect on
Delivery System

Evaluation and
Cost Controls

Impact on Public
and Private
Programs

Proposal contains no provisions to change present delivery system

Insurance policies will contain deductible/copayment features to control

overutilization of hospitals' and physicians' services. Insurance carriers

are subject to state control and must form "risk pools".

Medicaid would be absorbed; Medicare would continue. No marked change in

current role of private health insurers.

How Federal control through a Natienal Health Insurance Advisory Board, empowered

Administered to set minimum benefits and set standards for state use in approving plans and

Icarriers.

Estimated Costs 1970 cost estimated at $8 billion by AMA and $15 billion by Administration.

Financing By insurance premiums for those able to buy (with tax credits scaled to income)

and federal subsidation,through general revenues,of low income groups having

zero income tax liability.
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[Attachment B]

DEVELOPING HEALTHY WORLD BUSINESS CLIMATE

By CARL H. MADDEN, Chief Economist

Has the United States lost its competitive edge in world trade? By one measure,
our trade balance, it may have. Last year we experienced the first annual trade
deficit in this century: $4.6 billion. But partly because of dollar devaluations, so
far this year we have been running a surplus at half that rate. Although the
short-term future is clouded by the fuel shortage, which may inhibit the production
of exports and raise the prices of imports in the next few years, projections by
Hendrik Houthakker are optimistic for exports in particular and our balance of
payments as a whole. For next year he projects a $10 billion export surplus, for
example, and by 1979 a $21 billion surplus. The computer model used for these
projections assumes continued growth with some inflation both in this country
and in its major trading partners. According to other computer models used by
Dr. Houthakker and his colleagues, the effect of energy shortages on overall output
and the price level will not be serious over the next decade, but they do foresee
"temporary dislocations due to energy shortages during the next few years."
These conclusions are based on the high price sensitivity of both fuel supply and
fuel demand which, it is contended, have not been taken sufficiently into account
by such groups as the National Petroleum Council. In Dr. Houthakker's opinion
the Council overestimates the future demand for energy. According to the calcula-
tions of Dr. Houthakker and his colleagues, the imposition of an additional 7%
cent excise tax on gasoline on July 1, 1973 would have reduced consumption in
1975 by about 7 percent, thus keeping it at the 1973 level.
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THE ENERGY PROBLEM-SHORT AND LONG-TERM ASPECTS

Experts tell us that in the next 3 to 5 years we will continue to have energy short-
ages, especially of fuel oil. The Arabian states are behaving like an international
cartel, not only by setting higher prices for their oil but also by discriminating
among markets. It is clear that we can no longer safely depend on Arabian oil tofill the energy gap created by the rising proportion of our oil demand met by
imports. Oil imports accounted for 27 percent of our consumption last year and
will account for about 33 percent this year. Imports are estimated to rise to at
least 50 percent of our requirements by the end of the decade. Much of these
imports would have come from the Middle East.

Over the next decade we face, not an energy crisis, but a collection of problems.
Energy is supplied and responds to demand through a network of markets that
have been upset by three main developments.

The first disturbing development is the very rapid increase in the demand for
energy imposed by our current technology and high rate of economic growth.
Energy consumption in the United States is eight times the world average andhas been growing 7 percent yearly.

The second development is the extremely slow absorption of environmental
costs into the supply prices of energy.

The third, and probably the most important development, is the distortion of the
market mechanism by public policy.

Regarding the first development: For two decades after World War II electric
power generation costs were greatly reduced by building larger and more efficient
plants. But after 1965 capacity did not keep pace with demand, partly because
nuclear power came on line more slowly than expected, and partly because the post
1965 inflation ballooned construction costs.

Regarding the second development: environmental costs have been imposed
not only in the form of more stringent operating standards but also in the form
of opposition to new generating plants, especially nuclear plants. Construction
of any plant can be challenged in the courts under the National Environmental
Policy Act and, where a court has felt uninformed about environmental impacts,
the safest procedure has been for it to stop planned construction.

Regarding the third development: public utility regulation has held prices
down to the level of historical costs which, in an inflationary period, understate
true costs. As a result, power has been artificially cheap, misleading business
and consumers into more power-intensive investments, Moreover, in the oil
industry since August 1971 price ceilings on both crude and refined oil have
discouraged expansion of refinery capacity. There have been no new refineries
in this country in the past 3 years, although some are now underway.

Energy from coal and natural gas has been adversely affected by the same
kinds of influences as have affected electric power and oil. A further complicating
factor in the case of gas has been the tremendous increase in demand for it because
it is a clean-burning fuel.

In the longer term the United States is in a good position to bring the supply
and demand for energy into balance through contraction in demand and realiza-
tion of new sources of supply. The most important single source of additional
energy supplies is oil imports from the Caribbean and from the Persian Gulf
About three times as much new capacity is being developed every year in the
Persian Gulf as 10 years ago. In round numbers oil reserves in the Persian Gulf
area are 220 billion barrels-excluding Saudi Arabia's 140 billion barrels-5%
times our domestic reserves. The international oil cartel, OPEC was formed in
February 1971 at Tehran with the cooperation of the United States which mis-
takenly saw it as a means of guaranteeing a steady and increasing flow of oil
to itself. As is true in all cartel arrangements, unless the current Arabian boycott
is complete, as times goes on, it may become less effective because of the tempta-
tion for non-Arabian producers to divert shipments from non-American to Ameri-
can customers, attracted by higher prices.

In addition to stepping up our imports of non-Arabian oil, over the longer term
we will be in a position to develop a national energy supply policy by devoting
more resources to energy research and development. The President's announce-
ment in early July and reaffirmation in early November of a $10 billion R. & D.
energy research program should speed up the development of clean energy. This
would include synthetic oil and gas from coal-of which we have one-third of
the world's known supply-and research into other sources of energy besides
nuclear power, such as oil shale, strip mining, geothermal energy, and solar
energy. The utilities are pushing new technologies, such as magnetohydrodynamics
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(MHD) to supplement nuclear breeders in the 1980's, MHD offers thermal
efficiency as high as 60 percent, compared to 40 percent for fossil-fuel plants and
33 percent for fission-powered plants.

In both the short and long run decontrolling prices in the energy industry-
including natural gas, which Congress still controls-will stimulate production
and limit demands for energy.

Regardless of the economic adjustments that will have to be made in the next
few years because of the fuel shortage, the long-run prospects for continued
growth and development of the world economy will depend in large measure on
the willingness of nations to relax existing barriers to trade and investment. The
nationalistic reaction of Western Europe to the reduced flow of oil from the Middle
East does not augur well for such cooperation. It is only being realistic to re-
cognize the present danger of a general backsliding into the beggar-my-neighbor
policies of the leading nations in the 1930's which led to a downward spiral of
successive contractions in world output, incomes and employment, culminating
in a worldwide depression.

If this dismal outcome is to be avoided, national policy in all the industrialized
nations, including the United States, has to face up to the question: Shall we
protect declining industries that are being subjected to intensified foreign com-
petition or shall we by various incentives, ease the necessary shifts of capital and
manpower from such industries into those in which we enjoy a comparative ad-
vantage, thereby contributing to continued world economic growth?

For a long time business has been trying to tell the country that our Federal
tax system, by penalizing savings and investment more than in other industrial
nations, slows the growth and updating of our lagging stock of capital and so
retards productivity in the economy and makes us less competitive internationally.

Economic growth requires investment, but in the period 1960-71 the United
States lagged behind all major industrial nations in the share of total otuput
allocated to capital formation. Linked to these developments, productivity gains
were less than half the average in 10 major industrial nations, 2.9 percent compared
to the other nation's average of 6.1 percent.

Moreover, prospects for productivity gains in the 1970's in the United States
are slightly below historical trends because of several factors: a continuing shift
from high productivity goods production to lower productivity services, slower
emigration from farms, a leveling of research outlays and a lesser emphasis on
science, engineering and business in formal education.

NATIONS HAVE BECOME MORE INTERDEPENDENT

The world fuel shortage is only one graphic current example of an overwhelming
fact, the more industrialized each country becomes, the more dependent it
becomes on its trading partners.

Powerful forces are remolding the world economy, new technology, widely
diffused through international business, has promoted international division of
labor in the industrialized West. Burgeoning multinational corporations have
accelerated this development. And rising expectations have made less developed
nations impatient to share the West's affluence. But at the same time, the economic
gap between the affluent West and the underdeveloped countries has widened
as population growth in these countries has outstripped their capacity to produce.

From the end of World War II through the sixties much of the world depended
on a continuing flow of food, raw materials, and capital equipment from the
United States and other New World countries. During that period the United
States accounted for 85 percent of total export surpluses in the Western World,
with the bulk of our exports being financed through our own dollar credits-

In the fifties, when the Marshall plan and other postwar reconstruction plans
were being implemented, Europe and Japan were still hastily rebuilding their
wartorn economies and the U.S. economy was the strongest in the world. Today
our competitive strength is challenged by Japan and the enlarged European
Economic Community which now accounts for half of world trade in industrial
products.

By 1970 world trade had increased to five times its 1950 level, but the increase
primarily benefited the Common Market and Japan. The Common Market's
share of the vastly expanded postwar trade volume just about doubled, from 15
percent in 1950 to 28 percent in 1970. Japan's share rose from 1 percent to 6
percent. Japan's record of export growth has been unparalleled, an annual growth
rate of 19 percent over the 1950-70 period. In sharp contrast, the United States'
share of world exports has declined from 16 to 14 percent.
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During the 1950-70 period, there were many parallels between the leading
economic position of the United States and Britain's earlier heyday when the
machine processes of the Industrial Revolution gave her technical and economic
superiority. Like Britain in earlier times, the United States has led in the devel-
opment of world trade and investment. BuG the strength of nationalistic sentiment
among the underdeveloped countries precludes any organization of trade and
investment by the United States along 19th century British lines. In the 19th
century, the world trading system rested on a division of kbor between advanced
industrial creditor countries and backward raw-material producing debtor coun-
tries. Today the trading system is being refashioned, not through colonialism,
which perished with the first World War, but through increasing internationaliza-
tion of business and production under the aegis of the multinational corporation.

International trade has gone through two phases in the last century. Its first
phase in the first half of the 19th century was the exchange of European manu-
factures for nonmanufactured goods from the rest of the world. From about 1860,
Western European capital began to flow into construction and operation of ports,
railroads, and plantations all over the world. Production was then developed on a
large scale for export to Europe. Mining, together with tea, cocoa, coffee, sugar,
rubber, jute, and indigo plantations, tin smelters in Malaya and refrigerated
meatworks in Argentina swelled the volume of world trade. This outpouring of
capital and organizing skills raised both exports and imports, but the colonial
world became dependent on the West. The ending of this colonial dependence
has ushered in the second phase of international trade-industrial nations'
dependence on imports of vast amounts of industrial raw materials and energv
sources that are only available in quantity from developing countries. The "have'
nations are becoming the "have nots" as their dependence on raw material
producing areas, like the Middle East, increases.

Of all the diverse forces affecting economic growth and international inter-
dependence today the most powerful and pervasive is applied science, including
the science of management. The vehicle for worldwide technological diffusion is
international business enterprises, sometimes taking the form of foreign branches
or subsidiaries of firms headquartered in industrialized countries, at other times
taking the form of joint enterprises representing several different industrialized
countries. These companies have interpenetrated each other's markets as weli as
the markets of the less advanced countries. Productivity cannot be expanded in
countries such as India and China unless capital, technical skill, and organizing
ability are provided them. But these productive requirements can no longer be
furnished on the old colonial terms. The nationalistic leaders of the third world
are highly sensitive to majority control of their industry by foreigners and are
moving, as in Latin America, the Middle East, and even in industrialized nations
like Canada, to vest such control in the hands of their own nationals.

To the extent that the world trading system still rests on a division of labor
between advanced industrial creditor nations and backward raw material pro-
ducing debtor countries, it must be refashioned. There will always be scope for
territorial division of labor. But increasingly world division of labor will be based
on advantages in natural resources rather than organization of technical knowledge
over which the dominant white race can hardly expect to enjoy a permanent
monopoly. Of all human skills the organization of technical knowledge is not
only the most productive but also the most readily transferable.

THE "MIXED ECONOMY" Is GOING INTERNATIONAL

Four major developments have internationalized "the mixed economy":
national economic planning, new forms of business enterprise, the opening up of
trade between the communist and noncommunist world and greater capital flows
between countries. The national plans now being drawn up in some of the under-
developed countries, such as China, lean heavily on the Russian experience,
especially in the priorities of development, the location of strategic industries and,
above all, in the training of technicians. If necessary, these underdeveloped
countries, like Russia in the past, will endure a transitional period of forced
savings to accumulate the capital necessary for modernization and, like Russia
today, they can be counted on to add increasingly to world trade. Private enter-
prise must be prepared to accept and work within the new political order.

Internationally, new forms of business enterprise have arisen. U.S. corporations
have poured capital into the petroleum rich areas of the Middle East. The Rocke-
feller interests have created new industries in Latin America with the assistance
of national governments and the participation of local interests. It has become
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standard practice among many corporations to secure investment of local foreign
capital in branch operations abroad and to recruit and train local management.

But the major challenge to the resourcefulness of the Western World lies in
Asia, including Russia. The challenge is to bring Asian countries more fully into
the world trading system. The circuits of world trade and the multilateral clearing
of payments cannot be restored until Asian nations can utilize the technical skills
and organizing skills of the scientific West. This is largely the problem of putting
to work the productive capacities of corporate enterprise in ways acceptable to the
nationalism of the underdeveloped countries. The expansion of productivity in
Asia is the key to continued growth in the triangular goods and payments flows
among the United States, Europe, and Asia.

We are beginning to see an accelerated "reverse flow" of direct dollar investment
not only from West Europeans but particularly from the Japanese, stimulated
by the cheapening of our dollar by as much as 46 percent compared to the mark
and 27 percent compared to the yen. It is entirely possible that before long some
American writer will produce a book entitled "The European Challenge," com-
parable to Jacques Servan-Schreiber's decade-old "The American Challenge,"
which warned that American firms threatened to take over West European in-
dustry. What has happened to this dire prediction? Rather than becoming
dominantly American, investment in Western Europe has become more
internationalized through consortia and similar arrangements.

In a recent year, of a gross world product of $3 trillion, about one-third was
produced by the United States, one-third by other noncommunist industrial
nations, and one-third by the communist nations and the developing countries.
The share of gross world product (GWP) accounted for by U.S. based multi-
national enterprise was only 15 percent in 1970. However, the percentage of GWP
contributed by all multinational companies is growing at the rate of 10 percent
per year. At this rate multinationals will generate one-half or more of GWP in
less than 30 years.

The administration, through its trade bill, hopes to be able to negotiate lower
tariffs and reduce nontariff barriers erected by our trading partners, especially
Western Europe and Japan. If successful, the stimulus to our exports resulting
from dollar devaluation will be reinforced, but so will imports, which are already
destined to go up because of rising incomes and especially, our growing dependence
on foreign sources of energy.

How THE UNITED STATES CAN MEET THE PRODUCTIVITY CHALLENGE

If it is true that the dollar was overvalued in the 1968-71 period, as many
economists contend, this factor in itself would have depressed exports and in-
creased imports. Now, apparently, this overvaluation has been eliminated and,
in contrast, the dollar may be somewhat undervalued, thereby stimulating exports
and restraining imports. But this fact should not blind us to the need continuously
to find ways to upgrade our productivity, for productivity in the last analysis is
the key to economic progress. Ever since the first Peter Peterson report on our
foreign economic policy appeared in December 1971, the administration has
stressed the role played by productivity in our balance of payments.

Productivity offers the greatest potential for raising per capita output and
living standards, because while natural and human resources are limited and
subject to diminishing returns, there is almost no limit to the scientific and tech-
nological frontier that largely shapes productivity gains. In the opinion of John
Kendrick, an international authority on this subject, the higher rates of productiv-
ity in the Common Market countries and Japan than in the United States in the
1968-71 period mostly represented catching up with our advanced technology
while we were developing new technologies. Our national economic policies must
encourage widespread exploitation of these new technologies if we are to remain
competitive.

In this connection we must not fall into the trap of over emphasizing a favorable
trade balance in our foreign economic policies at the risk of overlooking the changed
character of international business. This business is based increasingly on compara-
tive advantage unhampered by political boundaries. For example, sales by
American subsidiaries located abroad stimulate foreign economies and raise
foreign incomes and employment which, as a feedback into our economy, raise
our exports, incomes, and employment. The same is true of foreign direct invest-
ment in the United States. Unquestionably, the resulting new patterns of in-
dustrial and employment growth will not be the same as in the 19th century or
the early decades of the 20th century. But even in a closed economy the develop-
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ment of new productive methods, new products, new human skills, and exploitation
of new natural resources would have changed the relative importance and com-
parative efficiencies of major industries. Good examples are the development of
nonferrous metals and plastics as competitors for steel, of truck and air freight
for the railroads, of synthetic fibers for wool and cotton and of electronic communi-
cation for the more conventional types. Over the long run new technology creates
employment, not unemployment. Our jobless rates are no greater today than
they were 50 or 100 years ago, despite the fact that there has been literally a
technological revolution. Moreover, there is just no magic way to get productivity
advance without investing more heavily in R. & D. and in more modern plant
and equipment.

We must step up our real outlays for R. & D. which began leveling off in the
mid-1960's. Basic research provides the pool of knowledge from which applied
research draws. Unless this pool is constantly replenished we are in danger of
losing our technological leadership. Our major foreign competitors have set up
large organizations to research methods of increasing productivity. In Europe
the French and German productivity councils were started under the Marshall
plan in the 1950's; and a Japanese productivity center was started in 1953 at the
urging of the United States. In contrast, our 20-man National Commission on
Productivity after more than 3 years, following a very slow start, has just com-
menced to show some results by sparking a program for measuring productivity
in the Federal Government and for increasing efficiency in State and localgovernments.

Indeed, some people have argued that the most crucial productivity problems
are found in Government, which has shown the least concern for worker procud-
tivity. Another generation of Government neglect of productivity could impose
a heavy burden on business and the economy. Not only is productivity lagging
in the public sector, but little is being done to correct it. In industry, on the other
hand, the powerful forces of competition provide strong incentives to innovate.
Unless urban government in particular gets out of its rut of complacency, the
sharply rising demand for labor-intensive urban services will produce either an
explosive increase in costs or a shortage of such services. Modernizing its manage-
ment techniques, upgrading its talent and expanding the role of commercial
suppliers are essential for all levels of government, but especially for states and
localities. A useful service that the Productivity Commission could perform is
to act as the national policy focal point for examining all of our national laws
affecting productivity-especially tax laws-to see where improvements might
be made.

More favorable tax treatment has induced higher rates of private capital
formation in other industrial countries than in the United States. At a 48-percent
tax rate and with straight-line depreciation, the corporate income tax alone more
than doubles the rate of return required to justify capital investment. West Germany,
Britain, Belgium, Canada, and Japan all place a lesser tax burden on capital
formation than does the United States, despite the investment tax credit and
accelerated depreciation features of our corporate tax law.

CONCLUSIONS

The answer to our international economic problems lies only partially in im-
provement of our trade balance. One of our principal goals must be to encourage
the development of foreign markets for our products, whether produced domes-
tically and exported or produced by U.S. firms located abroad. The multinational
corporation is an efficient means of acquiring and maintaining these markets.
By internationalizing the production process, foreign operations of multinationals
have become the single largest customers of U.S. exports and the largest supplier
of vital energy imports.

Continued foreign direct investment by U.S. multinationals is essential to
foreign market access and position. If our multinationals are hampered by higher
taxes or controls on technology, exports or investment abroad, they will be handi-
capped as they try to compete with the growing presence of foreign-based MNC's
If we ever could claim to be self-sufficient, we most definitely can no longer make
that claim. A healthy world business climate is one in which the maximum op-
portunities for-comparative advantage can be enjoyed with the greatest possible
mobility of resources and high-technology enterprise. Productivity raising invest-
ment is all the more important in view of environmental protection laws and regu-
lations that add to unit production costs but do not get into our output measures.
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Certainly there will be costs of reallocating resources as production patterns change
by industry and by location; but society in the long run will be further ahead by
encouraging resource reallocation and absorbing reallocation costs rather than
reducing productivity through ill-advised protectionist measures, such as im-
port and export controls.

These underlying economic principles are recognized by the official negotiators
in the current and upcoming international discussions on trade, money, energy,
and defense, but quid-pro-quo's and trade-offs will have to be effected if world
trade and investment are to continue to grow. This was the theme of the second
Peterson report, which was submitted to the President last June, but has not
been made public. The report's thesis is that the United States must avoid a
showdown with Europe and Japan and seek mutual concessions in the four
related areas of monetary arrangements, trade agreements, energy needs, and
the sharing of defense burdens. The idea of such a broad linkage in negotiations
on these subjects drew a favorable response last July at a meeting in Copenhagen
of the foreign ministers of the Common Market countries. The ministers agreed to
prepare concrete proposals for discussions with the United States on a new
t 'Atlantic Charter." The notion of a new Atlantic Charter was proposed by Henry
Kissinger last April as a framework for linking economic and political issues.
But at present the nine Common Market countries have a joint negotiating
position only on trade matters.

There is no unanimity within the administration on the issues of money, trade,
energy, and defense. At one extreme the State Department opposes tough bargain-
ing on economic issues that might strain diplomatic and defense relations with
allies. At the opposite extreme Treasury wants to use the trade negotiations as
leverage for monetary reform. The interests of other departments fall somewhere
between State and Treasury. For example, Agriculture wants to attack the
Common Market's protectionist agricultural policy to widen markets for our
agricultural exports. There are no easy solutions to these questions, but the need is
urgent for finding and cultivating common grounds for effective compromises.

The ideal world business climate would be one in which the world economy
would be as open and free from political and social impediments as our domestic
market-an economy in which labor and capital would be free to move from low-
productivity to high-productivity employment. Attainment of such a high degree
of resource mobility can hardly be expected in the near future; but the growing
economic interdependence of nations is a powerful long-term force at work
persuading trading nations that there are mutual advantages to be gained from an
improved international monetary system, less protectionism and a higher rate of
technological innovation than at present.

The United States faltered in its world economic leadership during the unhappy
Vietnam era. It lost the momentum gained during the Kennedy Round of trade
liberalization as we repeated the error of the British after World War I and kept
our currency officially overvalued at a time when heavy Vietnam spending was
pumping billions of dollars into world money markets. But there are signs of an
approaching agreement on reforming the world monetary system, especially the
joint statement issued by the United States and six leading European nations
last November 14 ending the two-tier gold market. This was an important step
toward eliminating gold from its central role in the present system.

Another favorable sign is the apparent defeat of the protectionist coalition that
sponsored the Burke-Hartke bill, especially organized labor, which fears the
competition of foreign labor.

A third favorable sign is the growing emphasis on our need to raise productivity
if we are to remain competitive. So long as the dollar was undervalued following
the Smithsonian agreement in December 1971, our exports enjoyed an artificial
competitive edge, reflected in an improved trade balance since then. But that
artificial advantage may have disappeared by now, since the trade-weighted
average devaluation of the dollar on November 14 was only 6.32 percent. If this
artificial stimulus to exports has disappeared, Hendrik Houthakker's expectation
of a high and rising export surplus in this decade may not be justified in the
presence of other factors. The principal additional factors are those bearing
adversely on our productivity, ranging all the way from discriminatory tax laws
to anticompetitive labor union practices and higher costs of imported raw ma-
terials, including fuel. The "Days of Wine and Roses" are over in our export
relations. National economic policy should recognize this fact. If American
business is given the opportunity to show what it can do, freed from govern-
mentally imposed restraints, it can once again lead the world in exports
and foreign-based sales by U.S. corporations. Failing this, we may never re-
capture the high percentage of world exports we formerly enjoyed.



COMMITTEE FOR ECONOMIC DEVELOPMENT

By PHILIP M. KLUTZNICK, Chairman, Research and Policy Committee

I appreciate this opportunity to comment on the economic report
of the President and the annual report of the Council of Economic
Advisers on behalf of CED's Research and Policy Committee. As you
know, our committee has presented testimony on the two reports
ever since these annual reviews were initiated. We are greatly pleased
to share our views with you again this year.

The challenges that confront economic policymakers this year are
exceptionally difficult, given the simultaneous emergence of rampant
inflation and lagging demand and the extraordinarily complex domes-
tic and international problems related to the energy situation. The
Council should be commended for approaching these problems with
considerable candor and for recognizing the importance of contingency
planning. My comments will focus primarily on the considerations that
should underlie such contingency planning; on the role of wage-price
policies; and on some of the longer range structural reforms that
deserve high priority if sound economic growth without inflation is to
be restored. In addition, I shall comment on a number of the new
program initiatives announced by the administration as well as on
international economic issues.

FISCAL AND MONETARY POLICIES

The Council's economic projection for 1974 envisages 1 percent
growth in real GNP, a 52 percent average unemployment rate, and a
7 percent price rise. Underlying this projection is the assumption that
there will be changes in direction within the year, with no net real
growth experienced in the first half but more than 4 percent real
growth in the second. Price increases are expected to ease later in
1974, following very pronounced bulges in price levels in the early part
of the year.

Quite clearly, this projection is subject to an unusual degree of
uncertainty. Indeed, development s since the publication of the
economic report suggest that pice increases may already have been
higher and the weakening of economic activity greater than the
Council initially envisaged. Of course, both the high rate of price
increase and the rise in unemployment have to a considerable extent
been associated with shortages of energy and other supplies that have
had a concentrated impact on selected product and geographical
areas. I can testify from personal knowledge, for example, that ma-
terials as well as energy bottlenecks have become a very real problem
for various types of construction activity. It is thus not yet clear to
what extent significant changes in the supply situation would affect
the underlying course of demand.

One possibility is that with an end of the oil embargo and an easing
of energy and related shortages, there will be a marked resurgence of
consumer and business confidence as well as spending. Even now, I
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find the continuing strength of capital spending very impressive. It
seems clear, moreover, that over the years ahead, there will be enor-
mous demands for capital expenditures in various areas of the economy,
particularly in energy-related industries; and growing realization of
this prospect should in itself tend to strengthen business sentiment.
Together with the expected very sizable expansion of Government
outlays, the factors I have cited could conceivably lead to a stronger
upturn in activity later this year than the Council projects.

Of course, an improved supply-demand balance in both the energy
and agricultural commodity areas, plus the beneficial effects on
domestic price levels resulting from dollar appreciation, might bring
about a significant easing of inflationary pressures. Nevertheless,
there are clearly substantial risks that a rapid resurence of demand
could result in significantly greater-than-projected inflation, especially
if it should turn out that a substantial share of the current weakening
in activity is attributable to supply bottlenecks and shortages of
capacity. These considerations highlight the dangers of overstimulating
the economy.

Another possible course of events-and one that appears to me as
the more likely contingency as of this moment-is that the economy
will show a more pronounced weakening than the Council anticipates,
involving a sharper than projected downturn in the first half of the
year and inadequate or no recovery in the second half. Among the
factors that could produce this result are the following:

(a) Automobile demand might not pick up as much as forecast in
the second half of the year, particularly if there are continued disloca-
tions and uncertainties related to the gasoline shortage.

(b) It seems doubtful that housing demand and activity will register
the kind of upturn normally associated with credit easing, given con-
sumer uncertainties about the energy situation, the fact that there
was considerable overbuilding of middle and upper income units in the
past few years, and the impediments to construction stemming from
various shortages. With only very limited "unfreezing" of funds for
new construction of subsidized units for lower income families, more-
over, public construction of housing units is scheduled to proceed at a
relatively slow pace.

(c) The sharp rise in the prices of energy and food could lead to
substantial discouragement of the consumption of other products.
Thus, to the extent that earnings generated by oil price increases are
not directly plowed back into the U.S. income stream, the higher oil
price tends to have the same dampening effect on overall demand as a
tax on consumers that is not used for new Government spending. It is
not clear that CEA's projections have taken full account of this defla-
tionary factor, which might amount to as much as $20 billion.

(d) Similar deflationary effects of higher oil prices on other oil-
importing countries will add to the weakness of their economies and
reduce their purchases from us. The resulting reduction in our net
exports could be very substantial, particularly if the dollar continues
to appreciate.

(e) Capital outlays might not hold up as well auring 1974 as is
suggested by current surveys of spending plans, particularly if supply
shortages interfere with production schedules.
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(J) Although a very sizable increase in Federal spending is projected
in the new budget, actual Federal spending has recently been lagging
behind budget projections, and it is questionable whether spending
in the remainder of the current fiscal year can be stepped up as fast as
planned.

Clearly, the contingency plans needed to cope with the uncertainties
I have outlined will have to be directed both at averting or counter-
acting a serious weakening in the economy and at minimizing the risks
of inflation. The Council indicates that it is developing such plans.
However, it has provided few specifics as to what they might contain.

In my view, more intensive public exploration is desirable, both
with respect to the time when added action may have to be taken, and
to the types of action required. Clearly, there are risks in widespread
discussion of such plans. To the extent that they are directed at
providing greater fiscal stimulus, they may overly whet the public's
appetite for spending or tax reduction measures that may not turn out
to be necessary. Nevertheless, if adequate and well-considered action
is to be taken in time, careful advance preparations are required that
should involve the Congress, the public as well as the administration.

As regards timing, the Council notes there is relatively little that
changes in fiscal and monetary policies that might be adopted now
could do to affect the course of economic events in the first half of
1974, given the time lags between initiation of policy measures and
their impact. It does not, however, stress the corollary point: that
contingency measures to deal with emerging signs of significant
deviations from the CEA forecast would have to be initiated soon to
have an effect during the second half of 1974. In my view, the ad-
ministration and the Congress should give explicit joint consideration
now regarding the conditions and point in time that would call for
initiation of contingency measures.

What about the types of contingency measures that should be
considered? In line with the views we expressed in our 1972 policy
statement, "High Employment Without Inflation," we believe that
strong efforts should be made to assure that stimulative measures do
not overshoot their mark and thus add to future inflation. Hence, we
favor the greatest feasible use of measures that are self-limiting or
easily terminated when no longer needed. Wherever possible, moreover,
increases in spending should be concentrated in the areas that have the
highest social priority.

These principles suggest that it would be desirable to use the follow-
ing approach if additional stimulus through larger expenditures be-
came appropriate. Unemployment insurance benefits should be
substantially strengthened and extended. Considerable emphasis
should be placed on signficantly enlarged public service employment
programs that would be automatically phased down once the volume
of unemployment declines to specified levels. In addition to the self-
limiting feature, these types of expenditures have the advantage of
being directly pinpointed toward the alleviation of unemployment;
in the aggregate, they are thus likely to prove less costly than other
means in achieving this objective. I also believe that consideration
might be given to special forms of aid to States and localities that
would be designed to help offset the shortfall in their revenues attrib-
utable to the weakness of the economy.
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As discussed further below, there is, in addition, a strong case on
both short term and longer range grounds for stepping up assistance to
low income housing. We also favor acceleration of defense spending
that can be clearly justified on national security grounds. However, we
believe it is important to guard against any tendency to relax scrutiny
of program additions in this area merely because they would have
favorable near-term employment effects and because such programs
can often be expanded more quickly than many nondefense activites.

If increased use of "self-limiting" expenditures, together with
appropriate actions in the monetary area, should not be enough to
provide the needed stimulus, some action in the tax area might also

be desirable. We would, however, urge great caution in resorting to
such a step because of the need for assuring an adequate future revenue
base. Thus, tax cuts used to cushion an economic downturn should,
where possible, be of a type that can be reversed relatively promptly
when the economic situation improves.

CED has in the p st advocated changes in personal and corporate
income tax rates to counteract tro g cyclical forces. We have also
stressed, however, that the appropriate form of tax change should be
decided by the Congress in the light of circumstances. While the
Research and Policy Committee has traditionally held that tax
adjustments for stabilization purposes should not involve changes in
relative tax burdens, I believe that in the very unusual situation now
facing us, the most suitable type of tax reduction-if such a reduction
is needed at all-is likely to be one that would ease the tax burden on
lower and middle-income taxpayers, that is, the groups that are
hardest hit by the regressive impact of sharply higher energy and food
prices. In this connection, consideration might, for example, be given
to a temporary reduction in the social security tax rate, or to a tempo-
rary income tax credit of a stated amount. Such measures would not
only be appropriate on equity grounds; they might also help lessen
the intensity of wage demands and the risk of an accelerated wage-
price spiral. Of course, adoption of one or more of these tax changes
might also be desirable on longer-term grounds; but if tax cuts are
made for such reasons, they should normally be linked to equivalent
actions to restore permanent revenue or reduce outlays.

The possible need for tax changes to counteract cyclical develop-
ments gives new emphasis to our long-held view that better procedures
are required to permit prompt action to institute such changes. In our
1969 policy statement, "Fiscal and Monetary Policies for Steady
Economic Growth," we called for giving the President discretionary
authority to raise or lower ncome taxes by specified amounts. How-
ever, the particular technique used for achieving greater fiscal flexi-
bility is less important than getting the desired results. An alternative
to our proposal would be the establishment of standby congressional
procedures that would facilitate rapid action in the tax area when
required.

L: t me emphasize, finally, that no contingency strategy is likely to
be satisfactory unless greatly improved procedures are instituted to
give the Congress and the executive branch effective control over the
budget process. Our strong views in this area were most recently
expressed in the July 1973 statement by our program committee,
"Improving Federal Budget Control." We are encouraged by the
progress toward basic reforms in the Congressional budget process
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that now appears to be underway. t is vitally important, however,
that the reforms which are finally adopted give the Congress really
meaningful control over all aspects of Federal spending and revenues
and do not dilute this control through various exceptions and options
for backdoor spending. We urge, moreover, that the needed reforms
be instituted as p.omptly as possible.

WAGE-PRICE AND STRUCTURAL MEASURES

In our 1972 statement, "High Employment Without Inflation:
A Positive Program for Economic Stabilization," we called for: (a)
selective phasing out of compulsory wage-price controls as soon as
feasible; (b) continuing governmental monmtoring of wage-price de-
velopments and efforts by a Presidential board to secure adherence
to responsible wage and price behavior on a voluntary basis; (c)
greatly increased stress on structural measures to increase supply,
productivity, and competitiveness; and (d) continuation of standby
au~ithority for compulsory controls as long as necessary.

I was glad to note that the Council will be expected to serve
as a focal point for efforts to reduce the inflationary impact of the
Federal Government's own operations. The need for such an arrange-
ment was strongly urged in our 1970 statement, "Further Weapons
Against Inflation," in which we called for the creation of an agency
that would act as "public defender of the price stability objective
within the Government." We hope, too, that the Council will serve
as an important catalyst for concerted efforts to increase productivity
at all levels of Government, a subject which our committee is cur-
rently studying in depth.

The Council's report stresses the very limited effectiveness of wage-
price controls under the conditions of supply shortages and commodity
inflation which prevailed in 1973, though it notes that "the operation
of controls during 1971 and 1972, bringing about a good balance in
the structure of wages, may have helped to avoid a repetition in 1973
of the kind of wage spiral the country was experiencing before August
1971." However, there is almost no discussion of the new types of
wage-price problems that may come to the fore in 1974. In some
respects, 197. is likely to resemble 1971 when high and rising unem-
ployment accompanied high inflation rates.

We are particularly concerned with the possibility that the recent
very large increase in living costs caused mainly by the sharp climb
in energy and food prices might trigger a renewed wage-price spiral.
The enlarged earnings from these higher prices have accrued to a
few industries only and partly flow to foreign producers. Hence, most
U.S firms are not able to provide full compensation for the rise in
living costs to their employees without raising their own prices further
In this situation, there could be a case for a somewhat more active
governmental role in wage-price matters than the Council seems to
envisage, though hopefully only within the context of a voluntary
income policy

To permit a prompt response to contingencies, however, it would
seem desirable to retain at least limited standby authority for compul-
sory controls. If such authority were to be provided, however, great
care would have to be taken that any reimposition of controls on
particular industries only be permitted on the basis of a "due process"

32-37B 0 - 74 - 6 (Pt. 5)
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procedure that provides adequate opportunity for business, labor
and the public to present their views at appropriate hearings.

NEW PROGRAM INITIATIVES

The President's economic messages this year include important new
program initiatives in the areas of welfare reform, housing, health-care
and higher education. We welcome the general thrust of these initia-
tives, which closely parallel the proposals that our committee had
made in a series of recent policy statements.

Welfare reform.-The administration's new welfare reform proposals
will apparently call for direct cash assistance to assure a minimum
income to those in need, whether the need results from inadequate
earnings or inability to work. The new program, unlike the earlier
family assistance plan, is expected to cover single persons as well as
family members. At the same time, the program will provide for
strong work incentives. All of this is in accord with the recommenda-
tions made in our 1970 policy statement, "Improving the Public
Welfare System." -

Housing.-The new housing program basically favors direct cash
assistance for housing low income families and calls for stepped-up
experimentation with such programs. At the same time, it partially
reverses the earlier suspension of existing programs to subsidize
construction of low income housing. Both of these steps were recom-
mended in our 1973 policy statement, "Financing the Nation's
Housing Needs."

In our view, however, the overall level of assistance for low-income
housing is still far from adequate in relation to needs, particularly
since it will take considerable time before any housing allowance
program can be implemented on a wide scale. We believe that a
further "unfreezing" of subsidies for the building of new homes is
needed to avoid a serious shortfall in the availability of housing for
moderate and low-income families over the next few years.

Health care.-Our April 1973 statement, "Building a National
Health Care System," called for universal national health insurance
coverage as well as for major steps to improve the organization and
delivery of health care and to overcome the severe inflationary
problems of the industry. While somewhat less comprehensive than
our proposed program, the administration's plan would also offer a
basic level of national health care protection through a three-part
system based on employer-coverage, existing Federa programs such
as medicare, and a third category covering low-income and high-risk
groups on an income-related basis. We believe that such a three-
category approach, implemented on a carefully-phased basis, repre-
sents the best means of moving toward the goal of greatly improved
health care for all while at the same time making optimum use of
existing institutional mechanisms. Unlike the Administration's plan,
however, our proposals would not limit eligibility for the third cate-
gory to low-income and high-risk individuals but would make it
available to all persons not eligible for other arrangements.

Higher education.-Our 1973 policy statement, "The Management
and Financing of Colleges," stressesd the desirability of increasing
the proportion of Federal aid that is given to students directly rather
than through institutions, and of enlarging the scope of Federal student
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loan and guarantee programs. We welcome the proposals along these
lines that are contained in the President's Budget and Economic
Report.

Let me emphasize that our support for new programs in each of these
areas is not merely based on a recognition that they represent a
needed response to urgent social needs. It also reflects our strong con-
viction that basic reforms are required to assure that these needs
will in the future be met in a much more rational, effective, and
economic fashion than has been the case to date.

INTERNATIONAL ECONOMIC POLICIES

We fully agree with the Council's emphasis on the need for new or
strengthened arrangements for international cooperation in the
monetary, trade, and investment fields. In our view, it would be hard
to overstress the urgency of achieving solid progress in these areas.

This note of urgency was already sounded in our July 1973 policy
statement, "Strengthening the World Monetary System," in which
we indicated that "major questions remain as to whether cooperation
will in fact persist or give way to a series of competitive depreciations
of major currencies and uncoordinated proliferation of national
controls over trade and capital movements. In the absence of a clear
indication that there is fundamental agreement on the rules of the
game and basic willingness to abide by a central authority that will
enforce these rules, the danger remains very real that the world will
be moving toward a system of economic warfare among increasingly
separated regional trading blocs." Since then, the dramatic oil price
increases by a number of producing countries have made these
dangers much more apparent and imminent.

As regards world monetary arrangements, our 1973 statement
emphasized that exchange rates should henceforth play a substantially
larger role in balance-of-payments adjustment than under the Bretton
Woods regime, but that a need for some official intervention in exchange
markets would remain, We concluded that the essential needs of sound
international trade and finance could be met either by a system of
managed floats or by adjustable parities subject to frequent and rela-
tively small adjustments. The more important task, we stressed, was
to develop a clear set of internationally agreed-upon rules to govern
whatever kind of exchange rate system might be emerging, and to
assure that adequate rules also existed with respect to the use of
controls on trade and capital movements. We further urged that the
focal point for cooperative monetary arrangements whould be a
strengthened International Monetary Fund.

It is encouraging that the focus of international monetary discussions
has moved in the directions we have urged. There is now a wide recogni-
tion that a high degree of international cooperation is needed to avoid
a spread of beggar-thy-neighbor policies among the industrial na-
tions-a threat posed by the fact that these countries as a group are
running large payments deficits vis-a-vis the oil producers, and by the
possibility that these deficits may serve as a serious depressant on
domestic economic activity in these countries.

One element of a successful solution must clearly lie in the develop-
ment of adequate arrangements through which the extremely large
foreign exchange earnings that are accruing to the petroleum-
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producing countries as a result of the oil price increase will be invested
or otherwise respent in ways most conducive to a high level of inter-
national economic activity and viable balance-of-payments relation-
ships. Private market mechanisms should be able to accomplish
much of this task, provided they are allowed to function effectively.
In this connection, we strongly applaud the recent termination of
U.S. capital controls. This step should facilitate the ability of our
capital markets to attract funds from the oil-producing countries
and elsewhere and to permit the orderly channeling of such funds
into productive uses, both within the United States and abroad.

Additional steps would, however, also appear to be needed to facili-
tate the orderly recycling of funds that are now flowing to the oil-
producing countries. Such steps might well include the creation of
new types of credit facilities within the International Monetary
Fund. As was pointed out in our 1973 statement, a case for establish-
ing such a facility exists quite apart from the special problems posed
by the accumulation of large international reserves by the oil
producers.

A need also exists for new bilateral and multilateral arrangements
specifically designed to assist the flow of funds from the oil-producing
to the less-developed countries. At the same time, there is an urgent
need to assure an adequate flow of development assistance from the
industrial countries. In this connection, we consider it highly important
that the United States take prompt action to meet its obligations
toward the International Development Association.

Paralleling the need for international cooperation in the monetary
and investment areas is the urgent requirement for significant progress
in the current international trade negotiations. To make such progress
possible, it is essential that the President be given prompt and ade-
quate authority to conduct such negotiations.

There are numerous areas in which international agreement on
trade matters will be required. In the context of the present interna-
tional economic turmoil, for example, it will be especially important to
agree on appropriate measures to minmize serious disruptive effects on
both producers and consumers stemming from the extraordinarily
large recent shifts in world trading and financial relationships. Thus,
as the Council's report points out, there is a clear need for
internationally-agreed rules to govern "safeguard" arrangements
that are designed to provide temporary assistance to producers faced
with problems of sudden and large import increases.

Equally important in a world of greatly increased supply scarcities,
however, will be the development of intergovernmental arrangements
that assure reasonable access to raw material supplies. Such arrange-
ments, in turn, will need to incorporate multilateral rules governing
cases where countries employ limitations on exports as a safeguard
for domestic consumers who might otherwise be exposed to extremely
large price increases.

Finally, there are numerous ways in which cooperative interna-
tional action can help to resolve the longer-range problems in the
fields of energy and raw materials that have recently come to the
forefront of public attention. Our committee is currently giving
intensive study to this subject and it is our hope that we shall soon be
able to make a constructive contribution to the emerging dialog in
this area.
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As I indicated at the outset of this statement, the convergence of a
series of unusual events and trends has made the present time an
exceptionally hazardous one for economic policymaking. Effective
policies wvill thus require a high degree of alertness-and ability to
respond-to shifts in the underlying balance of economic forces as
well as to the emergence of new influences. This is why the principal
emphasis in this statement has been on the need for adequate con-
tingency planning, and on the importance of equipping our economic
officials with sufficient authority to put these plans into prompt
effect if they are needed.



COMMUNICATIONS WORKERS OF AMERICA

By JOSEPH A. BEIRNE, President

As president of the Communications Workers of America represent-
ing over 550,000 working people throughout this country, I welcome
this opportunity to express the concern of thousands of our members
over the economic issues currently facing the Nation.

In the last few years, the U.S. economy has encountered an unusual
number of problem or "crisis" situations. It appears that as soon as
one problem is resolved a new and more serious one emerges. In
mid-1970, for example, the administration publicly agonized about
keeping labor's demands under control, balancing the Federal budget
and strengthening the dollar in world trade. At that time, we were in
the face of rampant inflation, growing unemployment, recurrent
balance of payment deficits, and the first recession in 10 years. Since
then, there has been moderate success in solving some of these
problems.

The Federal budget appears to be in balance as revised estimates
for the calendar year 1973 show a surplus of receipts over expenditures
reaching nearly $1% billion. Unemployment has been marginally
reduced from an average of 5.9 percent reached in 1971 to 4.9 percent
last year, a level which is high compared to the sub 4-percent levels
reached in the last 3 years of the Johnson administration. In the third
quarter of 1973, the United States realized its first balance-of-pay-
ments surplus in 3 years. But these achievements have not brought
about the economic stability that we enjoyed in the decade of the
1960's. Instead, the Nation's current economic problems are clearly
the worst in decades.

Headlining today's problems are an extraordinary array of shortages
and supply dislocations, with the "energy crisis" attracting the most
attention. Many economists are indicating that the economy may be
sliding into a recession with unemployment rising over 6 percent. But
the persistent high rate of inflation remains to be our central problem
and most difficult test as high prices continue to flare up in different
areas for new and different reasons.

Throughout the decade of the sixties, inflation rose at an annual
rate of 3.1 percent, as measured by the yearly average Consumer
Price Index. During this period, it was generally considered that in-
flation and other maladies of the business cycle could be minimized
through responsible fiscal and monetary measures. But since 1968, such
traditional measures have been either misased or have been inadequate
in an effort to stabilize the economy. Therefore, the question that arises
is whether the anatomy of new business cycles have mysterious origins,
as the administration would have us believe, or do political considera-
tions tend to be a guise for irresponsibility?

(1058)
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INFLATION IN RETROSPECT

Some of the mysteries of our current problems can be better under-
stood by reviewing economic conditions of the last few years. Infla-
tionary pressures began when we were taking on the heavy financial
burdens of the Vietnam war without increasing the rate of growth in
revenues. Therefore, sizable deficits occurred in the Federal budget
which, in turn, fueled rapid economic expansion.

In an effort to slow down the torrent of demand, surcharges on
corporate and personal income taxes were levied. The new surcharges
quickly diminished federal deficit spending, and by the first quarter of
1969 Federal receipts over expenditures showed a surplus. But de-
mand had a good head start, and subsequently fiscal measures did
not prove to be a short-run solution for inflation. To counteract the
hesitancy and short-run ineffectiveness of fiscal policy, monetary
policy was tightened severely in late 1968 and this posture of stringency
continued through 1969.

By mid-1969, inflationary pressures were buoyed by consumer
spending. But the rigid restraints were starting to effect the growth of
the economy. Even though the Federal budget was locked into large
expenditure obligations, the surcharges were allowed to expire in
June 1969. By the end of 1969, the United States entered into its
first recession in a decade, and yet inflation remained with us.

WHAT WENT WRONG?

The repeated failures of traditional policies raise questions on
whether or not new currents in the economy are causing th em to be
ineffectual. Although there may be some merit to these questions,
there are valid explanations on why the traditional policies did not
work during this time period.

The predominant reason is that the administration did not use
fiscal and monetary measures in the same manner or degree that they
were so successfully used in the early sixties. Large deficit spending
was allowed to continue for too long a duration. In an attempt to
compensate for the delay in policy, the largest budget surplusin 20
years was permitted to accumulate. But apparently a timelag of
policy action cannot be compensated for by more stringent policy.
Consumption habits were deeply instilled and, therefore, the consumer
simply changed his or her savings ratios. The overcompensations of
fiscal restraint did, however, cause a slowdown for the rest of the
economy, sliding it into a recession.

DEMAND BUILDS UP AGAIN

As unemployment increased and industrial production decreased in
1970, policy was initiated to stimulate the economy. But again the
administration overcompensated in both fiscal and monetary policy.
By the end of the year, the United States was engaging in its largest
deficit spending since World War II. Monetary policy was also one of
expansion as the money supply (demand deposits and currency)
grew over 6 percent during 1970. The policies brought us out of reces-
sion, but also it refueled the inflationary pressures. Prices were
moving upward faster than had been experienced in a decade. Some-
thing had to be done. Finally President Nixon ordered a 90-day freeze
and subsequently wage and price controls.
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WAGE AND PRICE CONTROLS

Wage and price controls are not a solution to inflation. Control
measures are only useful as a temporary mechanism to hold back
inflationary pressures until proper policy can be devised and take
effect. For a year and a half, controls were moderately successful in
reducing price increases.

But proper monetary and fiscal policy had not been implemented.
Throughout 1971, the Federal budget was out of control showing
increasing deficits each quarter. In 1972, the deficit spending had
been significantly reduced, but it still was at the heated pace of spend-
ing that occurred during the Korean war. This fiscal policy was
especially risky because of a great surge of business expansion in
Japan and Europe.

Monetary policy also fortified demand during the last three years.
The Federal Reserve permitted the money supply to grow at un-
precedented rates, 7 percent from 1970 to 1971, 6.5 percent from
1971 to 1972, and 7.4 percent from 1972 to 1973. This was a higher
rate of growth than any 3-year period since the end of World War II.

Both Herbert Stein, Chairman of the Council of Economic Advisers
and Arthur Burns, Chairman of the Federal Reserve Board, have
since conceded that the 1972 policies, in retrospect, can be considered
overly expansionary. Both, as can be expected, blame each other as
the greater villain. There is little doubt that the administration
lacked coordination and careful planning, adding up to risky, impru-
dent policy.

NEW INFLATIONARY SURPRISES

The herky-jerky, overreactive economic policies of the Nixon
administration are not the only rudiments of our current inflationary
pressures. The prolonged demand along with other events caused
critical shortages which in turn brought about a predominant upward
pressure on prices.

By late 1972, all major European countries and Japan were in
unison riding on top of their own respective business booms. This
provided a powerful external demand factor for U.S. goods, creating
an overwhelming total demand. The administration was rudely
reminded that economic policy should be devised in respect to ex-
ternal factors as well as domestic factors.

FOOD SHORTAGE

In the 15 years preceding 1968, food prices rose only 1.2 percent
per year, as measured by the food index of the Consumer Price Index.
The food supply had always been bountiful in the United States.
The average American worker saw food expenses as a shrinking portion
of his budget. But early last year, food spending became the dynamic
sector of consumer prices.

In late 1972, an already tight world food supply was radically
depleted when bad weather in several countries reduced world grain
production. The Russian crop failures included their most important
staples, expecially in grains and potatoes. The failure of the anchovy
catch in Peru put further pressures on soybean supplies. The peanut
crop in India and Senegal was poor, reducing a significant source of
meal.
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The shortfalls exerted substantial pressure on U.S. grain and soy-
bean supplies, which were under duress for a variety of reasons. The
main restraint of U.S. agricultural supplies stemmed from outdated
agricultural policies. For most of the last two decades, we have en-
joyed the problems of oversupply in farm crops. Lacking any foresight,
the basic policy of the Department of Agriculture in 1972 remained to
be one of keeping prices up by holding down supply. Thus, in a time
of world wide grain shortages, the United States had an enormous
amount of good farmland idle from cultivation.

The United States was also guilty of poor management in its dealings
with the Soviet Union. When their wheat crop failed in 1972, the
Soviet Union made a major shift in policy by going to the world
market to get wheat for their domestic needs.

Soviet buyers entered the world market by expressing interest in
U.S. corn and soybeans, and they were able to purchase large quanti-
ties of grain at very low prices. Their final purchases amounted to
nearly 20 million metric tons of grain from the United States, repre-
senting about 20 percent of all grain stocks held by the United States
at the end of the year. The effects of these massive purchases pushed
up the prices of wheat over threefold.

At the time of the sale, the U.S. Department of Agriculture had no
mechanism to oversee, or even keep tabs on, foreign grain orders.
Therefore, a system that could warn regulatory officials that a major
concentrated purchase plan was being pursued by the Soviets, simply
did not exist. Under, what was apparently the strong endorsement of
the White House, a handful of American grain companies contracted
to sell vast quantities of U.S. grain reserves. The administration not
only encouraged the sale of dangerously large amounts of domestic
grain, but through U.S. export subsidies it allowed windfall profits to
be reaped by the private grain traders. Furthermore, the credit terms
arranged by the administration for the Soviets could not, by any
stretch of the imagination, be termed politically astute or commercially
profitable.

The repercussions of poor Federal agricultural policy reverberated
throughout every household in America. Food prices soared over 19
percent in 1973. Acute shortages occurred in the supermarket, espe-
cially in meat products.

THE OIL SHORTAGE

The present "energy crisis" is another example of poor management
by the Nixon administration. Since the late 1960's Arab-United States
relations gradually deteriorated. Yet, as these relations continued to
worsen, the United States became more dependent on Arab oil. But
the administration did nothing to prepare us for possible cartel actions
such as price fixing, production controls and embargo.

Prior to the 1970's, the quantity of foreign crude oil was imported
at a ratio of 12.2 percent of domestic production, as restricted by the
mandatory oil import program created by Presidential proclamation
in 1959. In early 1970, it became necessary for President Nixon to
raise the restriction on oil imports by Executive order. As domestic
crude oil production relative to demand decreased, it became increas-
ingly necessary to raise the level of imports. The responsibility for the
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"balancing wheel" function for providing refineries with adequate
levels of crude oil feed stocks rested with the Oil Policy Committee,
Department of the Interior Office of Emergency Preparedness.

WARNING SIGNS OF THE SHORTAGE

In the last 3 years, there have been several warning signals that a
serious energy shortage could materialize. In 1970, the oil-producing
Arab countries formed the Organization of Petroleum Exporting
Countries (OPEC) to work as an effective international cartel. The
following year, major American oil companies were set back by the
oil producing countries demanding and receiving ownership in the
petroleum operations taking place in a number of countries. On
March 1, 1972, Saudi Arabia persuaded the Arabian American Oil
Co. to turn over 20 percent ownership. This was considered a major
achievement for OPEC.

A combination of discouraging developments indicated inevitable
shortages of crude oil such as the lack of crude oil on spot market,
shrinking domestic stocks of crude oil, increasing allowed productions
in oil States, stepped up import rates considerably higher than those of
recent years and heavy demand for import tickets at high prices. By
mid-1972, it was necessary for allowable production rates to be in-
creased to 100 percent at certain reservoirs in Louisiana. Late the same
year, it became evident that allowable imports and domestic produc-
tion could not meet demand, and America endured a heating oil
shortage. Among the contributing factors to that shortage were: (1)
Low distillate inventories entering the final quarter of 1972; (2) tight
crude oil feed stocks with crude oil imports not being increased in the
final quarter of 1972 to the level permitted; and (3) refineries operat-
ing at 89 percent of capacity instead of 92 percent of capacity.

By mid-1973, it became apparent that we might also suffer a gasoline
shortage. Darrell Trent, Acting Director of the Office of Emergency
Preparedness announced April 5, 1973, that he was deeply concerned
over both the current stock of inventories and production of gasoline
by American oil refineries. Soon after that announcement, several
large oil companies reflected the intensifying shortage of gasoline when
they began allocation plans of their own. Phillips, for example, re-
duced sales to its customers by 10 percent based on purchases made
the previous year.

ADMINISTRATION INACTION

Despite these and many other clear warnings of upcoming shortages,
the administration was extremely slow and impotent in its actions.
An excellent example of the lack of leadership and decision was pro-
vided by the establishment by the President of a Cabinet level Oil
Policy Committee in February 1970, in response to a recommendation
by the President's Task Force on oil imports. The Oil Policy Com-
mittee was chaired by the Director of the Office of Emergency Pre-
paredness until the spring of 1973. A useful forum for presentation
of views was provided, but the authority of the Chairman was derived
from a White House press release. With this kind of vacuum, it is a
small wonder that the kind of strong measures the situation demanded
were never launched.
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MAJOR RECOMMENDATIONS FOR 1974

Our most serious economic problems today have been persistent
ones throughout the tenure of the Nixon administration. These chronic
problems have considerably weakened our country in respect to our
stature abroad as well as our fundamental quality of life here at home.
There must be immediate responsible action to relieve us from rampant
inflation, high unemployment, and critical commodity and energy
shortages. The following are our major recommendations:

(1) Tax reform.-In the last 10 years, the distribution of Federal
budget receipts by source has changed considerably. For example,
corporation income taxes contributed to 21 percent of Federal reve-
nues in 1964, but its share dropped to 16 percent last year.

Additional revenue will be needed to counterbalance large Federal
deficit spending that is expected to occur this year. These revenues
can be obtained by eliminating major tax loopholes of special benefit
for corporations and wealthy families.

(2) Manpower.-Unemployment has been a chronic problem for
the Nation since 1969. The unemployment rate soared from 3.5
percent in 1969 to an average of over 5 percent for the last 4 years.
It is imperative that an effective national-in-scope manpower program
be immediately implemented. It should be a comprehensive program
with consolidations and coordination of all manpower activities under
a central administration. The principal objective must be that of job
creation, but training must also be included if the program is to have
any value. There must also be special manpower aid to depressed
areas which would provide specialized training and job assistance.

(3) Farm and food policy.-Our inflation in food prices can be
directly related to the administration's faulty agricultural policy.
CWA strongly recommends that restrictions on the use of farmland
be ended. We also recommend that income guarantees be made
effective for working farmers as incentive to increase production.

(4) Antitrust.-The checks and balances inherent in a competitive
system are being distorted by flagrant antitrust violations. Much of
our inflationary pressures can be attributed to administrative pricing
policies among giant monopolies. CWA recommends a congressional
review of the present antitrust policing system with the purpose
being to devise a new and more effective mechanism which would
expedite penalties for violations.

(5) Energy.-The present "energy crisis" underlines the necessity
for a comprehensive national energy policy. We support the creation
of a statutory Council on National Energy Policy. A National Energy
Agency should be created with authority to establish a mandatory
nationwide oil and gas allocation plan and require oil companies to
report on reserves and distribution systems.



CONFERENCE ON ECONOMIC PROGRESS

By LEON H. KEYSERLING*

Part I. GENERAL COMMENTS ON 1974 CEA REPORT

In part I of my presentation, I make some general comments about
the 1974 Annual Report of the Council of Economic Advisers. These
comments reveal that I am fundamentally in disagreement with much
of the basic analysis, and what may be called the basic economics, of
the Advisers' Report. I disagree with much of what the report contains,
and am even more concerned about what it leaves out. Essentially, the
report does not respond to the challenge of the Employment Act of
1946. The report is short on goals responsive to that act, and short on
policies to achieve appropriate goals. For these reasons, it seems
unnecessary that, in this part I of my comments, I go into much
refinement or detail.

In part II of my presentation, I set forth in considerable detail my
own analysis of the economic situation and needed policy actions.
This in itself will serve to explain, amplify, and reinforce my general
criticism of the Economic Advisers Report as set forth in part I.

Chapter 1 of CEA Report-Economic Problems and Policies

This chapter commences by stating that "For eight years economic
policy and the news about the economy have been dominated by
inflation. The story has been a frustrating one."

This is a correct statement, with respect to the preoccupation of the
CEA, and perhaps of economists in general. But it also reveals the
most important reason why so much has gone wrong. For preoccupa-
tion with inflation, instead of rational attention to it in the context
of many other problems, is astigmatic and has also turned out to be
self-defeating.

The movement of prices is highly important, but prices are not an
end in themselves. Prices are merely one of the mechanisms whereby
resources and incomes and economic activity are allocated toward the
three great purposes of our economic system. These three objectives
are reasonaly full use of our growing resources at optimum economic
growth, adequate attention to the priorities of our needs, and social
justice. The preoccupation with price trends per se has caused terribly
costly neglect and mishandling of these three great purposes.

Moreover, the preoccupation with price inflation has ironically
yielded far more price inflation than would have resulted from the
treatment of the price problem in a fuller perspective. Indeed, it is
again apparent from this first chapter of the 1974 CEA Report that
adequate analysis or explanation of the persistent and accelerating

'Former chairman, Council of Economic Advisers. Consulting economist and attorney; president,Conference on Economnic Progress.
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inflation is hardly attempted. Surely, the poverty of the analysis is
evidenced by the intimations on page 21 of the report-and elsewhere
therein-that wage trends should be assigned first degree responsibility
for the excessive inflation. This viewpoint is at once refuted by re-
sponsible empirical study, and most especially with respect to the
most recent year.

The mistaken analysis andc misdirected emphasis of the CEA
Report is further revealed in chapter 1 by the treatment of the energy
problem, concentrating as it does on the volume of oil imports as
affected by Arab action commencing very late in 1973. It is true that
this Arab action has serious consequences. But it is totally wrong not
to stress that many aspects of the oil shortage, other energy shortages,
food shortages, transportation shortages, housing shortages, shortages
in health and educational services, and other specialized shortages have
been accumulating for many years. And it is equally wrong not to
recognize that these specialized shortages reflect in the main the
same erroneous economic approaches which have yielded the tre-
mendous and long-enduring shortages in jobs and national production,
when measured against our full and growing capabilities.

Surely, this first chapter of the CEA Report offers no penetrating
analysis of the causes of the long-enduring deficient performance of
the U.S. economy, when measured against our capabilities and
needs; and without such analysis, correct and adequate remedial
action cannot be forthcoming.

Insofar as any such analysis is even sketchily suggested, it focuses
considerably upon the need to stimulate private investment. But a
meaningful analysis of long-term trends to date makes it clear that
the central barrier to adequate private investment has been gross
deficiencies in ultimate demand in the form of private consumption
and private outlays combined. Consequently, the CEA does not
direct its concern as to how this ultimate demand may be expanded
adequately, but instead repeats its unwarrantedly bearish position
in this factor.

The CEA's treatment of goals for 1974 is in my view utterly in-
defensible, and ignores both the national interest and the sound
declared purposes of the Employment Act of 1946. It seems to me a
thorough abdication of responsibility that the CEA should view with
equanimity the forecast that the economy in 1974 as a whole will
register a real growth rate of only about 1 percent compared with
1973. This may be a correct forecast as to what is likely under national
policies now in being and those proposed. But it is an entirely incorrect
attitude as to what national policies should be proposed and effec-
tuated to forestall or ameliorate this dismal outlook.

In fact, the fiscal and monetary and other policies outlined in this
chapter appear designed to bolster rather than to counteract this
dismal outlook. For the CEA admits that the economy could be
brought rather quickly toward movement in a direction conducive
to fuller resource use-the 1-percent growth rate would actually
carry it further away from full resource use-by available policies,
but that such policies should not be attempted because they would
increase inflationary pressures. Again, such a position not only neglects
priorities of need, but also continues to espouse a theory of inflation
repudiated by the very fact that inflation has been accelerating so



1066

rapidly even during the most recent times when the economy has
been moving to stagnation and then to recession, with increasing
resource disuse. And the same phenomena stagflation, was obvious
during several earlier periods before blatant shortages were in being.

As I have already stated, the detailed materials in support of my
criticism of the first chapter of the CEA report will be set forth in
part II of my presentation.

Chapter 2 of CEA Report-Developments and Policy in 1973

This chapter of the CEA annual report is a competent accounting
of what actually happened in 1973. But it fails completely to recognize
the import or challenge of the highly unfavorable developments within
the year, and it fails to make any meaningful analysis of the reasons
for these unfavorable developments. Certainly, an economy which
moved from a rather high rate of real economic growth at the beginning
of the year to a stagnation rate of growth later in the year, and then
to recession or clear warning of recession by the end of the year, was
trending very unfavorably. And doubly so, when the acceleration of
price inflation negated the honored theory of the CEA economists-
and many others-that the economic slackening which the national
policies abetted would reduce the pace of price inflation. Certainly,
these highly unfavorable developments on all fronts called for a
reconsideration and drastic revision of the content and nature of
national economic policies, instead of bringing forth a ringing affirma-
tion of these policies and their continuation with only slight variation.

Specifically, the statement on page 47 of the report that "total
output approached the ceiling early in the year" is not substantiated
be revealed facts in the report, nor by the actual situation. Neither the
rate of unemployment early in the year, nor the amount of idle capacity
early in the year, justifies the statement that total output was ap-
proaching a ceiling. Nor is there justification on the same page 47 for
the statement that "the price rise accelerated and demand for output
was stimulated in anticipation of future shortages and price increases."
If that had been true, why did price inflation accelerate further, even
before the energy crisis, when total output was obviously moving
further and further away from the ceiling? The same comment applies
to the statement on page 49 of the CEA report that, at the start of
1973, "the real increases were unsustainable in terms of the economy
potential to produce. * * *"

The treatment of housing, on page 53 of the report, is grossly de-
fective and excessively abbreviated. No mention is made of the tre-
mendously adverse impact of the extraordinary decline in housing
starts upon the economy at large. The implication of the report, to
the effect that the housing decline was to be expected and not to be
vigorously resisted, is entirely unjustified. The essential housing
problem is to make real and rapid inroads against the unacceptable
type of housing in which one-fifth to one-fourth of the American
people live, With the damaging effect of this upon urban conditions
in all their aspects. The failure to recognize that this problem even
exists is a salient illustration of the CEA's lack of attention to those
national priorities which should be a first concern of national economic
policy.
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The statement on page 53 of the CEA Report that "consumer
demand rose sharply from 1972 to 1973 under the influence of higher
income" is technically true, but misleading and far too complacent.
The real task of the CEA is to analyze whether consumer spending
and incomes, as major components in GNP, rose nearly rapidly
enough to avoid stagnation and recession, and to have a restorative
influence upon economic performance. The fact is that consumer
income and spending trends fell far short, and increasingly short, of
these desiderata.

The CEA also neglects the problem that a large part of the increase
in consumer incomes was supported by social security benefits,
financed by undesirable payroll taxes which had repressive and re-
gressive effects. Correspondingly, the discussion on the trends of
the rate of saving neglects the all-important problem of the unfavor-
able distribution of saving, as affected by the unsatisfactory distri-
bution of income.

The statement on page 57 of the report that "the 3.3 percent rise in
employment was the largest December-to-December increase since
1955" is another one of those euphoristic statements which palpably
ignores the fact that the rise in employment was not large enough to
prevent continuance of a level of unemployment intolerably high,
and not in accord with any possible concept of "maximum"
employment.

The discussion of productivity and potential output, commencing
on page 62 of the CEA Report, does not exhibit sufficient concern
about the unsatisfactory rate of productivity growth during 1973.
Far more important, in its discussion of factors relative to this un-
satisfactory rate of productivity, the report slights what I regard to
be the main point-that the unsatisfactory rate of productivity growth
has recurrently been due to the size of the "gap" between the actual
performance of the economy and potential performance at reasonably
full resource use. I shall develop this point, as well as other points I
make in this part I, much more fully when I come to part II.

The statement on page 65 of the CEA Report that "during 1973
prices rose more rapidly than at any time since the Korean war" is
misleading. It is true that prices rose with extreme rapidity for a very
short period during the Korean war, following the unexpected entry
of China. But the average annual rate of inflation of consumer prices
during 1947-53 was only 3 percent, while the average annual rate was
more than 5 percent during 1969-73. The 3-percent average was
attained despite a 7.8-percent rate of inflation from 1947 to 1948,
due mainly to conditions created during World War II and the pre-
mature abandonment of controls. The annual rate of inflation during
1947-53 was reduced from 7.8 percent in the first year to 0.8 percent
in the final year, while the rate of inflation rose from 5.9 percent to
more than 7.4 percent from the first to the last year of the period
1969-73. This, despite the fact that average annual unemployment
was only 4 percent and the average annual rate of real economic
growth 4.9 percent during 1947-53, contrasted with 5 percent and
3.7 percent, respectively, during 1969-73. Further still unemployment
declined from 3.9 percent to 2.9 percent from the first to the last
year of the period 1947-53, and rose from 3.5 percent to 5 percent
from the first to the last year of the period 1969-73. These com-
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parisons in themselves reveal the utterly erroneous character of the
current CEA's explanation of the causes of inflation, which is to the
effect that inflation is accelerated as the economy moves closer to
full resource use, and abated when the economy moves further away
from full resource use.

Beginning on page 68 of the CEA report, the position is taken that
a quickening in the rate of increase in money compensation per man-
hour led to sharply rising unit labor cost, and that this contributed
substantially to price inflation in the private nonfarm economy. This
is a gross misinterpretation of what really happened, and completely
absolves the price managers from any responsibility for price increases
which led to profit trends which are certainly excessive in relationship
to the performance of the economy at large. Actually, real money wage
rates lagged behind productivity gains, and this is the appropriate
test of whether wage rate changes were a major factor in inflation.
Insofar as the money wage rate increases merely reflect increases in
the cost of living, this was wages chasing prices, rather than the
reverse. The long-maintained bias of the CKA against wages and
consumer income and spending has been not only unfair and unwar-
ranted, but also highly injurious to needed economic adjustments.

The effort of the CEA to show that profits did not tend to be too
high in this context, and maybe to imply that they were too low, is not
sustainable.

What I have just said about wages and profits is fortified in detail
in part II of my presentation.

Chapter 3 of the CEA Report-Inflation Control Under the Economic
Stabilization Act

This long chapter in the CEA report is a careful and rather exact
description of what actually happend to prices under the various
stages of the economic stabilization program. It includes a frank
admission that the controls did not restrain roaring price inflation in
1973, but this is accompanied by posing, without attempting to an-
swer, the question of whether there would have been more or less
inflation without the controls in 1973.

The CEA discussion strongly intimates that the controls did not
succeed in 1973 because they were not developed to deal with a short-
age situation. But the energy crisis caused by Arab action did not
occur until the very end of 1973; and the Council does not explain
why, if there were shortages before such Arab action which explained
the inffectiveness of the controls, these shortages had not been fore-
seen long ago by the Council, and actions taken to overcome them or
to counteract their impact upon prices.

Much more important, the CEA substitutes an unanswered ques-
tion as to whether or not the controls were desirable in 1973 for any
meaningful analysis of whether a different or better set of controls
might not have worked better in 1973. The CEA discussion at large is
thus apologetic and defensive. After all, controls worked very well
during World War II and the Korean War, under conditions (and,
in World War II, shortages) far more difficult than in recent years.

There are at least two reasons why the controls worked so badly in
1973, neither of which the CEA touches upon.
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The first reason is that the controls in 1973 were a part of a series of
actions whereby the Government had at least four different systems of
controls within a rather short period of time, and sometimes instituted
a new system accompanied by the statement that the Government did
not reallv believe in it much and was going to abandon it soon. Fre-
quent shifts in the nature of a controls program may be workable and
desirable when the controls are definitive and all-inclusive. This might
be sensible "fine tuning." But as the recent controls, aside from the
freeze, were limited in nature and depended so largely upon the ac-
ceptance and cooperation of functioning economic groups, the con-
trols could not possibly succeed when these groups could at no time
have any certainty that the controls would not be changed again
before they could be digested. Neither controls nor any other eco-
nomic policy can work well when the Government makes it clear that
the Government itself does not know what it is trying to do, or why.

There is a second and even more important reason why the controls
did not work as they should, even when they worked as their managers
wanted them to, and this applies not only to 1973 but also from the
initiation of the freeze. This even more important reason does not
seem even to reside within the consciousness of the CEA. The purpose
of controls is not simply to hold down price increases, or to hold down
wage rate increases. The purpose of controls is to help to allocate
resources and incomes in a maniner constant with economic balance,
and social equity as well. For these kinds of controls, the specific
terms of the controls must be set in the model of a balanced tableau
for the economy at large, pointed toward fulfilling the three great
purposes of growth, priorities, and justice. The controls worked well
during World War II, and also during the Korean war, because this
procedure was followed.

But there has been no such procedure in recent years, and the
controls have been only one example among many of inconsistent
and misdirected policies. This situation was so extreme that there
were times when the controls "worked worst when they worked best,"
that is, worked worst when their quantitative objectives came closest
to being attained. For during the freeze and thereafter, the terms of
the controls were undoubtedly biased on the price increase and profit
and investment side, and correspondingly biased against the consump-
tion and wage side. This is not really surprising, in that it reflected
the clearly revealed basic economics-and nowhere more clearly than
in the current CEA Report-of those imposing the controls. The
freeze and phase II worked "well," in terms of the objectives of those
imposing them. But they aggravated the economic imbalances, and
contributed to the stagnation and oncoming recession.

This is no argument against controls per se. But it is an argument
against ill-devised controls, not perceptive of their real purposes, and
conducted with isolated disregard for their real purposes.

Chapter 4 of the CEA Report-Energy and Agriculture

The discussion of energy in the 1974 CEA Report is thoughtful in
several respects, and contains a number of useful ideas and proposals.
Nonetheless, I view the discussion seriously vulnerable, in that it steers
away from rationing, and apparently relies entirely upon rising prices

32-37S-74-7
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to allocate energy in short supply. Everyone should know by now
that, while rationing is unpleasant, it is a sounder economic and
fairer socially way of allocating essential commodities in very short
supply than excessive and uncontrolled price increases.

But my criticism of the treatment of the energy shortages in the
CEA Report goes far beyond this. The report treats these shortages
as largely the result of recent and unforeseeable developments, and
does not recognize adequately for how long these shortages have been
developing. Nor does it recognize the key responsibility of the CEA
and of the Economic Reports of the President to undertake the long-
range planning required to assure an adequate supply of energy, and
other necessities such as food, in the perspective of an economy which
is growing at an optimum rate at reasonably full resource use.

The CEA Report is replete with suggestions as to what other in-
strumentalities of Government should do about energy shortages,
and it is true that the detailed processing of such matters must be
assigned to agencies other than the CEA itself. But the CEA cannot
thus easily escape its own responsibilities. The long-range economic
and social budget which CEA should develop should deal not only
with the overall economy, but also with components as important as
energy, housing, transportation, educational and health service, et
cetera. For while the specialized agencies are claimants in their
respective fields, only an agency such as the CEA can reconcile these
claims. And only an agency such as the CEA can be fully aware of
the impact upon the Nation and people at large, if any specialized
claim is neglected or excessively serviced.

There is little or no evidence in the current CEA Report that its
members are awake to the plenary mandate which the Employment
Act of 1946 embodies. Over the years, the CEA has concentrated
mainly upon fiscal policies, and to a lesser degree upon monetary
policies, while it has neglected the task of integrating these with other
eminently important economic and related social programs and
policies. It would seem unthinkable that, during recent years, the
CEA has paid such scant attention to housing, the social insurance
programs, farm programs, transportation programs, and several
others which need to be treated in unison if we are to have a reasonably
integrated economic and related social program and policy, and not
merely a medley of disconnected, inconsistent, and improvised pro-
grams and policies.

The extensive treatment of agriculture in the CEA report is
something new, because this vital subject has been ignored or la-
mentably slighted in previous CEA reports. But the views expressed
in the report repeat a lot of long enduring errors. For example, the
report states on page 128 that, while the problem of farm production
shortages has arisen since 1972, the problem from the 1930's to 1972
in agriculture was "excess productive capacity and the adjustment of
resources to that condition." This is an erroneous position in almost
all regards.

We may have had farm surpluses related to effective demand, just
as we had job surpluses in the general economy relative to effective
demand. But over the decades our production of foods and fibers has
been inadequate to prevent millions of American families from suffer-
ing malnutrition and millions of others from having an inadequate
diet to meet the needs of an economy maintained at reasonably full
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resource use and to maintain the level of agricultural exports which
would be in our own interest and make the contribution we should
toward the reduction of poverty and toward economic development
in many other parts of the world.

In this connection, the table on page 129 of the CEA 1974 Report
is rather misleading. It shows the surpluses of nonperishable com-
modities over many years in ratio to total utilization within 1 year.
But it neglects the fact that, year by year, the production of farm
commodities in each year has been very little in excess of actual
utilization in that year-quite apart from the fact that defects in
distribution have prevented the yearly utilization from approximating
the real need. As I have pointed out in various published studies, if
the so-called surpluses in agriculture were properly measured, they
would be shownf to be infinitely smaller than the surpluses in other
parts of the economy, and infinitely less costly, when measured by
idle plant and idle manpower.

The fundamental and tragic errors in national farm policy over the
decades have brutally driven millions of farm families off the land
and into the cities where, instead of being productively absorbed,
they have accounted for close to half of the total unemployment and
welfare costs in urban areas. In this connection, it does not make
sense for the CEA to take the position that farm policy has been none
of its business. For how can it not be a prime function of the CEA
to deal with an aspect of the economy which imports so much for the
performance of the economy as a whole and the well-being of the
people?

Beginning on page 133 of the 1973 CEA Report, the discussion of
agricultural policy for the future makes some good points, but is
sterile indeed with respect to the really dominant problem. The
dominant problem is still that farm per capita income suffers from
grievous disparity, and that the public services available to farm
families and others in the rural population suffer from comparable
grievous disparity. Instead of making a lot of really secondary
technical points, the CEA should dedicate itself, within the contours
of a meaningfull long-range economic and social budget, to exploring
and answering these questions: (1) How much food and fiber should
be produced, looking 5 or 10 years ahead? (2) What farm resources,
human and other, are needed toward these ends? and (3) What
incomes and public services for farmers are needed to achieve these
purposes, and also to do justice to this portion of our population?

Attention to these matters would not require a vastly larger CEA.
For the CEA needs only to identify the questions and set the stand-
ards, and can and should assign to the specialized agencies the detailed
work. But without this kind of central guidance from the CEA, the
specialized agencies, even with their hordes of economists and other
specialists, are unable to ask the right questions, much less to provide
the right answers.

Chapter 5 of the CEA Report-Distribution of Income

Not many years ago, a report of the CEA declared pridefully that it
was "neutral on the subject of income distribution." The current
report may seem to have risen above this, in that it offers a great deal
of new and useful information on the subject of income distribution.
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This is all to the good. Nonetheless, the report is seriously defective
in its treatment of the income distribution problem, in that it treats
it largely as a social or equitable problem, and largely overlooks the
fact that rapidly improved income distribution is at the very heart of
the problem of regaining and maintaining reasonably full resource
use at acceptable low levels of unemployment of plant and manpower
and other productive resources.

The report correctly observes that income distribution has im-
proved most rapidly during periods of high real economic growth
and reasonably full resource use, and improved less rapidly or gotten
worse during periods of low economic growth with large idleness of
resources. But this tends to put the cart before the horse. It would
be more revealing and more indicative for policy, to say that the
improved distribution of income is in itself a sine qua non for optimum
economic performance.

Similarly, in the treatment of the poverty problem, the CEA is

correct in observing that poverty has been reduced most rapidly
under conditions of high real economic growth and reasonably full
use of resources. Here again, it would be more revealing and indica-
tive to observe that the rapid reduction of poverty is itself a sine
qua non for a fully healthy economy, in terms of viable equilibrium.
Until that position is reached, we will never have that interpenetra-
tion of purely economic and social objectives which is essential to
adequate achievement in either field.

These defects in the CEA approach do much to explain why the

CEA has become so preoccupied with price trends per se that it has
downgraded attention to the far more important issue of improved
income distribution. In fact, experience indicates that a rising price
level, induced in part by vigorous programs to improve income dis-
tribution, is far preferable-if that were the choice-to a stable or
more slowly rising price level attained by regressive policies. The

price level was extraordinarily stable between 1922 and 1929, and
look what happened thereafter. In the long run, just because the
economy has moved upward and downward and sideways, and
registered so dismal an average economic performance and tolerated
so much idleness of plant and manpower, income distribution has
changed very little in the long run, as the CEA report observes. But
the CEA does not recognize that this is just what is most wrong in

the American economy, even on purely economic grounds-quite
apart from recognizing that we are a rich enough economy to do
social justice.

If the CEA could overcome these defects of commission and omis-
sion, it would advocate policies drastically different from those which
it now espouses. It would not advocate the acceptance of rising un-
ployment and negative economic growth, on the spurious ground
that this would help to restrain inflation. Instead, it would recognize
that income distribution is most adversely affected by these develop-
ments, and similarly it would recognize that this kind of bloodletting
does not establish a sound base for optimum performance on any
front.

The proposals which the CEA advances for a continuation of the

attack upon poverty are conventional and inadequate. They consist
mostly of a discussion of established programs. They do not recognize
that entirely new and immensely larger efforts are needed. Reading
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between the lines, the CEA bows to the conventional view that.
these needed efforts cannot be "afforded" by the economy in its
present position. But in fact, doing what needs to be done in this
area should be first and foremost on the agenda for lifting us out of
our current position, and breaking out of the rigid cycles of upturn,
stagnation, and downturn.

As in the case of the food problem and energy problem, the details of
an adequate war against poverty, and toward improved income
distribution, should be an integral part of the recurrent CEA reports
and the Economic reports to the President. The liquidation of
poverty and improved income distribution are at the very core of the
economic problem in America, and not something to be treated as a
cold and scholastic appendge, with little sense of urgency, and little by
way of the needed policies and programs.

Chapter 6 of the CEA Report-The International Economy in 1973

This chapter of the CEA report is in some respects the best, in
terms of technical and conventional analysis. But it focuses upon the.
balance of payments as the great issue. This results in an excessive
preoccupation with that issue, having unfortunate consequences
analogous to those resulting from the excessive preoccupation with
price movements per se which I have already discussed.

The central purpose of the international transactions of the United
States is not to maintain a favorable balance of payments, but
rather to achieve the levels and types of exports and imports which
are most compatible with optimum economic growth, reasonably full
resource use, and the servicing of our great domestic priorities, with
due allowances for the contribution which we should make to the
progress of peoples elsewhere, especially in the underdeveloped lands.

If these purposes are sought and achieved, it is not essential that the
United States maintain a favorable balance of payments, Indeed, there
is considerable force in the argument that the position of the United
States in the world economy is such that we should run a substantially
unfavorable balance of payments for many years ahead. The difficulty
occasioned to us by large unfavorable balances has not been that these
are intrinsically evil, but rather that the mechanisms for the handling
of international transactions have not been sufficiently improved and
modernized. What the CEA report says about such improvements
and modernization is, in my view, far too tentative and limited.

A long-range program related to the volume and composition of our
imports and exports should be developed, and made an integral part
of the long-range economic and social budget which I advocate for
continuous development by the CEA. There are many reasons for this.
We cannot evolve a successful international policy without a successful
domestic policy, and the two interrelate in ways too obvious to
mention. Likewise, we cannot develop a successful domestic farm
policy, without integrating it with our international economic policies.
Nor can we develop a successful energy policy without integrating it
with our international economic policies. Our own agencies in the
international field are flying substantially blind, when they do not
receive guidance from an overall agency such as the CEA, in terms
of the relevancy of what we seek internationally to what we seek
domestically.
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In summary of what I have said thus far, our national economic

and related social policies are based upon wide ranges of wrongful

analysis. Equally important, they are not integrated and consistent.

And above all, they are not responsive in the slightest to the vast

potentials of our economy and our people, nor to the urgent needs

which the achievement of these potentials would serve. They seek,

-and often erroneously, to alleviate difficulties after they appear,

*and not to reach out creatively and in time toward the great goals

-we should pursue. They thus fail to recognize the great challenge of

the Employment Act of 1946.
In the following part II, I set forth alternative analyses, objectives,

-and policies, responsive in my view to the aims of the Employment
Act and to the imperative needs of today and tomorrow.

Part II. MY OWN ANALYSES OF THE ECONOMIC SITUATION, AND OF

NEEDED POLICY ACTIONS

In this part II, I offer my own analyses of the economic situation,

and of needed policy actions. This serves two purposes. It amplifies

and fortifies my criticisms of the CEA Report in part I. And it offers

materials which I hope will be helpful to the Joint Economic Commit-

tee and to some others.

1. The Unsatisfactory Economic Performance, 1953-73

The deficient economic growth record

The desirable or optimum average annual rate of real economic

growth is the rate needed to maintain reasonably full use of our

growing productive resources. These resources include manpower and

plant, natural resources, financial mechanisms and organizing abilities,

brains and skills, free institutions, etc. The needed rate of real economic

growth during any period is best determined by practical or empirical

observation of growth rates in the past, with due allowance for

accelerating trends in productivity and know-how under the incentives

afforded during periods of reasonably full resource use.
The average annual rate of real economic growth was 4.7 percent

during 1922-29, 4.5 percent during 1947-50, 5.1 percent during

1950-53, and 5.1 percent again during 1960-66. Viewing other factors

also, it is conservative to conclude that an average annual growth rate

of about 4.4 percent in real terms was needed and attainable during

1953-73.
But the average annual rate of real economic growth was only 3.6

percent during this 20-vear period. Moreover, the economy did not

grow steadily at this rate. The average annual rate was only 2.4

percent during 1953-60, only 3.3 percent during 1966-69, and only

3.6 percent during 1969-73, and the annual rate was only 2.4 percent

from the first to the fourth quarter of 1973. In other words, the

economy during these two decades has gone through four complete

cycles of inadequate "boom" or upturn leaving us short of reasonably

full resource use even at its peak, stagnation period, and period of

absolute recession. The economy is now moving from the second to

the third stage of a fifth such cycle.
The needed growth rate during the years ahead is not based upon

the 4.4 percent figure cited above. During 1973-75, the needed growth

rate is estimated at about 8.4 percent to restore reasonably full re-
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source use by the end of 1975. Thereafter, taking account of the new
technology and other factors, the needed average annual growth rate
during 1975-80 is estimated at about 4.7 percent (see my chart 1
attached).
The deficient output record

Due to the inadequate rate of real economic growth, there has been
a growing "gap" or deficiency in actual total national production
(GNP), measured against reasonably full output. In 1953, this "gap"
was only 0.4 percent or $2.2 billion, measured in 1970 dollars. But in
1973, the "gap" was 14.9 percent of $197.7 billion. And in the fourth
quarter 1973, the "gap" was 15.6 percent or $210.8 billion (annual
rate) (projections from 1953; see again chart 1).
The high unemployment record

Officially recorded unemployment depicts full-time unemployment
as a percentage of the civilian labor force. But the true level of unem-
ployment includes also the full-time equivalent of part-time unem-
ployment, and the concealed unemployment in the form of those who
are not participating in the civilian labor force-and therefore not
counted as unemployed-because of scarcity of job opportunity.
Even this true level of unemployment does not measure the under-
utilization of fully employed workers when there is large slack in the
economy, which reflects itself in reduced productivity gains.

In my work for many years, a full-time unemployment rate of 2.9
percent and a true unemployment rate of 4.1 percent is regarded as
consistent with maximum employment. The full-time unemployment
rate was below 1.0 percent at times during World War II, but this
probably involved excessive strain. On the other hand, the notion
that unemployment rates very much higher than th6se espoused in
my work are necessary or desirable to avoid excessive inflation is
economically unsound and socially undesirable, for reasons which will
be disclosed fully later on in my discussion.

In 1953, full-time unemployment was 2.9 percent, and the true
level was 4.9 percent. Unemployment has been higher in every
year since, and very much higher in most years. In 1966, after 5
years of relatively high economic growth which did not restore rea-
sonably full resource use, full-time unemployment was 3.7 percent,
and the true level was 6.1 percent. In 1973. full-time unemployment
was 4.9 percent, and the true level was again 6.1 percent. By January
1974, full-time unemployment was 5.2 percent, and the true level
6.6 percent (see again chart 1).
The immense cost of the deficient performance

The cost of the deficient economic performance may be quantified
by comparing the actual performance with the performance which
would have resulted if reasonably full resource use at the average
annual real economic growth rate of 4.4 percent had been maintained.

The total national production "gap," during 1953-73 as a whole,
was more than $1:824 trillion, measured in 1970 dollars; for 1969-73,
it was 922 million; and in the fourth quarter 1973 alone, it was at an
annual rate of almost $211 billion.

The role of wages and salaries in the economy at large will be dis-
cussed in detail later on in the discussion. Suffice it at this point to
note that, viewing the three periods above, the deficiencies in wages
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and salaries were more than $1.03 trillion, $457 billion, and more
than $113 billion, respectively.

The true level of unemployment, in excess of the level consistent
with maximum employment, was 48.5 million man-years during
1953-73, 10.8 million during 1969-73, and 1.8 million in fourth
quarter 1973 alone.

It is also vital to note how the foregoing deficiencies in economic
performance have affected the great priorities of our domestic needs
which depend upon public outlays. On the basis of the increased tax
collections which would have resulted from optimum economic
performance, governments at all levels would have had about $471
billion more, again measured in 1970 dollars, available for these
domestic priority outlays during 1953-73 as a whole; more than $275
billion additional available during 1969-73; and more than $80 billion
additional available (annual rate) during fourth quarter 1973 (see
chart 2).

One explanation is necessary with regard to the foregoing demonstra-
tions. When it is stated that total national production in fourth quarter
1973 was running at an annual rate of almost $211 billion below maxi-
mum production, this does not mean that the annual rate of national
production in that quarter would have needed to be increased that
much to restore maximum production. This is because the stated
figure is merely an estimate of where we would have been in fourth
quarter 1973 if we had grown at an optimum rate from 1953 forward.
For this purpose, the figure is entirely valid, and tremendously signifi-
cant. But by fourth quarter 1973, our productive potentials were very
much lower than they would have been if we had had a fully healthy
economy from 1953 forward. Thus, the increase required, as of fourth
quarter 1973, to restore reasonably full resources use was probably
somewhere in the rough neighborhood of $100 billion-which was bad
enough.
The prospects ahead, under current national policies

The full significance of this staggering waste of our full potentials
cannot be appreciated without examining their import for the future.
Without drastic changes in national and other economic and related
social policies-and these changes are not yet on the way-it appears
unlikely that the growth record during 1973-80 will be significantly
different from that during 1953-73. In that unhappy event, the results
are estimated as follows:

The forfeiture of total national production, again measured in 1970
dollars, is estimated at about $1.678 trillion for 1973-80 as a whole, and
about $324 billion for 1980 alone. The forfeitures in wages and salaries
are estimated at more than $866 billion and more than $171 billion,
respectively. The forfeitures in Government outlays at all levels for
goods and services are estimated at more than $234 billion and more
than $43 billion, respectively. And the forfeitures in man-years of
employment opportunity are estimated at 16.5 million and 2.6 billion,
respectively (see again chart 2). The employment forfeitures are in
much smaller ratio to the total national production forfeitures during
the period ahead than during the past, because of the much higher
productively and much higher earnings per employed worker.
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2. The Core Maladjustment: The Investment-Consumption Imbalance

The superficial prevalent approach: neglect of sound distribution
The prevalent approach in national economic policy has been to

try to increase total purchasing power when the economy is too slack,
and to reduce total purchasing power when the economy is alleged to
be overstrained. This theory would be sound if actual purchasing
power were roughly in accord with actual spending. But for this to
occur, the purchasing power must be properly distributed, in accord
with considerations of economic balance. If purchasing power is not
properly distributed, there is a gap between purchasing power and
actual spending, in the form of more saving than is absorbed by current
investment. And this results in less actual spending than is needed to
use our resources fully, with consequent deficiencies in output and
jobs.

The investment-consumption imbalances
The persistent lack of attention to the distribution problem has been

the core cause of the "roller-coaster" prosperity, moving repeatedly
from inadequate upturn to stagnation to recession. In each period of
upturn, investment in the plant and equipment which add to produc-
tion capabilities has increased very much more, rapidly than ultimate
demand in the form of total private consumer expenditures plus total
public outlays for goods and services. Public outlays, although
commonly called investment, are really ultimate demand or public
consumption. This is because the preponderance of these public out-
lays are for purposes other than creating production goods.

Whenever the relatively excessive investment in production capa-
bilities has become sufficiently severe in the form of actual or prospec-
tive "excess" capacities, such investment has been cut back very
sharply. And these cutbacks, superimposed upon the larger and more
enduring deficiencies in ultimate demand, have brought on the periods
of stagnation and recession.

Practically every major economic policy has contributed to these
imbalances. The Federal tax policy has done so for many years, by
becoming much less progressive in nature, thus favoring investors as
against consumers. The prevalent monetary policy of tight money and
fantastically high interest rates has contributed to the imbalances, by
favoring those who invest as against those who consume. The various
attempts, direct and indirect, to "guide" or "control" prices and wages
have had the same effects, because of their erroneous composition. And
voluntary adjustments in the private economy have moved in the
same wayward direction. The detail errors in these various policies
will be described more fully as the discussion proceeds.

In short, the towering central problem of the U.S. economy is
faulty income distribution, and yet almost no concern about this has
been made manifest in the evolution of basic economic and related
social policies.
The empirical evidence of the imbalances

The conclusion just reached is so important that the empirical
evidence in support of it should be set forth rather fully.

From the first three quarters of 1955 to the first three quarters of
1957, from the first half of 1959 to the first half of 1960, and from the
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first half of 1961 to the first half of 1966, the three "boom" periods
registered a real growth rate in investment and plant equipment
extraordinarily more rapid than the real growth rate in ultimate
demand. During these three periods, the real total growth in such
investment was 8.5, 13.5, and 11.2 percent, respectively, while the
growth rates in ultimate demand were only 2.7, 2.5, and 5.2 percent,
respectively. During the two recession subperiods within the longer
period cited, investment was cut back very drastically, but this was
in response to the deficiency in ultimate demand rather, than to in-
adequate prices or profits per unit of output and sales.

From the first half of 1966 to the fourth quarter of 1970, a mixed
period including recession, ultimate demand grew considerably faster
than investment, but not enough faster to restore balance and induce
reasonably full resources use. And from fourth quarter 1970 to fourth
quarter 1973, a period of inadequate upturn followed by stagnation
and oncoming recession, investment grew 6.1 percent, while ultimate
demand grew only 4.4 percent. This most recent period made manifest
in glaring form the failure to apply correctiveness in the relative
growth rates of investment and ultimate demand.

This analysis does not imply that investment in plant and equip-
ment was adequate in the long run. Indeed, from 1953 to 1973, there
was an annual average deficiency of $8.7 billion, measured in 1970
dollars, in such investment. But this deficiency did not occur because
of repressive treatment of investment by national policy, nor because
of inadequate prices or returns per unit of output; it occured despite
excessively favorable treatment of such investment and prices and
returns per unit on the high side, because of the deficiency in ultimate
demand and the neglect of this by national and other economic
policies (see chart 3).

The point is further developed by other types of empirical exami-
nation. During the "boom" or upturn period 1960-66, with all meas-
urements in constant dollars, total national production advanced 34.9
percent, private consumer spending 32.2 percent, and Government
outlays at all levels for goods and services 33.4 percent. Meanwhile,
private investment in plant and equipment advanced 60.1 percent,
which was a clearly nonsustainable rate in view of the relatively slow
advances in ultimate demand. These unbalanced relative trends were
abetted by distortions in income trends. Wages and salaries advanced
only 33 percent, labor income including fringes only 34.1 percent,
farm proprietors' net income only 23.6 percent, and transfer payments
only 32.2 percent. But corporate profits advance 46 percent, personal
interest income advanced 65.4 percent, and personal dividend income
advanced 41.3 percent.

The period 1969-73 as a whole witnessed the inevitable reaction to
these unbalanced trends. The real average annual growth rate was
only 3.6 percent. Stagnation and recession occurred. It was only to
be expected, during such a period, that ultimate demand would grow
more rapidly than investment in plant and equipment, and that
wages and salaries would grow more rapidly than corporate profits.
But even during this period, such investment and profits grew rela-
tively too rapidly, compared with ultimate demand and wages and
salaries, so that economic balance was not restored. And toward the end
of this period, the imbalances became even worse, as depicted below.
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From third quarter 1972 to third quarter 1973, again measured in
constant dollars, total national production grew 5.6 percent, private
consumer spending grew 5.1 percent, and Government outlays for all
goods and services grew 2.3 percent. But private investment in plant
and equipment grew 11.3 percent. And while wages and salaries grew
only 4.5 percent, and total labor including fringes only 4.4 percent,
corporate profits grew 16 percent. The increases of 11.1 percent in
transfer payments and of 29.4 percent in farm proprietors' net income
did not nearly compensate for the gross lag in wages and salaries and
labor income, in terms of the development of adequate ultimate de-
mand. Moreover, the transfer payments did not add much to an
ultimate demand, because they were financed mainly and unfortu-
nately out of regressive payroll taxes. These respective trends brought
stagnation and prospective recession (see chart 4). This analysis runs
only through third quarter 1973 because the data on profits for fourth)
quarter 1973 were not available as of the time of preparation of these
comments. But carrying the analysis through fourth quarter 1973
would not change the picture substantially.

Under the circumstances, nothing could be clearer than this: To
avert or ameliorate the recession which is now in the making, if it is
not already here, and to initiate vigorous progress toward restoration
of reasonably full resource use as soon as feasible, the major concen-
tration of all policies must be upon the adequate enlargement of con-
sumer incomes and of the wage rates which are the major factors in the
imperative advance.

S. The lag in Consumer Income and in Wage and Salary Income

The previous discussion makes it clear, by one method of approach,
that the lag in consumer spending and income, of which wage earners'
spending and income are the largest portion, has been the central
explanation of the highly unsatisfactory economic performance
during the past two decades, and especially during the most recent
years. It is now desirable to quantify this conclusion in a somewhat
different way. These quantifications are based upon full prosperity
economic models which, as is well known, I have been developing and
adjusting from year to year, and which have turned out to be reason-
ably correct (in the light of actual developments) as to full prosperity
needs.
The deficient growth rate in private consumption and ultimate demand

Expressed in constant dollars, the needed average annual growth
rate in private consumer spending was 5.3 percent during 1960-73.
But the actual average annual growth rate was only 4.4 percent during
this period, only 4.1 percent during 1966-73, and only 2.6 percent from
fourth quarter 1972 to fourth quarter 1973. The deficiency in private
consumer expenditures came to more than 51 percent of the deficiency
in total national production during 1960-66, more than 43 percent
during 1966-73, and almost 47 percent in fourth quarter 1973.

We have already noted that the deficiency in ultimate demand in-
cludes both private consumer spending and public outlays at all
levels for goods and services; it is also true that these public outlays,
apart from national defense, are primarily supplements to consumer
incomes and living standards. The deficiency in ultimate demand
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Tcame to more than 74 percent of the total national production de-
ficiency during 1960-66, more than 72 percent during 1966-73, and
more than 84 percent in fourth quarter 1973.

The deficiency in gross private investment came to less than 26
-percent of the deficiency in total national production during 1960-66,
-less than 28 percent during 1966-73, and less than 16 percent in fourth
-quarter 1973. Further, more than half of the investment deficiency in
recent years has been due to inadequate residential construction
which in turn has been due to erroneous national policies which have
impacted most heavily upon the housing conditions of lower-middle
and low-income families. Less than half of the deficiency in gross
private investment has been due to deficiencies in the private invest-
ment adding to production capabilities and, as earlier stated, this
deficiency has been induced by the deficiency in ultimate demand
(see chart 5).
Inadequate consumption growth due to inadequate income growth

It is not true, although it is frequently asserted, that inadequate
consumer spending has occurred because consumers as a whole have
saved too much and spent too little. The truth of the matter is that
the basic reason for inadequate consumer spending has been inade-
quate consumer income. However, it is also true that, at any given
level of consumer income, saving has been too high and spending
too low because too large a portion of the total consumer income has
flowed to those in the upper ranges of the income structure who save
relatively large portions of their income, while relatively too little
income has flowed to those lower down in the income structure who
spend relatively large portions of their income and save less.

The trends in total private consumer spending and in total personal
income after taxes demonstrate conclusively that both spending and
income have been too low. Measured in constant dollars, the average
annual rate of increase in total private consumer spending declined
from 4.8 percent during 1960-66 to 4.1 percent during 1966-73, and
to only 2.6 percent from fourth quarter 1972 to fourth quarter 1973.
The respective figures for total personal income after taxes were 5.1,
4.1, and 3.2 percent. The much more rapid growth in income than in
spending during the most recent period clearly indicated the gravity
of income maldistribution.

For the period 1960-73 as a whole, it is estimated that the deficiency
in private consumption of $790 billion, measured in 1970 dollars, was
based fundamentally on a deficiency of $1.154 trillion in total con-
sumer income before taxes (see chart 6).
The role of the deficiencies in wages and salaries

The next step in the quantitative analysis is to portray how much
the deficiencies in wages and salaries have contributed to the de-
ficiencies in total consumer income before taxes. For the period 1953-
73 as a whole, with all measurements in 1970 dollars, the annual
average deficiency of $49.1 billion in wages and salaries came to more
than 75 percent of the $64.8 billion average annual deficiency in total
consumer income before taxes. In 1973, the wage and salary deficiency
of $105.4 billion came to more than 81 percent of the $129.3 billion
deficiency in total consumer income before taxes. And in fourth
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quarter 1973, annual rate, a wage and salary deficiency of $113.2
billion came to almost 83 percent of the $136.5 billion deficiency in
total consumer income before taxes (see chart 7).

4. The Lag in Wages and Salaries Behind Productivity Gains: The
Significance of the Productivity Potential

One of the most commonly accepted propositions, among economists
and national policymakers, is that real wage and salary increases
should be kept closely in line with gains in productivity or output per
man-hour. There are some imperfections in this position which will
be treated later on in the discussion. But first of all, it is desirable to
compare the trends in productivity or output per man-hour with
trends in real wages and salaries.
The wage and salary lag, by conventional measurements

In the total private nonfarm economy during 1960-73 as a whole, the
average annual rate of advance was 2.8 percent for output per man-
hour, and 2.7 percent for wage and salary rates per man-hour. This
would seem to indicate a rough balance, although (as will later be
shown) the wage and salary rate gains were improperly repressed in
response to repression of productivity gains due to the excessive slack
in the economy. In any event, it is far more important to note the
trends during the subperiods within 1960-73.

During 1960-66, the average annual rate of increase was 3.4 percent
for productivity or output per man-hour, and only 2.7 percent for
wage and salary rates. The tremendous lag in wage and salary rates
during this period of "boom" or upturn was naturally the main cause
of the deficiency in total wages and salaries which did so much to
prevent full economic restoration, and to bring on the very inferior
econontic performance from 1966 forward.

During 1966-73, when the average overall economic performance
was very deficient, the average annual rate of increase in output per
man-hour fell to 2.3 percent. The average annual rate of increase in
real wage and salary rates was held at the somewhat higher figure of
2.7 percent. This was not nearly good enough for reasons which will be
discussed when I come to consider the growth in the productivity
potential, as distinguished from the actual growth in productivity.

From fourth quarter 1972 to fourth quarter 1973, the average
annual growth rate in productivity or output per man-hour in the
total private nonfarm economy was only 0.8 percent. This happened
despite the fact that the real economic growth rate during this period
was somewhat higher than the average during 1966-73. The reason
was that continuation of a sorely deficient rate of real economic
growth during the later period added to the problem of unused re-
sources which always has an adverse effect upon productivity gains.
But during this period from fourth quarter 1972 to fourth quarter
1973, something even worse happened. Instead of the rate of increase
in real wage and salary rates increasing more than the very small
rate of increase in productivity gains, there was no real improvement
at all in wage and salary rates. From the viewpoint of the wellbeing
of the entire economy, this was one of the most unfavorable develop-
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ments on record. It tremendously aggravated the deficiency in total
wages and salaries, the main factor in pulling the economy downward
toward absolute recession.

Tile situation has been even worse in total manufacturing. During
1960-73, the average annual rates of advance were 3.7 percent for
productivity, and only 2.1 percent for wage and salary rates. During
1960-66, the average annual rates of advance were 3.8 and 2 percent,
respectively. During 1966-73, the average annual rates of advance
were 3.5 and 2.1 percent, respectively. And from fourth quarter 1972
to fourth quarter 1973, the rates of advance were 2.3 percent and
minus 0.2 percent, respectively.

These respective trends in manufacturing show the ridiculous bias
'f the hue and cry. esneciallv in manufacturing, that wage gains have
seen excessive, and have been 6he reason wny prices have moved
;zo rapidly upward (see chart 8).
The productivity potential and its significance

Thus far, the data presented have compared the trends in real wage
and salary rates with the trends in actual productivity. But although
this comparison is in line with the thought and action in national and
other policies bearing upon wage adjustments, it is entirely fallacious.
For it is economically injurious to adjust real wage and salary rate
increases to the extraordinary repressed productivity gains' which
result from severe economic slack. The clear consequences of doing
this is to aggravate and compound the economic slack, by developing
wages and salary trends which are entirely inconsistent with economic
restoration, or with any viable model for an economy at reasonably
full resource use. Instead, real increases in wage and salary rates
should be adjusted to the growth rate in the productivity potential,
which means the indicated growth rate in actual productivity which
would occur under conditions of reasonably full resource use.

It is no sound argument that an economy "cannot afford" wage and
salary rate gains of this size when the economy is in fact repressed,
and when actual productivity gains are correspondingly reduced. Such
an argument is rather akin to arguing that public spending should be
reduced when we are suffering from severe economic slack, because the
economy "cannot afford" more public spending. This line of argument
defies the very meaning of economic restorative policies, which should
be designed to bring every major component of the economy into line
with what such component should be in a fully healthy economy, or
should be in an economy moving vigorously toward that goal.

Nor is there any merit in the argument that the wage and salary
rate policy herein recommended should not be applied to private
industry, when private industry is suffering from the profit conse-
quences of a stagnating or recessionary economy. For even during
such periods, 'within the two decades under review and certainty
during the most recent years, prices and profit margins per unit of
output have been high enough if not too high. If the absolute level of
profits have at any time been too low to induce an adequate level of
private investment to meet the requirements of a soundly performing
economy, the appropriate expansion of ultimate demand, in the form
of private consumption and public outlays, would quickly restore the
needed level of profits, and indeed the tendency would be these profits
to become too high in terms of economic balance throughout the
economy.
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The trends in the productivity potential
With these considerations in mind, let us now look at the record with

respect to the productivity potential in the U.S. economy. Viewing the
entire U.S. private economy, it appears that advancing technology,
increased labor skills, and other factors have tended toward an accel-
erating growth rate in productivity under conditions of reasonably
full resource use. The actual average annual productivity growth rate
lose from 0.5 percent during 1910-20 to 2.4-2.5 percent during 1920-
40, and to 3.1 percent during 1940-55. (It was 4.1 percent during
1947-53.) The productivity growth rate sank to 2.3 percent during
the poor economic performance years 1955-60, and then rose to 3.8
percent during the "boom" or upturn years, 1960-66. It then fell to
an average of somewhere in the neighborhood of 2 percent during the
years 1966-71, which were characterized on the average by very poor
economic performance. But during the period of brisk recovery from
first quarter 1971 to first quarter 1973, the average annual produc-
tivity growth rate shot up to 4.3 percent. Then, from first quarter
1973 to fourth quarter 1973, a period of stagnation and oncoming
recession, the average annual rate of productivity gain was minus 0.7
percent.

From the foregoing data, it appears conservatively that the growth
rate in the productivity potential for the U.S. economy at large was
about 3.2 percent during 1950-55, and about 3.7 percent during 1955-
73. It is in accord with these estimated gains in the productivity poten-
tial that real wage and salary rate gains should have been adjusted
during the years mentioned (see chart 9).

Under the wage price guidelines or "controls," as first applied
during the Kennedy-Johnson years and then under the Nixon admin-
istration, the alleged objective has been to achieve real wage and
salary rate gains in the neighborhood of 3 percent, this purporting to
be roughly in line with nationwide productivity gains. But due to the
deficiencies in the application of the policy, it is clear that the gains in
real wage and salary rates have lagged seriously behind the 3 percent
figure. And they lagged much more behind the growth rates in the
productivity potential which constitute the proper standard for real
wage and salary rate gains.

5. Significance of Erroneous Fiscal and Monetary Policies

The erroneous policies with respect to wages and salaries, already
depicted, have been gravely aggravated by erroneous fiscal and mone-
tary policies. These also have contributed to income maldistribution,
added to the investment-consumption imbalances, and reinforced the
trends toward "boom," stagnation, and recession. Wage earners have
been the major victims of all this.
The general errors in tax reductions and concessions during the 1960's

and 1970's
During the 1960's and on into the 1970's, the Federal Govern-

ment, with the main impetus stemming from the executive branch,
engaged in an orgy of ill-considered and unwise tax reductions -and'
concessions. The practical consequence has been to feed the fat and
starve the lean, by redistributing after-tax income in nonprogressive
directions, and by reallocating resources and economic activity in a
manner highly contributory to the economic imbalances already dis-
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cussed. Thus, in the overall, these tax reductions, while avowedly
designed to stimulate the economy, have at best given it a brief shot
in the arm; in the longer run, they have intensified the maladjustments
leading to periodic stagnation and absolute recession. Simultaneously,
by the choice of misdirected tax cuts in lieu of well-directed Federal
spending, the great priorities of our domestic needs have been danger-
ously underserved, with immense damage to the people at large.

The nonprogressive nature of the tax cuts, 1964-73
The data on this subejet are very revealing. Those with incomes

below $3,000, who comprised 16.1 percent of the tax return in 1969,
received only 7.9 percent of the total tax cuts during 1964-73. Those
with incomes between $3,000 and $5,000, who comprised 14.S percent
of the tax returns, received only 12.9 percent of the tax cuts. In con-
trast, those with inocmes between $5,000 and $10,000, who comprised
35 percent of the tax returns, received 38.4 percent of the tax cuts.
Those with incomes between $10,000 and $20,000, who comprised
28.8 percent of the tax returns, received 29.6 percent of the tax cuts.
Those with incomes between $20,000 and $50,000, who comprised 4.7
percent of the tax returns, received 10.3 percent of the tax cuts. And
those with incomes over $50,000, who comprised only 0.6 percent of
the tax returns, received 0.9 percent of the tax cuts.

It is no excuse for the misdirection in this tax cutting that there is
"more room" for tax cuts among the higher income brackets because
they have higher incomes, and pay more in taxes in relationship to
their incomes. Despite this, it would have been feasible and highly
desirable to concentrate more of the tax cuts lower down in the in-
come structure. Other things being equal, tax cuts for everybody are
desirable. But other things being as they actually were, neither eco-
nomic nor social conditions justified large and repeated tax cuts for-
those with high incomes, and maybe not even for those in the upper
middle income groups (see chart 10).

The tax cuts aggravated the investment-consumption imbalances
Still another reason why the pattern of the tax cuts was economically

unsound was that they allocated relatively too much to the investment
function, and relatively too little to the consumption function. Taking
as an example the 1971 tax cuts, their short-run effects during 1971-
72 were to allocate $4.5 billion to the investment function, and only
$3.4 billion to the consumption function. Their permanent effects, as.
of 1973 and thereafter, were to allocate $7.4 billion to the investment
function, and only $2.7 billion to the consumption function. The
complete misdiagnosis of the economic situation and our economic
needs, represented by such a pattern of tax cuts, has already been
discussed fully (see chart 11).

The excessive tax cuts estopped adequate increases in public spending
The repeated decision to put so much into tax cuts, and so little

into increased Federal spending, was abysmally wrong. Tax cutting
was a far less efficient method than increased public spending, with
regard to stimulating the economy, because a substantial portion of
the benefits of tax cuts were saved instead of being spent, and doubly
so because of the nonprogressive nature of the cuts. Relatedly, the
undue emphasis upon tax cuts for investors aggravated the investment-
consumption inbalances. Besides, a substantial portion of the tax cuts.
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created excessive aftertax investment income, even in relationship to.
domestic outlets for investment. Consequently, an excessive portion
of investment was directed overseas, to the detriment of our balance
of payments.

And it is obvious that tax cuts, especially in the nature of those
undertaken, contributed very little toward serving the great priorities.
of our domestic needs, which primarily supplement the living stand-
ards of wage earners and others who are not in the high income struc-
ture. The alternative of increased public spending could and would
have been directed toward these purposes. To illustrate, the massive
tax cuts of 1964 had an immediate annual value in the neighborhood
of $20 billion, and this value increased year by year as the tax base
grew with a growing economy. At least half of these 1964 tax cuts.
should have been directed instead to increase public spending for pri-
oritv needs. This would also have helped to correct the investment-
consumption imbalance, in that (as earlier stated) public spending is
mostly ultimate consumption.

The massive tax cuts of 1964 provided a brief stimulus to the econ-
omy, as $20 billion thrown into the streets would have done. But
within a couple of years, the results were renewed stagnation, and
thereafter the substantial beginnings of roaring inflation as stagnation
progressed and ended in recession.
The excessive scarceness in the money supply, and its adverse impact

upon economic growth
It would be too cumbersome and complex, for the purposes of my

comments, to undertake a comprehensive examination of the trends.
in the prevalent monetary policy and its effects. But enough can and
should be said to make the errors transparently clear.

During 1953, third quarter 1973, as earlier stated, the average
annual rate of real U.S. economic growth was only 3.6 percent, or
seriously deficient. During the same period, the average growth in
the nonfederally held money supply averaged annually only 3.5 per-
cent. This establishes a strong initial case that the supply of money
has in general been made too tight. It will not do to argue that the
trends in the money supply have merely been responsive to the real
performance of the economy, and not affected it. For the money
managers themselves have frequently admitted that, at times, they
deliberately tightened the money supply to repress the economy in.
the name of fighting inflation.

It is well known that the scarcity approach to the money supply
has been extreme during particular years, and this has contributed.
mightily to the damaging downward movement in the rate of reaL
economic growth. The growth rate in the nonfederally held money
supply was only 2.2 percent from 1954 to 1955, only 1.3 percent from.
1955-56, and minus 0.7 percent from 1956 to 1957. The real growth.
rate of the economy was only 1.8 percent from 1955 to 1956, only 1.4
percent from 1956 to 1957, and minus 1.1 percent from 1957 to 1958..
From 1958 to 1959, the growth rate in the money supply was only 1.1
percent, and from 1959 to 1960 minus 0.6 percent, and the real eco-
nomic growth rate was only 2.5 percent from 1959 to 1960, and only
1.9 percent from 1960 to 1961. From 1965 to 1966, the growth rate in.
the money supply was only 2.2 percent, and from 1966 to 1967 the
real economic growth rate was only 2.6 percent. From 1968 to 1969,.

32-378-74---8
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the growth rate in the money supply was only 3.2 percent, and from
1969 to 1970 the real economic growth rate was minus 0.4 percent.
From second to third quarter 1973, the growth rate in the money sup-
ply was lower than from third quarter 1972 to third quarter 1973 as
a whole, and the real economic growth rate dropped to 3.4 percent
from second quarter 1973 to third quarter 1973, compared with 5.6
percent from third quarter 1972 to third quarter 1973 as a whole.

The fantastic rise in interest rates, and their adverse impact upon the
economy

The application of the prevalent theory to the growth rate in the
money supply has forced interest rates up fantastically; relatively
minor undulations in these rates have not affected much the long-term
upward trend. Comparing 1952 with October 1973, the cost of money
rose 2.13 to 6.81 percent on U.S. Government 3-5 year issues; from
2.96 to 7.60 percent on Aaa corporate bonds; from 2.19 to 5.05
percent on high-grade municipal bonds; from 3.49 to 9.24 percent on
short-term bank loans to business; from 2.33 to 8.92 percent on 4-6
month prime commercial paper; and from 4.29 to 9.18 percent on
FHA new home mortgage yields.

The immense increases in the cost of money has had very uneven
impacts upon various sectors of the economy, adding to the economic
imbalances which explain the "roller-coaster" prosperity with all of

its injurious effects. Thus, the rising cost of money has had very little
effect upon investors in the key sectors of big industry. This is because
these key industries have relied more upon retained earnings than
upon borrowings, which have constituted a small fraction of their total
investment funds, and also because they have been able to pass on to
others through price increases those rising costs which they have
experienced. Simultaneously, the rising cost of money has been ex-

tremely hurtful to small business, wage earners, families, homeowners,
and other consumers. Nothing has been more regressive socially and
more repressive in the overall than the rising cost of money.

The direct costs to borrowers of rising interest rates: the excess interest
costs

In the overall, from 1952 to 1972, the average interest rate on the
Federal public debt rose 106.9 percent. This imposed an additional
interest cost upon the Federal public debt of $60.3 billion, all of which
was an excess interest cost because the policy resulting in these in-

creases was unwarranted and unjustified on all scores. In 1972 alone,
the excess interest charges imposed upon the Federal public debt
were almost $8 billion. And furthermore, these excess interest costs
increased the size of the Federal public debt and of the Federal budget
deficits. They did not only directly, but also because they contributed
to the deficient economic performance with its adverse impacts upon
revenues at existing tax rates.

It is strange indeed that those very economists who assert that the
Federal deficits have been a primary cause of inflation maintain at the
same time that a monetary policy which has added so much to these
deficits has been antiinflationary.

The rising cost of money upon Federal borrowings has necessarily
affected the cost of money on all other types of borrowings, because
recognized margins are maintained among these various types. From
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1952 to 1972, the average interest rate on the total public and private
debt rose 119.3 percent, and this imposed excess interest costs of
$570.9 billion for the period as a whole. In 1972 alone, the excess
interest cost on the total public and private debt was $84.9 billion
(see chart 12).

Preferable uses of amount involved in excess interest costs: enlarged
incomes, especially among the poor

The following examples are merely illustrative of preferable uses
of the amount involved in the excess interest costs, without implying
that the total amount should have been channeled in the directions
indicated, although a very substantial part of it should have been so
channeled.

If the $570.9 billion of excess interest costs during 1953-72 had
instead flowed to increase the incomes of American families, they
would have provided more than $11,500 to each family of four, and
more than $1,600 to each family of four in 1972 alone. On a per
capita basis for the entire population, the excess interest costs were
equivalent to almost $2,900 for the period as a whole, and to more
than $400 in 1972 alone.

To take a related example, the excess interest costs of $570.9
billion, during the period 1953-72 as a whole, averaged $28.5 billion
annually. If this amount had instead been directed toward increasing
the incomes of all families living in poverty with incomes below
$4,000 with average income of $2,405 in 1971, it would have provided
$4,130 more of income to each of these families in each year of the
entire period under review. If channeled to all families with incomes
below $3,000, with average income of $1,836 in 1971, it would have
provided $6,477 more to each of these families in each year.' And
if the total amount had been channeled to families with incomes
below $2,000, with average income of $1,159 in 1971, it would have
provided $13,571 more to each family in each year.

The immediately foregoing example demonstrates that only a
fraction of these excess interest costs should have been channeled
directly toward the liquidation of poverty. In fact, it is generally
estimated that only somewhere in the neighborhood of $13 billion of
income supplementation would be needed annually to lift out of the
poverty cellar all of the American families imprisoned therein. And
far less than this amount would be required, if the tight money policies
and other prevalent policies had not prevented the maintenance of
reasonably full employment and production, which in itself is by far
the greatest factor in the reduction of poverty (see chart 13).

Preferable uses: the great priorities of our domestic public needs
With respect to the great priorities of our domestic needs, which

are financed by the Federal budget, let us now examine the implica-
tions of having available for these great purposes the excess interest
costs imposed upon the Federal budget by the prevalent economics
in its monetary aspects.

On a calendar year basis, the annual average excess interest cost
in the Federal budget was $5,519 million during 1964-72. And on a
fiscal year basis, during the years 1964-74, annual average Federal
budget outlays for education were $4,719 million, for health services
and research $10,902 million, for housing and community develop-
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ment $2,871 million, for public assistance and welfare services $7,028:
million, and for manpower programs $1,912 million. In calendar-
1973, the excess interest costs in the Federal budget were in the
range of $8 billion. As proposed originally by the President in the-
1975 fiscal budget, outlays for education were $8,195 million, for
health services and research $26,282 million, for housing and com--
munity development $5,667 million, for public assistance and welfare
services $17,894 million, and for manpower programs $3,342 million.

How truly disheartening it is to contemplate how much the sorely-
deficient level of outlays for these Federal vital domestic public pur--
poses could have been increased, if the Federal budget had not been
burdened with the economically unsound and morally indefensible-
excess interest costs (see chart 14).

The foregoing is highly relevant to wage policy proper. For the-
shortchanging of essential public services means that, for economic and
social reasons, an even more "liberal" wage policy is needed than if this.
short-changing were not in effect and in prospect.

6. Goals for the U.S. Economy, 1975 and Fourth Quarter 1975

One important point I have already developed is that national and
other policies bearing upon wage adjustments have not related these
adjustments to the real needs of the economy. And they can hardly do-
so, when policies in general have not been based upon consistent and
adequate goals for the economy at large, but instead have been im--
provised at random, and hardly related to the requirements for full
economic restoration. For this and other reasons, as in many previous
materials I have furnished the JEC, it is necessary to set forth goals for-
the economy at large, and the related goals for wage and salary ad--
justments in general. These goals are based upon the requirements for
achieving reasonably full resource use by the fourth quarter of 1975.
All of the goals have been reconciled within my model for the economy
at large, already referred to.
Goals for the economy at large, including wages and salaries

Projected from a 1973 base, civilian employment should be up 6.7
percent by 1975, and 7.8 percent by fourth quarter 1975. This would
reduce the volume of unemployment by 28.6 percent in 1973, and 34.6
percent in fourth quarter 1973. The target is full-time or official by-
reported unemployment of about 2.9 percent, and a true level of un--
employment of about 4.1 percent.

Total national production in real terms should be up 17.5 percent by-
1975, and 19.5 percent by fourth quarter 1975. As a proper component
in this objective, consumer spending in real terms should be up 12.5-
percent by 1975, and 14.5 percent by fourth quarter 1975.

Total wages and salaries in real terms should be up 16.4 percent by-
1975, and 18.6 percent by fourth quarter 1975. Part of this would
reflect additional employment, and part of it would reflect productivity-
gains.

In an economy moving at appropriate speed toward full restoration,
productivity or output per man-hour should be up 11.8 percent by-
1975, and 12.8 percent by fourth quarter 1975. This is much higher-
than the long-term growth rate in the productivity potential, as must
be the case in a vigorous recovery movement. The growth in employ-
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ment, plus the growth in productivity, would exceed the growth in
total national production, due to the changes in working hours and
other factors in the composition of the labor force.

Real wage rates should rise by 10.4 percent by 1975, and 11.3 per-
cent by fourth quarter 1975. Wage rate gains are projected at a slightly
lower rate than the growth in productivity, so as not to move real
wage growth too far out of line with longer-term sustainable trends
(see chart 15).

The goals will seem excessive and unattainable to those who have
never adjusted their thinking to a genuinely restorative economic
effort. Because we did what we needed to do during World War II,
the rate of real average annual economic growth was about 9 percent.
To be sure, this was from a low base, but it is also true that more than
13 million potential workers were drawn into the Armed Forces.

7. The Prevalent Economics Foments Price Inflation and a New Approach
To Restraining It

The theory and practice of the prevalent economics is so thoroughly
ingrained, among university teachers and practitioners and policy-
makers, that they usually do not deem it necessary to defend it.
But when they do make the attempt, the defense converges upon this
erroneous proposition: The economy experiences more price inflation
when it gets near to reasonably full employment and production, and
experiences less price inflation when idle resources move further and
further below reasonably full use.. Thus, every deliberately contrived
effort to slow down an upturn before reasonably full resource use is
achieved, and many repressive efforts even when the economy is in
stagnation or recession, are avowedly undertaken to hold back the
real economic performance in the name of restraining inflation. This
makes restraint of price increases the paramount objective of the
policymakers. And this is very wrong.
Particular price levels are not a paramount economic objective: the true

function of pr7ices
Let us start by assuming, contrary to the empirical evidence which

will soon be discussed, that the cause-of-inflation thesis oflthe scarcity
economists, sometimes related to the so-called Phillips curve, is
correct. Even on this assumption, sacrificing the three great and-
ultimate purposes of our economic system to curb price inflation is
indefensible in practice. For these three great and ultimate purposes
do not relate to prices per se. Rather, they are (1) to maintain the rate
of real economic growth which yields reasonably full employment and
production, these being ultimate values in themselves, and the absence
of these being far more costly than any differences in the price level
which are deemed to result from varying rates of real economic per-
formance; (2) to meet the great priorities of our domestic and inter-
national needs; and (3) to do social justice. Neither given price levels
nor given trends in prices can properly be classified as a fourth great
purpose in this ultimate sense.

To put this another way, the prevalent economics mistakes the
true function of prices in our economy. No particular price levels, and
no particular trends in prices, are desirable per se. The true function
of prices and profits, of wages and other forms of income, and of public
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fiscal and monetary and other economics policies, is to allocate in-
comes and resources in the manner most conducive to fulfillment of
the three great and ultimate purposes of economic system. Experience,
in general, indicates that the balance or adjustments essential to these
three great purposes may be achieved under a stable, rising, or falling
price level, and whatever price trends promote these great purposes
are desirable price trends.

To take the most telling example, an extraordinary stable price level
during 1922-29, except for falling farm prices, did not prevent the
"Great Crash." It came because, even under a stable price level, the
cost reductions due to productivity gains were translated excessively
into profits and investment, instead of being shared adequately with
workers, farmers, and other consumers. In consequence, our ability
to produce grew enormously out of line with ultimate consumption,
and this always spells trouble.

In short, the prevalent economics during recent times has been
utterly wrong, in attempting to give primacy to the attainment of
so-called price stability. Moreover, as will shortly be shown, the
approach has also aggravated inflation greatly.

To illustrate further why any particular degree of price stability
should not be accorded this primacy, let us look at it this way: If the
amount of price inflation we have actually suffered in recent years had
been accompanied by policies and programs designed successfully to
matintain optimum economic growth and reasonably full employment
and production, to meet the great priorities of our domestic and inter-
national needs, and to do social justice, the bargain or "trade off"
would have been one of the- finest the policymakers ever made (again,
as will soon be pointed out, fulfillment of these primary objectives
would have yielded far less price inflation). But when this actual
amount of price inflation during recent years has been accompanied
by policies deliberately and "successfully" designed to thwart and
neglect these great purposes of our economic life, this amount of in-
flation has been stupid, cruel, and indefensible. It is manifestly im-
moral, for example, to make millions of breadwinners and their families
suffer the ignominy, income losses, and the other evils occasioned by
massive unemployment, even if such action enabled the affluent and
rich to buy luxuries and necessities at a somewhat lower price than
would otherwise be the case.
The prevalent theory of price inflation is standing on its head: the empirical

evidence against it
But all the foregoing is only the beginning of the sorry story, with

respect to the means attempted by the prevalent economics to restrain
price inflation. For directly contrary to the prevalent theory, higher
economic growth and fuller use of manpower and other resources have
meant less price inflation, while stagnation and recessions have usually
meant more price inflation. The experience record on this has now
endured for more than two decades.

During 1952-55, the real annual economic growth rate averaged
3.5 percent, and officially recorded full-time unemployment averaged
4 percent. Mlenawhile, the average annual rate of inflation was only
0.3 percent for consumer prices, minus 0.2 percent for wholesale
prices, and only 1.1 percent for industrial prices.



1091

Then came the period 1955-58, when the average annual rate of real
economic growth was only 0.8 percent. Officially recorded full-time
unemployment averaged 4.9 percent, and the annual rate within this
period rose from 4.4 percent in the first year to 6.8 percent in the last
year. Meanwhile, the average annual rates of inflation were 2.6 percent
for consumer prices, and 2.5 percent for wholesale and industrial prices.

During 1958-66, the average annual rates were 4.9 percent for real
economic growth, and 5.4 percent for unemployment, and unemploy-
ment declined from 6.8 to 3.8 percent. Cocurrently, the average annual
rate of inflation was 1.5 percent for consumer prices, 0.7 percent for
wholesale prices, and 0.6 percent for industrial prices.

Then, during 1966-69, the average annual rate of real economic
growth declined to 3.3 percent. Unemployment averaged 3.6 percent,
and declined only from 3.8 percent in the first year to 3.5 percent in the
last. The average annual rate of inflation was 4.1 percent for consumer
prices, 2.2 percent for wholesale prices and 2.5 percent for industrial
prices.

During 1969-73, the average annual rate of real economic growth
remained at the deficient level of 3.6 percent. Unemployment averaged
5 percent, and rose from 3.5 to 4.9 percent, comparing the first and
last year within this period. The average annual rate of price inflation
was 4.9 percent for consumer prices, 6.2 percent for wholesale prices,
and 4.6 percent for industrial prices.

The utter bewilderment and confounding of the prevalent economics
came during the period from first quarter 1973 to fourth quarter 1973.
Measured at an annual rate, the real rate of economic growth was at
the stagnation level of only 2.4 percent, and unemployment averaged
4.9 percent, declining only from 5 percent in the first quarter to 4.7
percent in the third. Meanwhile, the average annual rate of inflation
was 9.3 percent for consumer prices, 16.2 percent for wholesale prices,
and 13.7 percent for industrial prices (see chart 16).

To cap the climax, the informed forecasts are now to the effect that
the stagnation will become worse, and most likely end in an absolute
recession, sometime in 1974. As usual, the price forecasts are strangely
"optimistic," but to date they have been more optimistic than
reality. Even so, consumer price inflation is forecast to run somewhere
between 6 and 8 percent, with even more inflation in the other sectors.

It might hopefully have been anticipated that, at long last, the
scarcity economists would have abandoned their discredited theory as
to the causes of price-inflation, and accordingly abandoned the repres-
sive economic measures which they have applied. Not so. Instead of
admitting that their cause-of-inflation theory has been thoroughly dis-
credited, they still aver that it is marvelous. But they now have re-
vised upward their estimates as to the amount of unemployment which
we should tolerate, or even encourage, in order to curb price inflation.
A fine example of this is the man reportedly slated to be the next
Chairman of the Council of Economic Advisers.
The wise choice, guided by experience

The author of this study is ready to admit that the data and cor-
relations which he has offered above are not absolutely conclusive.
Different periods might possibly be selected for the exercises, even
though those actually selected are entirely reasonable. More refined
analysis might yield slightly different results, but not substantially so.
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But the enduring evidence is overwhelming: There is no justification
-whatsoever for the prevalent thesis, translated into practice, that we
should sacrifice so much by way of the three great purposes of our
economic growth for so dubious a cause-of-inflation theory, completely
unproved even if not completely refuted by all experience. It would be
better to move forward with what we need to do to fulfill these three
great purposes.

It may possibly be true, although the author of this study doubts
it, that contrived departures from a reasonably well-performing econ-
*omy might at times temporarily abate some price inflation. It mav
also be true that vigorous efforts toward economic restoration, which
are now so imperative, might at times temporarily augment inflation-
aiy pressures. But a longer view should be taken. "Fine-tuning" has
proved itself a flop. In the long run, it appears incontestably true that
an economy maintained at reasonably full resource use, and fulfilling
its obligation toward priorities and social justice, would average less
-net price inflation than the "roller-coaster prosperity" induced by the
egregiously wrong theory of the causes of inflation now for so long
-in vogue.

Toward a revised theory of the causes of inflation based upon the empirical
evidence

It is not by accident nor fortuitously that the prevalent theory as
to the true causes of price inflation have been so thoroughly repudiated
by the relevant empirical evidence. There are many theoretical expla-
-nations of what has actually happened.

First, an economy with contrived and serious shortages generates
clear tendencies toward more inflation. We should by now recognize
this, especially in view of the current and prospective inflationary
impact of the food and energy shortages.

Second, the rate of gain in productivity or output per ,man-hour,
when the economy is in stagnation or absolute recession, is only one-
third to one-fifth as large as when it is reasonably near full resource
-use. This increases per-unit costs of production, and results in large
price increases, whether justifiable or not in view of profit margins.
To put this in another way, large departures from reasonably full
resource use mean an inefficiently operating economy, and inefficiency
breeds inflation.

Third, aside from farm prices and' some others, prices are no longer
determined by "supply and demand." They are instead "adminis-
tered"prices fixed by the deliberate policy decisions of business man-
agers. All relevant experience shows that these managers, in pursuit of
predetermined profit goals, and in order to cover the higher costs
-resulting from deficient volume, lift their prices more rapidly in the
-face of inadequate sales than in the face of a full volume of sales.
'Whether the managers are "right" or "wrong" in so doing is.beside
the point.

In economics classes 75 years ago, the students were told that the
holder of 10 apples would increase the price if there were 11 buyers
and decrease it if there were 8 buyers. The professors, including even
-Paul Samuelson to a degree, still say this today. But if the holder of
the apples controls the supply, and if people want or need to buy them,
he will increase the price more when there are 8 buyers than when
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there are 11 buyers, in order to cover costs and achieve profits. This
observation of commonsense, confirmed by experience, has not found
its wav into the thinking of the prevalent economics.

Fifth, the pernicious policy of tight money and fantastically high
and usually rising interest rates, also pursued in the name of fighting
inflation, is very inflationary per se. This is because the rising cost of
money operates like other rising costs. If the rising cost of money is
experienced by business firms in the "administered" price areas, they
translate this into rising prices charged against the industries and
consumers to whom they sell. Insofar as the rising cost of money is
experienced directly by consumers in their buying, they tack this rise
in the cost of living on to their wage demands, and this, rightly or
wrongly, is claimed to be inflationary. If consumers are in a position
where they cannot take this compensatory action, they merely suffer
the inflation. Also, the prevalent money policy helps to stunt real
economic growth, and this in itself is inflationary.

Sixth, the business uncertainties, spawned by the "roller coaster"
prosperity, add greatly to inflationary pressures. Price increases are
engineered to "counter" these uncertainties. Thus, the assurance,
through performance, that there is full commitment to sustained full
prosperity would do most to dispel the motivations toward undesirable
price increases.

8. Comments About Housing

In part I of my comments, I referred to the insignificant treatment
of housing in the 1974 CEA Report. I now reinforce this comment
with my own analysis.

High promise and poor performances
The deficiencies in our housing supply, both quantitative and quali-.

tative, are perhaps the best illustration of the interdependence of
economic and social considerations.

The Housing Act of 1949, with bipartisan support, established the
goal within a decade of "a decent home for every American family in a
suitable living environment." Almost a quarter century later, despite
the advantage of our increased economic capabilities and organizing
skills, we have not moved appreciably closer to this goal. And in terms.
of the unfavorable impact of bad housing upon urban conditions.
generally and municipal costs, it is a salient feature of the housing
neglect that our urban areas have been subjected to a progressive
decay.

There have been many studies of the influences of bad housing upon
the one-fifth to one-fourth of our population (according to the criteria
applied) who live in bad housing, in terms of its effects upon morale,
health, social behavior, and civic behavior and attitudes. In view of
these available studies and their wide currency, I will not develop this.
aspect further. But there has been relative neglect of the impact of the
deficient housing performance upon our general economic performance,
in terms of investment, employment, and production opportunity.
Accordingly, I shall now concentrate upon these aspects.

The deficient trends in housing starts
In 1950, a relatively banner year for housing, there were 1,952,000

housing starts. The rate declined to 1,500,000 in 1969, and to 1,469,000'
in 1970. The number moved upward to 2,058,000 in 1971, and to
2,379,000 in 1972. It then declined to 2,080,000 (estimated) in 1973.
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And the seasonally adjusted annual rate was only 1,642,000 in Octo-
ber 1973. Thus, the average annual rate of housing starts during the
past 5 years has been immensely below the average annual goal of
2,285,000 during 1973-SO, and 2,500,000 in 1980 alone. These goals
have not been developed by me; they are the official goals of the
Government itself.

The seriously deficient nature of this housing performance cannot be
fully appreciated, without examining the composition of the housing
starts. Only so-called public housing relates closely to the needs of the
poor and deprived, who occupy most of the bad housing. In 1950,
there Were only 44,000 public housing starts. During each year from
1969 forward, the total was very much lower, with only 22,000 in 1972,
and only 15,000 estimated for 1973. The seasonally adjusted annual
rate in October 1973 was only 29,000. Moreover, very little housing is
built for those in the lower middle-income group, and far too little
even for those in the middle-income group. The extraordinarily high
concentration of housing starts among those in the upper middle-
income and high-income groups is not only socially wrong. It also
explains the recurrent "saturation" of the housing market for these
groups, which in turn explains the extraordinary erratic trends in
housing starts, and their serious consequences for the economy at large.

This record, combined with the most recent actions of the President
with respect to housing, make a mockery of the official goals for housing
performance (see chart 17).

Many erroneous national economic policies on many fronts have
contributed to the poor record. This applies not only to housing policy
proper, but also to tax and spending policies, and to those other policies
which affect income distribution and overall economic performance.
But it will suffice, at this point, to refer explicitly only to the prevalent
monetary policy. Roughly speaking, the excess interest costs imposed
on housing mean that, if a family with an income of $7,500 buys a new
$15,000 home, it will pay excess interest costs over the customary life
of the mortgage equivalent to a full year of its annual income after
taxes. The practical result is that most families in middle-income
groups simply cannot buy. And when they do, what could be more
inflationary than the excess costs imposed upon them?
The job scarcity in contract construction

The highly unsatisfactory housing performance has contributed
directly to a much higher rate of unemployment in contract construc-
tion than in other sectors. Viewing averages for 1953-73 as a whole,
unemployment was 10.6 percent in contract construction, compared
with 5.3 percent in manufacturing, and 4.9 percent in the total
economy. In 1973 alone, unemployment was 8.9 percent in contract
construction, compared with 4.4 percent in manufacturing, and 4.9
percent in the total economy. The uniquely high unemployment in
contract construction explained also a substantial part of the un-
employment in other areas, because the deficient rate of housing starts
had adverse effects upon the demand for all those types of products
which enter the home, and upon the construction of those neighboring
facilities which serve the home (see chart 18).
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The housing scarcity contributes powerfully to scarcities throughout the
economy

Measured in 1970 dollars, the construction deficiency during the
period 1953-72 is estimated at $214.9 billion. Viewing the ramifying
effects of this deficiency, it is estimated that it accounted for a loss
in total national production of $429.8 billion. The construction
deficiency thus entailed a Federal revenue loss of $86.9 billion, and
a State and local property tax loss of $16.5 billion. The resultant loss
of man-years of employment was 9.9 million.

The final step in this exercise is to project the consequences during
1973-80, without drastic changes in national economic and social
policies. For the period as a whole, the deficit in residential and
related commercial construction is estimated at $75.2 billion. The
attributable loss is $150.4 billion for total national production, $30.1
billion for Federal revenues, and $3.9 billion for State and local
property taxes. The resultant man-years of work lost is 2.6 million
(see chart 19).

By comparing the foregoing With the overall deficiencies depicted
on an earlier chart, one can easily discern the profound significance
of the maltreatment of housing.

9. Comments on the "Energy Crisis"

In part I, I suggested the inadequacy of the CEA discussion of the
energy problem. I now offer my own analysis.

The "energy crisis" exists on a very wide front
The "energy crisis," and its serious impact upon our entire economy,

merit much more explanation than has thus far been forthcoming.
The Middle East difficulty does not nearly account for the size of
this "crisis." Our oil imports attributable to that region, in ratio to
our total oil supply, are large. But they are not large enough to be
fraught with so much damage, if we ourselves had not committed so
many errors on so many fronts for so many years. In addition to
factors cited below, we could have had enough reserve oil capacity,
if we had looked ahead and planned, to reduce the consequences to
us of troubles in the Middle East, or elsewhere, which were not
unimaginable even though not clearly predictable.

This is a proper moment to note that growing and then serious
energy shortages, in areas other than oil, were highly visible for a
number of years before 1973. Due to insufficiencies of plant and other
facilities, there were electricity shortages, and dimouts and blackouts
in some important areas. In the case of natural gas, there were actual
and growing inadequacies of plant and pipelines-generally ignored,
and partly "concealed" by the deficient level of performance and
demand in the economy at large-for a long period before the critical
shortage of gas as a commodity set in and was recognized. Today,
efforts to increase the availability of natural gas, through imports
and domestic exploration, arc restrained considerably by the aware-
ness of limited plant and pipelines; and even such commodity in-
creases as are actually achieved will accentuate the inadequacy of
plant and pipelines.
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Such are the bitter fruits of the prevalent approach, and it is
highly indicative that these other manifestations of the energy
shortages have been relegated to the rear as the oil "crisis" has
emerged.

Long-term shortcomings in the public utility regulatory process: too little
capital, too high money costs, and erroneous price policy

During many years of appearances before Federal and other regu-
latory commissions, I have challenged the prevalent policies and
decisions which have not looked ahead to growing nationwide energy
requirements, have not responded to the need for a U.S. economy
growing stably and at an optimum rate-toward which energy itself
is a vital contributing factor-and have pursued the practice of too
little and too late. The traditional regulatory approach has been to
allow a utility the rate of return needed to cover the cost of capital
actually used. But the capital actually used has fallen far short of the
amounts essential to serve the growing needs of a growing nation. And
this nondynamic approach is more the fault of the public regulatory
bodies than of the utilities themselves, for adequate expansion of
energy supply is a matter of nationwide concern, and requires con-
certed action beyond the scope of individual utilities in their own future
planning.

More specifically, the regulatory commissions have not protested,
or done so only in muted tones, against the scarcity ravages of the
prevalent monetary policy. For example, among the major electrical
utilities, the embedded cost of debt capital-the average cost on out-
standing long-term debt-rose from 3.13 percent in 1953 to 5.47
percent in 1971-later comprehensive data not available-with very
much higher interest costs on current borrowings. The excess interest
costs, during the period cited, cost the electric utilities $4.037 billion,
and the end is not vet (see chart 20).

This money-cost extravaganza has hurt the utilities more than any
other major industry except housing. This is because the ratio of long-
term debt to total capitalization is almost twice as high among the
utilities as in manufacturing, and almost three times as high as in
motor vehicles and equipment. And the excessive costs of debt capital
have also entailed excessive costs of equity capital among the utilities.

The general price inflation has also worked with special severity
among the utilities. From 1966 to 1972, consumer prices rose at an
average annual rate of 2.9 percent, wholesale prices 1.9 percent- and
industrial prices 1.8 percent. But the prices received by the utilities
at large rose at an average annual rate of only 1.7 percent. These
utility price disparities, that with the Consumer Price Index being by
far the most significant, have also appeared in later years. Tlhe price
lag among the utilities has not been compensated for by a relatively
higher rate of technology progress. This is indicated by the profit
trends among the utilities, as set forth below.

The above-described price policy among the regulatory commissions
is not beneficial to the consumer in the long run. For the shortages of
utility capacities and services will average more utility price increases
in the long run than would have resulted from a more farsighted
regulatory policy. This is already becoming very apparent.
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Deficient income, plant and equipment, and service among the utilities
The foregoing factors have conspired to produce adverse income

trends among the utilities. Among the public utilities in general, the
:average annual growth rate in per unit revenues declined from 2.3
percent during 1953-60 to 1.7 percent during 1960-72. The average
:annual trends in income before taxes wvere down from 7.7 to 1.8 per-
,cent, and in income after taxes were down from 8.5 to 3.3 percent.
These adverse trends are expressed in current dollars; in real dollars,
the trends wvere much worse. This occurred despite a much higher real
-economic growth rate, and a much higher physical volume of utility
sales, during the later period than during the earlier period (see
.chart 21).

In view of these adverse trends, the growth rate inutility investment
in plant and equipment has declined. For the utilities generally, the
.average annual growth rate in real terms for such investment dropped
from 13.7 percent during 1947-53 to only 4.5 percent during 1953-72.
Even allowing for the extraordinarily high growth rate during the
-earlier period, due to restraint during World War II and other factors,
the growth rate during recent years has been highly unsatisfactory.
Some of the serious current shortages are proof of this (see chart 22).

Due to trends toward inadequate plant and equipment, the services
.offered by the utilities to industrial and household consumers has
increasingly fallen short of the need, and even of the effective demand.
Hence, voluntary programs to curtail use, in many parts of the coun-
try, for a number of years past. Among the utilities generally during
1947-53, the average annual increase in physical sales was 8.8 percent,
while the average annual growth rate in real total national production
was 4.9 percent. During 1970-72, when the figure for real total na-
tional production was only slightly lower at 4.6 percent, the figure for
utility sales was greatly lower at 5.5 pprcent. The sharply declining
ratio of the growth rate in utility sales to the growth rate in total
national production cannot be viewed without deep concern (see
-chart 23).
The proper approach to growth in utility sales and capacity

What has just been said is valid, even though, in absolute terms,
the growth rate in utility sales has been sustained at a higher rate than
the growth in total national production. Because of new technologies,
rising industrialization, -and several other factors, the growth rate in
utility sales should be increasingly higher in ratio to the growth rate
in total national production. Further, as earlier indicated, the deficient
growth rate in utility sales or service to the public has been partly
"hidden" by the deficient performance of the economy at large.

Nor should utility capacities merely follow general economic trends.
When the general economv is "down," it is neither in the interest of
the overall economy nor in the interest of the users of utility services
that utilitv investment should also slow down accordingly. Rather, it
is wise that the growth in utility investment, geared to long-range
needs, should exert a "countercyclical" effect.

To put the matter in a nutshell, the utility regulators have looked
too much at the past, and have not nearly enough planned for the
future in a long-range perspective.
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Overcoming the "energy crisis" requires a much broader perspective, and
a much wider range of national effort

But even the regulatory bodies deserve partial exoneration, because
they have been impeded in their tasks, and also have taken their cure,
from what the general national policymakers have been saying and
doing. An adequate supply of energy is too vital to be the sole respon-
sibility of the specialized regulatory cominissions, or of private enter-
prise alone, where there is no regulation although maybe thete should
be, as in oil.

The "energy crisis" cannot enduringly be overcome by the measures
now in being or under active consideration, for they are both inade-
quate in themselves and far too narrow in perspective. Immediate and
drastic steps should be taken to reverse the tight monetary policy
and exorbitantly high interest rates. Moreover, the Council of Eco-
nomic Advisers, as part of its statutory duty-honored mainly in the
breach-to set long-range goals for the overall economy and propose
policies accordingly, should simultaneously have been doing and
should now do the same thing for a sector of the economy as essential
as energy, and for some others as well. If CEA had been doing this,
instead of dribbling away with hackneyed, delimited, and unsuccessful
"solutions," such as advocating more unemployment and more scar-
cities to "fight inflation," and had so advised the President, then he
would not have slighted the energy problem for so long, and would not
now be pressed to show so much dramatic interest in it-inadequate
and improvised in the 11th hour.

And if the CEA had been doing its full job, the shortage of energy
would not have had as adverse "psychological" effects, under condi-
tions of general economic health, as it is having under conditions of
economic stagnation and prospective recession. The scarcity econo-
mists should now change their ways; not seek to use the energy-crisis
as an excuse for many of the results of their own mistakes.

The priorities problem and the "energy crisis"
Much more attention to our great domestic priorities ranks very

high on the list of about-faces now required in national economic
policy. We could even conserve energy, and end the "crisis" sooner,
by taking vigorous measures to allocate more of our resources and
production efforts away from the gadgets and superfluities which we
need least and which require relatively large amounts of energy to
make them available, and toward those grossly neglected social serv-
ices which we need so much and which require relatively less energy
to make them available. Rationing of oil consumption among those
using oil, while temporarily essential, would not be nearly enough. To
be sure, such allocations would involve a sounder conception than we
now employ, as to the real purpose of the Federal budget, including
both spending and taxation.

What is recommended would represent an infinitely wviser national
policy than the proposals to cut the use of energy by methods which
would help the privileged and hurt the many-for example, indis-
criminate price increases to "reduce demand," or the talked about
imposition of nonprogressive taxes. Learning from bitter experience,
it is now high time to much better.
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10. Comments About the Agricultural Situation

I shall now reinforce in detail my criticism of the treatment of the
agricultural problem in the 1974 CEA Report.
The "farm problem" has been, and still is, underconsumption, not over-

production
From 1953 forward, the economists in power developed the doctrine

of farm "overproduction" and farm "surpluses." By 1973, it was
forcefully brought home to the American people that we suffered from
a shortage of food, and this pushed farm prices sharply upward for a
while. But the people have not yet been informed that at no time since
1953 has there really been general overproduction of food. All along,
there have been shortages in ratio to total needs, as will be discussed
in this chapter. Similarly, there have never been substantial farm
commodity surpluses in the overall-even when measured against
actual demand as distinguished from total needs-although it is true
at times that poor adjustments in the composition of farm output
have temporarily caused some excessive surpluses of some farm com-
modities. The right course would have been to alter the composition of
farm products, not to repress the total.

In general, the real trouble has not been overproduction of farm
products, but rather underconsumption. This underconsumption has
stemmed from the maldistribution of income and the insufficiency of
total consumer income, which have been detailed earlier in this study.
A year or so ago, the scarcity economists rubbed their eyes in bewilder-
ment, when it was revealed for the nth time that millions of American
families of low income were still suffering from mnalnutiition; and there
are far too many in a somewhat higher income group who do not enjoy
a sufficiently varied and attractive diet. The same comments apply
substantially to fiber consumption for clothing In addition, our in-
dustries would use far more farm products, under conditions of sus-
tained reasonably full production and employment. More exports of
farm products are also desirable and attainable
The brutal deflation of the farm population, and its impact upon adequate

growth in farm output
Based upon the erroneous thesis of excessive farm output and ex-

cessive farm surpluses, the economists in power during the past two
decades have sought to solve an imagined problem by the brutal
deflation of the farm population through the brutal repression of farm
income growth. While our total population grew from 160,184,000 in
1953 to 208,837,000 in 1972, the farm population shrank from 19,-
874,000 to 9,500,000, or from 12.5 to 4.5 percent of the total popula-
tion. A considerable part of this shrinkage was sound and in accord
with longer term trends. This is because farm productivity or output
per man-hour has generally increased rapidly enough to enable farmers
to perform their service to the Nation with a constantly declining
labor force in ratio to the total labor force. But a very large part of
the shrinkage was highly undesirable, and was not consistent with
adequate farm output.

Farm acreage for crops harvested declined from 348 million in 1953
to 298 million in 1972. This drop of 14.5 percent was much too large.
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Due to farm productivity advances, total farm output grew 42.8
-percent in real terms from 1953 to 1972. Meanwhile, total national
production grew 91i3 percent in real terms. A large part of this growth
<disparity was entirely appropriate. As incomes and living standards
rise, and as industrialization and technology advance, it is to be
expected that farm output shrink in ratio to total national output. But
a large part of the disparity has been due to trends toward a level of
farm output far below our needs.

The brutual represion offarm income growth
The instrument used for the brutual deflation of the farm population

has been income-growth repression. This has occurred mainly through
defaults in a national farm policy intended to protect the farmer
against the fact that his prices are determined by the "law of supply
and demand," while most other prices are "administered" by business
managers who can protect themselves.

The total personal income of the farm population from all sources
rose from $19.8 billion in 1953 to $33.2 billion in 1972, a gain of 67.7
percent. But a large part of this increase was due to income received
by farmers from sources other than farming. Over the same period of
time, personal income from farm sources rose only from $13.4 to $17.7
billion, a gain of 30.1 percent. These measurements are in current dol-
lars. Measured in constant dollars, farm income from farm sources
declined very greatly. Meanwhile, again measured in current dollars,
total personal income in the United rose from $288.2 to $935.8 billion,
a gain of 224.7 percent. The predominant cause of this tremendous dis-
parity in the trends was the huge decline in the ratio of the farm popu-
lation to the total population, some of which was proper and some of
which was improper, as earlier indicated. But much of it was due to
the repression of farm income growth, even with regard to the actual
farm population.

Because of the huge change in the population ratios, it is more il-
luminating in some ways to use per capita income figure. In 1972, the
per capita personal income of the total farm population derived from all
sources was $3,495, and that derived from farm sources was only
$1,842. In 1972 also, the per captia personal income in the United
States at large was $4,481, and among the nonfarm population was
obviously higher. It should be noted, in this connection, that there are,
on the average, more workers per farm family than per nonfarm family.

The immense disparity of income suffered by farm people is even
more unjust, in viewv of their productivity record. From 1953 to 1972,
productivity or output per man-hour on the farm increased about 200
percent. In the private nonfarm economy, it increased only 62.7 per-
cent.

The discriminatory treatment of farm income is accompanied bv
discrimination in other respects. The public services made available
to farm families, and to other rural families, are very much below
those made available elsewhere. This is partly because local and
State services are adversely affected by the lowv revenues in conse-
quence of low incomes, and very largely because the Federal Govern-
ment has not adopted adequate "equalization" programs to give
relatively greater help to the less fortunate areas of the country.
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Price parity for farmers, a goal without realization
The concept of the farm price parity ratio was originally designed,

through basic legislation, to prevent farmers from being much worse
off than others because of the fact that their prices are determined in
a "free market" over which they had no control, while the prices for
most other commodities and services are fixed by those who offer
them to the public. In essence, price parity, as farmers like others
live by their incomes, not by their prices. Thus, a price parity ratio
of 100 was regarded as that relationship between the prices received
by farmers and the prices paid by farmers which would represent
rough equalization of price treatment, and therefore of income treat-
ment. The so-called Government price support program was con-
ceived to achieve this parity, by the "support" acquisition of farm
commodities.

Due to the passage of time during which the price parity ratio
concept was not properly adjusted to various economic changes, even
100 percent price parity (when achieved) has come nowhere near to
approximating income parity for farmers. Even beyond this, nothing
like 100 percent price parity has been maintained. The price parity
ratio dropped from 93 in 1953 to 79 in 1972. It is true that the ratio
rose to 107 on August 15, 1973, in the face of acute shortages, but it
was down to 95 on February 15, 1975. Far more significantly, the price
parity ratio averaged only about 82 during 1953-73 inclusive.

Farm prices and prices at the consumer level
The prices received by farmers are not to be confused with the

prices paid for food by consumers at the retail level. Over the years,
there has been a great widening of the "farm-to-market spread"
between what the farmer receives and what the consumer pays.
Some of this has been due to improved packaging, processing, and
marketing services, and so forth. But a considerable part has been
due to excessive price increases in the "administered" areas, more at
the intermediate level than at the ultimate retail level. Retail
"margins" are competitive and very small.

Even so, the consumer, over the year, has made a very good bar-
gain in the purchase of food, and some part of this bargain has been
unjust to the farmer. Today, the portion of the American family's
spending for food is much lower in ratio to its total spending than it
was years ago, although this is not as true of low-income families as
for those higher up in the structure. Finally in this connection, as we
have very recently learned, the prices paid by the consumer would be
lower, if not for the contrived and unwise food shortages in conse-
quence of the prevalent economics.

We now have a situation where relatively few nonfarm families in
the United States are poor unless the breadwinner is unemployed, or
unless they are senior citizens whose insurance or other payments are
inadequate. But an unusually large part of the farm population remains
poor even while working hard. Scarcity economics has hit farm
people harder than others.
How injustice to the farmer has hurt the economy and the people at large

A part from the economic and social injustice of mistreatment of
the farm population by economists in power, the adverse impact upon
the economy and the people at large has been very serious. Agricul-
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ture and the Public Interest, prepared by me and issued in February
1965 by the Conference on Economic Progress, made findings which
have remained pertinent during the more recent years, with some
variations. During the years immediately preceding 1965, the farm
income deficiency accounted for about one-fifth of the deficiency in
total personal income which explained so largely the deficiencies in
economic growth, total production, and total employment. The
deficiency in farm investment accounted for much more than one-
fifth of the deficiency in gross private domestic investment. Viewing
these two factors and others, the farm deficiency accounted for from
one-fifth to one-fourth of the deficiencies in total national production.

Beginning with 1953, the economists in power told us that the
millions of farm families driven off the farms by the repressive treat-
ment of farm income, and by cutbacks in farm acreage, would find a
happy haven of jobs and opportunity in urban areas. It is amazing
that this prospect should have been offered. For it was apparent
throughout that job opportunity in private industry was declining,
and that the expansion of jobs in the services and in Government was
not increasing sufficiently to counteract the industrial trends in full.

In consequence, a tragically large portion of the farm families
driven into urban areas have entered the ranks of the unemployed
and the lists of those on welfare. At least one-third, and perhaps much
closer to one-half, of the total excessive unemployment in urban areas
has been due to the "happy" migration of farm families to the cities.
If there had been adequate farm production program in accord with
our true needs, a substantial portion of these uprooted farm families
could have been usefully and rewardingly employed on the farm.
Further, it would have been better and less costly for everyone, if
most of those who could not have been employed on the farm had
been benefited by programs designed to find other useful employment
for them in the areas where they originated.
Scarcity versu8 abundance infarm production

Let us now return to the subject of farm production scarcity versus
farm production abundance. The 1965 Conference on Economic
Progress study, referred to above, exploded the false thesis of the
excessive farm "surpluses." It pointed out that, as of 1964, the true
level of unemployment was 8.3 percent of the civilian labor force. The
total national production deficiency was 11.8 percent. Steel capacity
was 21 percent idle, and automobile plants 13.7 percent idle. In the
same year, the portion of current farm output not currently consumed
was only 0.6 percent. And 1964 was not an atypical year, in terms of
such comparisons. It is thus clear that the surpluses in other sectors
of the economy have enormously exceeded the "horrendous farm
surpluses."' Indeed, we have usually not had an adequate reserve of
farm products, quite apart from lacking enough output to meet real
domestic needs fully and well, and to export adequately.

As earlier stated, a large part of the brutal deflation of the farm
population, and the brutal repression of farm income, has been due
to underconsumption. The 1965 study referred to above made these
findings, as to 1964: Measured in 1963 dollars, the deficiency in total
U.S. private consumer expenditures was $395 billion. Consistently,
the deficiency in food outlays, measured in terms of a satisfactory
diet for all American families, was $124 billion, and the deficiency in
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consumer outlays for clothing and shoes was $40 billion. And these
two deficiencies, in themselves, reduced total farm income by $55
billion, and net farmers' operating income by $25 billion.
The need for long-range and integrated planning

The corrective measures needed over the years, and needed now,
call for a considerable degree of long-range planning in the develop-
ment of national farm policy. The economists on the Council of
Economic Advisers may assert the claim that they have had very
little to do with such policy. But they should have. Their practical
neglect of this problem is but one illustration of their improperly
limited range of concern. Confining themselves predominantly to
fiscal and monetary matters (and not dealing appropriately with
these), they have blatantly neglected many other equally important
aspects of national economic and social policy. In fact, one of the
very reasons why they have fallen so far short in what they attempted
is that all basic national economic and related social policies should
be coordinated and integrated in an overall perspective. The failure
to do so is not in accord with the mandate of the Employment Act
of 1946.

Some parts of this failure are almost inexplicable. How could those
on the Council of Economic Advisers, immediately concerned with
the unemployment problem, have overlooked the dire unemployment
consequences of the brutal transfer of so large a part of the farm
population to urban areas? The "farm problem" is really an American
economic problem.

Based upon the economy of abundance, we need a totally new
approach to the "farm problem," which can be attempted only in the
context of a totally new approach to the entire U.S. economic and
social problem.

11 . Comments on Transportation

It is highly significant that the 1974 CEA Report does not stress
the high importance of the transportation problem. For this reason,
I now offer my comments.
7 he long-enduring shortage of railroad transportation

After the recognition of the "energy crisis" in 1973, it dawned upon
many that railroad services were in short supply. And if they had been
in adequate supply, it would have been feasible to shift a great deal of
traffic carriage to a form of transportation which is relatively economi-
cal in terms of fuel. But it was not nearly enough to recognize in 1973
that railroad service was in short supply, because it takes a long time
to expand these services substantially.

The railroad shortage, moreover, has been of very long duration.
It has been aggravated by the intrustion of scarcity economics into
the thought and action of the regulation of the railroads by public
process. it has been further aggravated by the tendency to pay more
attention to the desires of the more fortunate than to the needs of the
less fortunate.

Those in the lower income brackets would be much better off with
adequate mass transportation between where they live and where they
work. But those in relatively higher income brackets have preferred
to clog the roads with automobiles, although by now it is highly
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doubtful that this has made even them better off than if they had
used mass transportation facilities. An important factor in all this has
been the dedication of relatively excessive resources to the construc-
tion of beautiful and encircling throughways around cities, and from
the cities to the suburbs. This has "convenienced" those who can
afford to live in the suburbs and commute to work in the central cities;
it has been detrimental to the lower income people in the central cities
who have seen the public services they most need progressively starved
by overspending on these magnificent throughways.
The record before the Penn-Central merger

By far the most telling and dramatic example of the application of
the scarcity economics to the rail transportation problem has been the
farrago involved in the merger of the Pennsylvania and New York
Central Railroads, and the sorry aftermath of this merger. Because of
its highly illustrative nature, an account of this merger, the largest in
U.S. business history and maybe the most unwise, is set forth in this
chapter. I am perhaps in an unusually good position to offer this
account because, for more than 5 years, as an economist before the
Interstate Commerce Commission and as a lawyer before the Supreme
Court of the United States, I opposed the Penn-Central merger.

During 1953-61, the average annual real economic growth rate of
the U.S. economy was at the extremely low level of 2.4 percent. In
portions of the areas served directly by Penn and Central (indirectly,
they served the entire Nation through various linkages), the growth
rate was even lower, notably in parts of New England and Pennsyl-
vania. Penn and Central responded to this by slashing their locomotive
tractive power, freight car carrying capacity, and employment in
ranges of 24 to 26 percent. This rendered them incapable of carrying
even the volume of traffic which would have been available to them if
their capacities had been larger. They attained this situation by the
approach of deliberately avoiding what they considered to be the less
profitable forms of traffic, especially passenger traffic, and concentrat-
ing more and more upon what they considered to be the more
profitable types of traffic. In addition, instead of trying to increase
their volume by becoming more price competitive with other modes of
traffic, their prices in 1961 were 37.6 percent higher than in 1947.

Even if the application of these two aspects of scarcity economics
had been beneficial to Penn and Central, it was very detrimental to
the services offered by the two roads, and to the public served. Many
communities were deprived of railroad service entirely. Passenger
traffic, and "commuter" traffic above all, were affected most seriously.
And these trends were intolerable because, in terms of the applicable
legislation and commonsense, the primary obligation of the railroads
is to serve the public. If they run into financial difficulties in so doing,
those financial measures should be adopted which enable them to
continue to serve. But the irony of the matter was that the scarcity
policy of Penn and Central greatly aggravated their financial diffi-
culties. Their after-tax incomes trended downward during 1953-61,
and reached a deficit of $9 million in 1961.
The processing of the Penn-Central merger

These adverse trends in income led to ever-increasing agitation by
these two railroads, and by other parties, to the effect that the two
roads were approaching "bankruptcy," and that only a merger could
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save them and thus be helpful to the public. There was almost no
effective voice speaking in the public interest, in opposition to this
agitation. Thus, very early in the 1960's, the Penn-Central merger
proposal came before the Interstate Commerce Commission.

The essence of this merger proposal was just what might have been
expected under the circumstances. The two railroads offered the
ICC examiners, hearing the case, a projection that the average annual
U.S. real economic growth would be only 3 percent during 1961-70.
They forecast that revenue ton-miles carried by the two roads would
decline from the 1961 level by 6.5 percent by 1965, and by 9.2 percent
by 1970. They forecast that, in the absence of substantial reductions
in cost to be achieved through further slashing in facilities and
services, their after-tax incomes would decline further from the deficit
level in 1961. They therefore proposed that the central feature of the
merger would be the "saving" of an estimated $80 million, largely
through further drastic slashes in facilities and services.

The Interstate Commerce Commission examiners, when they issued
their opinions approving the merger in the mid-1960's, did not even
fulfill their statutory obligation to make an independent and objective
examination of rail service requirements. Instead, they accepted and
incorporated into their opinions, lock, stock, and barrel, the projec-
tions made by Penn and Central. Their subservience to the thinking
of the two railroads was complete.

When, in 1966, the Interstate Commerce Commission itself approved
the action of the Examiners, the actual course of events to that date
had utterly discredited their findings. Revenue ton-miles carried by
the two roads in 1965 were 22 percent above 1961, and those estimated
for 1966 were 43 percent above the forecast for 1970. (My projection
in 1961 for 1965, at the examiners' hearings, was less than 1 percent
off the mark.) This was substantially due to the fact that the average
annual real U.S. economic growth rate during 1961-65 was 5.4 per-
cent, contrasted with the 3 percent forecast made by the two railroads
and accepted by the examiners. (In 1970, actual revenue ton-miles
carried by the two roads, despite an economic recession in that year,
were 84 million, contrasted with the forecast of 64 million made by
the two railroads and accepted by the examiners.) Instead of the
further decline in income after taxes from the 1961 base, as forecast
by the two railroads and accepted by the examiners, actual income
after taxes was $75.5 million in 1965, and was estimated at $100
million in 1966.
Planning for economic calamity

Thus, the Interstate Commerce Commission, when it approved the
merger in 1966, already knew that the forecasts made by the two rail-
roads and accepted by the examiners were as wrong as rain in all
respects. Nonetheless, the ICC took the position that developments
from 1966 to 1970 might be so adverse as to justify on the average
these forecasts for the period 1961-70. There was no basis whatsoever
for this absurd position of the ICC.

In fact, the opponents of the merger pointed out to the ICC that
this could happen only if the volume of revenue ton-miles carried
declined by about 30 percent from 1966 to 1970, which was within
the realm of probability only if the average annual U.S. real economic
growth was less than 1 percent during these years. The opponents also
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pointed out that this could only happen if we suffered within 1966-70
an economic downturn roughly comparable to the Great Depression.
The opponents of the merger also pointed out that, in any event, the
ICC had no mandate nor justification for predicating estimates of
needed railroad service upon so catastrophic an outlook, but instead
was mandated by legislation and by commonsense to predicate
needed railroad service in the future upon the assumption of at least
a reasonably healthy economy. And still further, the opponents of
the merger pointed out that predicating the needs of future railroad
service upon such a catastrophic assumption would be in furtherance
of such an event, because of the importance of railroad investment,
employment, and services to the economy at large.
Action on the merger by the Supreme Court

The approval by the ICC of the Penn-Central merger came before
the Supreme Court of the United States in the October term of 1966.
The opponents of the merger presented to the Court the materials
and developments set forth above. But these opponents were small
and weak in number. The proponents of the merger were legion, and
were strengthened by the continuing agitation, by all of the media,
to the effect that the merger was imperative to avoid bankruptcy.
The U.S. Department of Justice, which has opposed the merger in a
288-page brief before the ICC, vigorously supported it before the
Supreme Court, with no revealed reason for the strange change, and,
in fact, the two roads were much better off in 1966 than they had been
when the Justice Department first decided to oppose the merger.
Some of the earlier opponents of the merger were apparently "bought
off" by the two railroads, or affected by changed "political" conditions.
The merger was also supported by six other railroads appearing before
the Supreme Court, apparently interested in the size of the "settle-
ments" which the merger would make available to them, and also
imbued with the philosophy of scarcity of railroad service.

Nonetheless, the Supreme Court at this stage, by a vote of 5 to 4,
sent the merger back to the ICC for further review. Nothing that
happened during this review corrected any of the earlier errors made
by the Commission, nor indicated any reconstruction in its thought
or approach. Yet, when the merger came back to the Supreme Court
again, it was finally approved by a unanimous vote. The opinion of
the Court was based in the main upon the proposition that the Court
should not interfere with the judgment of the specialized regulatory
bodies. But the very reason for Court review is to interfere with these
udgments when the process of the regulatory body has been blatantly

inadequate, and manifestly not in accord with statutory mandates
such as those for adequacy of service. It may have been that the
Court was distracted by the complex issues involved in appropriate
adjustments for the other six railroads. It may even have been that
some members of the Court were sincerely impressed by the almost
universal agitation for the merger as the road to salvation. And some
members of the Court may even have been imbued with aspects of the
prevalent economics.
Developments subsequent to the merger

Not much needs to be said about what happened immediately
after the merger. Facilities, jobs, and service continued to be slashed.
The result was the bankruptcy predicted by the opponents of the
merger if such practices received the stamp of Government sanction.
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Then, the Federal district judge, appointed to oversee the bank-
ruptcy, named a group of trustees to manage the bankruptcy. One
of these was the president of a railroad which had made manifest
somewhat the same railroad philosophy as the managers of Penn and
Central. One of them was a former dean of the business school of a
leading university, who for many years had been a frequent consultant
to the railroad industry, and a defender of its views. One of them was
the president of a great department store, whose presumptive know-
ledge of railroad problems was evidently derived from the toy de-
partment in his store. All in all, despite one significant exception,
the trustees were singularly devoid of experience or records which
indicated due knowledge of an attention to the dominant public
interest.

As might have been expected, the trustees proceeded, with much
help from Penn-Central, to put the stamp of approval upon those
very aspects of scarcity economics which had done so much to bring
on the trouble among the two roads prior to the bankruptcy. Facilities,
jobs, and service were further slashed. But again, as had earlier been
predicted by the opponents of the merger, this carried matters from
bad to worse. And Penn-Central turned to the Government for rescue.

Even with this history and the lessons it should have taught, there
seems to have been not much change in the approaches applied to
date. The Congress has taken a greatly increased interest in the
railroad problem, and various pieces of legislation have been approved
or brought under active consideration. But in the main, these have
continued to adhere to the theory that salvation will come through
scarcity of rail services. And the President's proposals for rail relief
is the most glaring example of the scarcity approach.

The default of general national economic policies
It is interesting to note, in these connections, that President

Kennedy established a special group, including the Council of Eco-
nomic Advisers, to study the Penn-Central merger proposal and the
railroad merger problem in general, and to make a report accordingly.
This report set forth some interesting, and for the most part valid,
criteria for use in dealing with railroad mergers. But there is little
or no evidence that the Government followed up on these, and, as
earlier indicated, the Department of Justice, in the end, vigorously
supported the Penn-Central merger. In general, the Council of
Economic Advisers did not take an active interest in the Penn-
Central merger nor in other railroad mergers, and later on it appeared
to approve of, or at least to be acquiescent about, the Penn-Central
merger. The ultimate viewpoint of the Council was that this problem
was not really within the area of its knowledge and concern.

Nothing could be more fallacious than this viewpoint. There can
be no sufficiently integrated and comprehensive national economic
policy, unless the Council of Economic Advisers deals, quantitatively
as well as qualitatively, with all major aspects of national economic
and related social policies. This does not mean that the Council
should become an overblown agency with an immense staff. It should
certify specialized problems to the specialized agencies, and assign
their detailed examination to the much larger staffs of such agencies.
Indeed, without this, the specialized agencies have no adequate per-
spective, within which to design their research programs and their
other activities.
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12. Comments on National Defense

Although national defense outlays are noneconomic in purpose,
the issue of national defense has been increasingly subj ected to
economic considerations. Hence, the following comments seem
appropriate.

General principles for national defense outlays
In an economy where the brains and the will are available to

maintain reasonably full employment and production, national defense
outlays are neither necessary nor desirable for economic or social
reasons. In fact, national defense outlays represent, in the main, a
demand upon our resources without corresponding benefits of an
economic or social nature. Nonetheless, it is obvious that huge
national defense outlays are unavoidable in the kind of world in
which we live today, and will live for the foreseeable future. This
observation should not prevent us from striving constantly to help
fashion the kind of world in which national defense outlays will no
longer impose the burden which they do now, and will continue to
impose in the near future.

Nor should this observation prevent us from striving, by all avail-
able means, for true economy in national defense. This requires con-
stant reappraisals of the international situation. It requires vigilant
reexamination of the relative effectiveness of and need for various
types of forces and weaponry. The proposition that it is better to
have too much than too little by way of national defense, like all
sound propositions, should not be overdone.

But when all of this has been said, it is very difficult for the informed
citizen, or for one in my position, to determine what the magnitudes of
our national defense outlays should be at any given point in time.
The informed citizen may, although not without considerable difficulty,
formulate a reasoned opinion as to the international situation, which
perhaps may be as sound as his reasoned opinion on the other matters
discussed in this study. It is much more difficult for even the informed
citizen to form a reasoned judgment as to desirable weaponry, and as
to the size and composition of our defense forces. This is not to say
that the informed citizen should not form and express views on this
subject; that is a duty in a democracy. But it does mean that a high
degree of responsibility and discretion in these matters must be
allowed to the official experts in this field, and to the President and
the Congress. After all, we do live in a representative democracy, even
though these representatives are not always right. The citizen is not
always right, either.

The current confusion and division regarding national defense
Having said this, it remains true that the prevalent economics has

led the Nation and the citizen dangerously astray, with respect to the
entire matter of national defense. It has done this by asserting that
our national defense outlays have imposed an excessive and undesir-
able burden upon the economy, and contributed greatly to inflationary
pressures. This can hardly be the truth, in view of the actual situation
pertaining during the past two decades, as depicted earlier in my
comments. The total demand upon our resources has been far short of
our reasonably full capabilities, and the excessive inflation has been
due to causes not based upon economic overstrain.
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It is equally dangerous that the prevalent economics has led the
Nation and the people to believe that the gross neglect of our great
domestic priorities has been caused by, or made necessary by, exces-
sive national defense outlays. This is incorrect, for the economic
reasons stated above. It is also incorrect because the gross neglect of
these great domestic priorities existed long before we got into Vietnam,
and are persisting with a vengeance now that we have gotten out of
Vietnam.

The "successful" effort to establish this kind of "competitive"
relationship between national defense and the great domestic priorities
has wrought incalculable damage. It has confused and misled a large
portion of our young people. It has divided the Nation into two hos-
tile camps, those not willing to give the great domestic priorities
precedence over national defense, and those not willing to give
national defense precedence over these great priorities. So long as this
condition exists, we cannot achieve the degree of accord essential to
many of our great purposes as a nation and a people.

The confusion about priorities
These immensely costly errors derive from a salient feature of the

prevalent economists. Not only have they substituted the damaging
philosophy of scarcity for the rewarding philosophy of abundance; in
addition, this very process has led them to forget the very meaning of
priorities, and thus not only to short-change the great domestic
priorities, but also to assume a defective stance regarding adequate
national defense outlays in their totality.

For the very meaning of priorities is that they should come first.
Especially in an economy as powerful and productive as ours, there is
room and to spare for the full vindication of these priorities, even if it
were true that our resources were being so fully used that we could not
do as much of everything as we ought to do. And, indeed, we can never
do as much of everything as we would like to do.

Under conditions when the choice really is (1) to short-change
either national defense and/or the great domestic priorities, or (2)
to restrain the scores of billions of dollars of superfluous, expendable
or postponable, and at times even deleterious production and con-
sumption, we should unhesitatingly elect the second course, and not
the first. We recognize the need for this in the presence of the current
"energy crisis," although we are not dealing with it nearly as well as
we should. But the prevalent economists have not recognized this
with respect to national defense or the great domestic priorities. As to
the latter, the main manifestations of the default have been set
forth throughout this study.

Defense implications of the international situation
The current and foreseeable international situation calls insistently

for revaluation of the prevalent thought and action regarding national
defense. Day by day, we should strive for a just and lasting peace,
everywhere. We should encourage a meaningful d6tente with the
Soviet Union, and a rapprochement with China, as first steps in this
direction. But the behavior pattern of the Soviet Union in the Middle
East, and many other actions on its part, do not leave room for
complacency, despite a tenuous detente.
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These Soviet actions are carrying forward, with great vigor, the
intent of the Soviet Union to gain effective control of the oil supply
in the Middle East directly or indirectly; to gain dominant strength
in various strategic waters, including the Mediterranean; and to
make vulnerable the coast of China and outflank the western democ-
racies. Even if the problem of the relationship between the Arabs and
Israel did not exist, there is no reason to believe that these purposes
of the Soviet Union would not proceed anyway. This entire process
poses a great and increasing threat to the United States and its allies.

The Soviet Union respects and relies upon strength, and a less kind
term would be brute force. This is perilous to us because, according
to most of those in the best position to know, the Soviet Union is
building its military forces, weapons, and technology at a pace which
augers clear superiority over the United States within a period of time
not long in the life of nations. The widespread theory that it makes
no difference who is "stronger," on the ground that each of the two
great powers has the ability to decimate or destroy the other, is of
limited validity. Technologically, it is possible for one to reach the
point where it alone can destroy the other. And in any event, it is
entirely feasible for one to reach the point where it can bully and
blackmail the other in limited strategic confrontations, even though
each retains the good sense not to try to destroy the other.

Under these circumstances, while striving earnestly and by all
means toward a meaningful detente, culminating in a true and lasting
peace, it is essential that the United States make every effort mean-
while to maintain at least equality of military forces with the Soviet
Union, or even better to maintain some superiority, and also to take
account of the needs imposed by other aspects of the worldwide
situation. It is correct that, in the long run, an "arms race" and
nothing more is a hopeless concept leading toward final disaster.
But the baby should not be thrown out with the bath water, and we
should keep our guard high until we can safely relax. That time is
not now.

[The charts referred to in the text follow:]
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Chart 2

COSTS OF DEFICIENT ECONOMIC GROWTH
U.S.ECONOMY, 1953-1973

(Dollar items in billions of 1970 dollars, except average family income)

I My-=
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Man-years of
Employment3'

1953-1973: 48.5 Million
1969-1973:10.8 Million
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40 1973: 80.2

Private Business Average Family Income Wages and Salaries Unincorporated Business
Investment (1970 Dollars) and Professional Income
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1953-973: $512.0 1953-1973:$ 16,349 1953-19731 $1,034.3 1953-973: $ 154.5
1969-I9731 243.1 1969-1973: 6,694 1969-1973: 457.0 1969H973: 72.1
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job opportunity.

3/ These deficits are projected from a 1972 boeewriting off the cumulative deficits 1953-1972

Basic Data Dept of Commerce. Dept of Labor
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Chart 3
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Chart 4

COMPARATIVE GROWTH, U.S. ECONOMY, 1960-1966
1969-1973, AND 3Q 1972-30 1973

Total Percentage Changes, In Constant Dollars
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Chart 5
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Basic Data: Dept. of CommerceOffice of Business Economics



1116

Chart 6

INADEQUATE CONSUMPTION GROWTH STEMS
FROM INADEQUATE INCOME GROWTH

Average Annual Rates of Change in Constant Dollars

M Total Private Consumer Spending Total Personal Income After Taxes

1966-1973 401972-401973
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Chart 7

DEFICIENCIES IN WAGES AND SALARIES
ARE LARGE SHARE OF DEFICIENCIES IN

TOTAL CONSUMER INCOMES BEFORE TAXES
Billions of 1970 Dollars
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THE LAG IN WAGES AND SALARIES
BEHIND PRODUCTIVITY GAINS, 1960-1973

(Average Annual Increases, Constant Dollars)
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Chart 9

LONG-TERM TRENDS IN PRODUCTIVITY
U.S. PRIVATE ECONOMY, 1910-1973
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Chart to

PERCENTAGE DISTRIBUTION OF TAX RETURNS,, 1969
AND OF TAX CUTS,1964-1973"

AMONG VARIOUS INCOME GROUPS-
INCOME UNDER $3.000 INCOME $3.000-$5.000

IQ OL

7.9%

Tax Cut
1964- 1973

lax Returns
1969

Tax Returns
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Tax Cuts
1964-1973

INCOME $5.0OO-$SIO.OO INCOME $10.000-$20.000
38.4%

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

INCOME $20.000-$50.000 INCOME OVER $50.000

4.7%

Tax Returns
1969

0.6% 0.9%
-

1964-1973
Tax Returns

1969
Tax Cuts

1964-1973

LWeig~hted average of percentage distributions ot tax cuts in Revenue Act ot 1964,Tax Reform Act of 1969, and
Revenue Act ot 1971 (H.R. 10947, as reported by the House-Senate ConferenceCommittee). Weighthare relative
size af three tax cuts, each expressed as a percentage at total personal income:1.

92
percent for 1964,0.99 percent

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

occelerations ot previously scheduled tax reductions.

.ZIAdjusted gross income classen.

Basic Data: House Ways and Meons Committee and Senate Finance Committee Reports, and Congrensional Record
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AVERAGE INTEREST RATES ON TOTAL PUBLIC AND PRIVATE DEBT, 1952-1972
Calendar Years

PERCENTAGE INCREASE
uP

119.3%

UP
4.0%

Average Annual hunase Total Increase
1952-1972

TOTAL PUBLIC AND PRIVATE COST OF RISING INTEREST RATES, 1953-1972
Calendar Years

TOTAL PUBLIC AND PRIVATE DEBT
2,300 Billions of Dollars

2I,?O - 1

IJOO
900

7CC ; ; I I I I I I I I - ,-,

1952'53 '54 '55 '5 '57 '58 '59 '60 61 '62 '63 64 '65 '66 '67 '68 '9 '70 '71 '72

Source: Economic Report of the President, Dept. of Commerce
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Chart 13

THE BURDEN OF $570.9 BILLION IN
EXCESS INTEREST COSTS, 19531972

UPON THE AMERICAN PEOPLE
Calendar Years
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Chart 14

EXCESS INTEREST COSTS IN THE FEDERAL
BUDGET 1964-1972 CONTRASTED WITH OTHER

COSTS RELEVANT TO THE
WAR AGAINST POVERTY'

EXCESS INTEREST
COSTSIN THE

FEDERAL BUD6ET

Millions of Dollars

BUDGET OUTLArS
FOR EDUCATION

BUDGET OUTrArS
.FOR HEALT SERVICES

AND RESEARCH
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Ah7 ),bm

1964-1972
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FOR HOUSN6 AND

CO&MUNrTr DEVELOPMENT

p

1964-1974

BUD6ET OUTLAYS
FOR

PUBLIC ASSISTANCE
AND WELFARE

SERIVICES

{w I7Ro

1964- 1974

BaUDEr OUTLArS
FOR MANPOWER

PROGRAMS

$ 9,871 $ 3.342
$ 1,912 i5is 2

, ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~I_
Annual Average 19759/
1964-1974

An9uol -verYg IWOY . AnuxlAer
1964-1974 7; 1964-1974

J/ Interest costs, calendar years; budget outlays, fiscal years.

2/Proposed in fiscal 1975 Budget.
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Chart 15

GOALS FOR THE U.S. ECONOMY, 1975 a 4th Q 1975
PROJECTED FROM 1973 BASE

TO ACHIEVE FULL RESOURCE USE BY 4th Q 1975
Total Percentage Changes

(Dollar Items in Uniform Dollars)

Ir-
CIVILIAN EMPLOYMENT-/ TOTAL PRODUCTION

i, (G.N.P)

Up
Up 195%

17.5%0/

CONSUMER SPENDINGg/

Up
Up

125S

Up
Up

7am

rs3- IVa-

1975 401975
1973- 1973-
1975 40 1975 1975 40 1975

_ 1 I.
WAGES AND SALARIESO/

Up
n IARA6%/

PRODUCTIVITYA4
In Total Private Economy

4
ln Up

WAGE RATES-5

Upup

UD.

1973-
40 1975

1973- 1973-
1975 40 1975

-./ Unemployment down 28.6% ond 34.6%, respectively.
2
/Growth is less than growth of G.N.P. primarily because of needed growth in public outlays to meet domestic

priorities, projected at 33.4% and 35.6% respectively.

-/Totl labor income, 16.2 %and 18.4%, respectively.

-41Much higher than long-term productivity growth, which must be the case in vigorous recovery movement. Less
than G.N.R growth, port of which would result from expansion of employment.Growth in employment plus growth
in productivity exceeds growth in G.N.R. due to changes in working hours and other factors in composition of
labor force.

0/Projected at slightly slower than growth in productivity, so as not to move wage rote growthtoo for out of line
with longer-term sustainable trends, in view of extremely high and nonsustoinabie growth in productivity during
vigorous recovery movement.
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M.at 16

RELATIVE TRENDS IN ECONOMIC GROWTH
UNEMPLOYMENT, 8 PRICES,1952-1973

] Total National Production in Constant Dollars. Avernge Annual Rates of Change

Industrial ProductionAveroge Annuol Rates of Change

| Unemployment as Percent of Civilian Labor Force, Annual Averages

6.6S

4- 4.9% 49 ,49

1952-1955 1955-1958 1958-1966 1966-1969 1969-1973 1Q73-40'73

inu:ll.U1M IIII

Consumer Prices MWholesole Prices 11industrial Prices

162%

-0.2s

1952-1955 1955-1958 1958-1966 1966-1969 1969-1973 IQ'73-4073
Average Annual Rates of Change

±/ These annual averages(os differentiated from the annual rates of change) are bosed on full-time officially
reported unemployment measured against the officially reported Civilian Labor Force.

Source Dept. of Labor, Dept of Commerce, a Federal Reserve System
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Chart 18

AVERAGE UNEMPLOYMENT RATE,
CONTRACT CONSTRUCTION COMPARED

WITH OTHERS,1953-1973"
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Chart 19

IMFACTS OF DEFICITS IN RESIDENTIAL B COMMERCIAL
CONST 1953-1972, AND PROJECTED 1973-1980

(All Dollor Figures in Billions of 1970 Dollars)
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. Chart 20

THE COST OF RISING INTEREST RATES
A8B ELECTRIC UTILITIES. 1953-1971'
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Chart 21

ADVERSE FINANCIAL TRENDS
AMONG THE UTILITIES. 1953-1972'

(Average Annual Rates of Change)
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Chart 22

TRENDS IN UTILITIES'INVESTMENT
IN PLANT AND EQUIPMENT. 1947-1972

(Average Annual Rates of Change. in Uniform Dollars)
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Chart 23

GROWTH IN UTILITY SALES, 1947-1972
COMPARED WITH US. ECONOMIC GROWTH
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CONSUMERS UNION

By PETER H. SCHUCK, Director, Washington Office

The fourth consumer right has been described as "the right to partici-
pate in the decision-making process." In the following article the director
of the Washington office of Consumers Union outlines the concentration
of power in the Federal Capital of the USA, where "the 'administrative
state' has become the central ingredient in the process of consumer
choice." The article then traces the development of the process of public
regulation in the public interest, and describes the role within that process -
of the law office established in Washington by CU just over a year ago.

Can a small band of young brash consumer lawyers find happiness
and professional fulfillment in a product-testing and publishing organi-
zation? Can legal activism and journalistic integrity coexist in one
integrated enterprise? Is the packaging of information for courts and
Government agencies inevitably inconsistent with the packaging of
information for consumers? Is Washington, D.C. a million miles from
Mount Vernon, N.Y.?

Consumers Union, the father of the American consumer movement,
set out to answer these questions in November 1972, when it launched
a new venture-its own Washington law office. When Consurrmers
Union was founded in 1936, the idea of a consumer law firm in
Washington, had anyone been so bold as to consider it, would have
seemed outlandish. Americans had developed little consumer con-
sciousness; that phenomenon would have to await the proseprity of
the postwar era. As often as not, young lawyers in the depression
years were working as department store clerks; the legal profession,
caught up in the general economic cataclysm, did not yet recognize
consumer representation as a worthy calling. Consumer abuses
abounded, to be sure, but the Federal Government in Washington
had little to say about them; massive Government bureaucracies
manipulating the rules of the marketplace were spectres for a dimly
perceived future.

TRANSFORMATION

Thirty-six years later, the nature of consumerism in America had
been radically transformed. Ralph Nader had challenged General
Motors and many others, and had achieved astonishing legislative
victories which electrified the American people. The awesome spectacle
of one man standing alone against the world's largest corporation had
nourished the growth of a modern consumer movement. Riding the
crest of this wave, Consumers Union had enrolled 350,000 members
and Consumers Reports enjoyed a paid membership of 2.2 million.
Consumer law was taught at virtually every American law school,
and if young lawyers could not yet "do well by doing good," one
could at least earn a living representing consumers. The American
economy now produced one trillion dollars of goods and services
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annually, and many of those goods and services were demonstrably
hazardous, shoddily made, deceptively marketed, monopolistically

riced, and protected from competition. Perhaps most striking, the
Federal Government had become the single most important influence
on this market system. The steady accretion of corporate, economic,
and political power had been accompanied by the flourishing of
regulatory bureaucracies which, while intended to control that power,
succeeded only in nourishing it.

Federal administrative agencies now decided what consumer prod-
ucts were safe enough to market (the Consumer Product Safety Com-
mission), what foods and drugs could be sold and with what labeling
(the Food and Drug Administration), what the price of widgets would
be (the Cost of Living Council), what type of advertising was permis-
sible (the Federal Trade Commission), what kinds of television pro-
graming might be aired (the Federal Communications Commission),
what chemical additives might be added to meat and poultry (the
Department of Agriculture), what interest rates could be paid by
banks (the Federal Reserve Board), and an infinite variety of other
decisions formerly made in a relatively autonomous marketplace.

ADMINISTRATIVE PROCESS

In short, the "administrative state" had become the central in-
gredient in the process of consumer choice, fundamentally shaping
the nature and rewards of the economic system for producer and con-
sumer alike. To tame this Leviathan, the American system turned not
to countervailing power or decentralized power through income re-
distribution, but to public regulation in the public interest. If con-
sumers could not work their will in the marketplace because the critical
decisions affecting them were made instead in Washington, then
consumers would be given a full panopoly of procedural rights of
access to the administrative process of the Federal bureaucracies.
Once inside the process, consumers could impress their interests and
preferences on the body of the law of each agency, thus insuring that
the regulated marketplace functioned to protect them from
exploitation. Or so the argument ran.

There were-and are-several difficulties with this theory. By itself,
the administrative-regulatory process is simply an instrument, and
like all intruments, needs skillful players to make it function properly.
The process depends almost entirely upon organized expertise and
professional advocacy, and consumers have little of either. There are
some 10,000 lawyers representing organized economic interests in
Washington, D.C., alone, and they often have access to battalions of
economists, statisticians, researchers, public relations personnel,
lobbyists, academic consultants, and technical experts. This powerful
cohort pours a steady stream of data, research, arguments, informa-
tion, petitions, political pressure points of view, personnel, and "trade
secrets" into the great open maw of the administrative agencies.
Favors and future job opportunities for agency officials-what Ralph
Nader has dubbed "deferred bribes"'-make the agencies particularly
receptive to the importunings of the organized economic interests.
When a commissioner or high official of the Civil Aeronautics Board
leaves office, he will almost certainly exploit the special access, in-
fluence, and expertise which he has gained while in office, by joining or
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representing the airline industry. The subtle effects which such a
career prospect may have upon the official's decisions while in office
can only be imagined.

Arrayed against this well-equipped army are a handful of consumer
groups active in national consumer policy affairs. Poorly organized,
staffed largely by volunteers, represented by a total of perhaps 75
lawyers in Washington, and hampered in fund-raising by Internal
Revenue Service restrictions, they must confine their efforts to only
the most visible, least technically complex consumer issues. Perforce,
most of the consumer groups concentrate on a single agency or cluster
of regulatory issues. They have little or no legislative lobbying re-
sources to lend "clout" to their advocacy. The national press, with
ample political corruption and intrigue to fill their pages and broad-
casts, no longer courts consumer activists, making access to public
opinion more difficult and attenuated. The administrative agencies
continue to be led by officials enjoying a brief, mid-career sabbatical
from their corporate positions. And mountains of valuable informa-
tion, the staff of administrative life, lie in agency files, unused by
consumer groups for lack of anyone who can process, organize, and
disseminate it.

In an effort to begin to redress this massive imbalance in the ad-
vocacy resources molding the administrative process, Consumers
Union established a Washington law office a little over 1 year ago.
Now five lawyers strong (one is an engineer as well), the Washington
office perceives its role as a new application of an old Consumers Union
principle-that the carefully accumulation of facts, forcefully pre-
sented, can significantly affect the consumer's strength in the mar-
ketplace. The audience, however, is different. For while Consumer
Reports and CU's other publications disseminate information directly
to the consumer, the Washington Office presents facts-often the
same facts-to the three branches of the Federal Government.
Through litigation in the Federal courts, testimony before legislative
committees of the Congress, petitions and policy analysis to the regu-
latory agencies, the Washington office seeks to develop the legal
implications of those facts.

RESTRICTIONS

There are many instances, for example, in which the law inhibits
competition, thereby preventing consumers-even those armed with
perfect information-from indulging their preferences in the market-
place. Some of these restrictions are susceptible to legal challenge.
For example, New York savings banks sell life insurance which,
because it is sold over-the-counter rather than through agents, is
significantly less expensive than virtually all competing policies.
(This is demonstrated by a comparative cost study of life insurance
policies appearing in the January, February, and March 1974 issues
of Consumer Reports.) A New York statute, however, prevents any
consumer who does not live or work in New York State from purchas-
ing savings bank life insurance, and severely limits the amount of
such insurance which may be purchased even by New Yorkers, while
no such restrictions are placed on other insurance companies selling
essentially identical policies. The Washington office is suing to in-
validate these anticompetitive restrictions, thereby enabling con-
sumers to purchase insurance at greatly reduced cost.
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Product safety, an issue of long-standing concern to Consumers
Union, has received much attention. The Washington office, working
closely with Consumers Union technical staff, has sued the new Con-
sumer Product Safety Commission over the commission's regulations
on electrically-operated toys, the first consumer suit ever filed against
toy safety regulations. Additional legal challenges were made to the
commission's regulation to permit the sale of flammable mattresses
with negative labeling. The Washington office has petitioned the
commission to prohibit or restrict the sale of pet turtles due to the
uncontrollable Salmonella hazards which they create, and of certain
types of acetone-based bubble balloon toys, a demonstrated cause of
illness in small children. And the office followed up the Consumer
Reports study on the potential hazards of microwave radiation from
home ovens with a successful petition for strengthening the testing
standards and labeling.

In the administrative-regulatory universe, information is power,
and the Washington office has filed a series of lawsuits directed at
disclosure of corporate and governmental information. A suit against
the Cost of Living Council contends that the Council has illegally
restricted the types of price, cost, and profit information which may
be made publicly available. And three suits under the Freedom of In-
formation Act against the Interstate Commerce Commission (on
freight rate bureaus), the Federal Reserve Board (on interest rates
for consumer loans), and the Justice Department (on premerger
negotiations between the Government and private industry), seek to
arm consumers with the information which they need to participate
in the administrative process in a meaningful fashion.

PETITION

In the tradition of Consumer Reports, the Washington office has
also stressed product information. A petition to the Food and Drug
Administration urges that drained weight labeling be required for
packaged fruit and vegetable products. And a petition to the Federal
Trade Commission argues that all advertising for over-the-counter
drugs disclose medical conditions of symptoms requiring adjustment
of dosage, discontinuance of use or consultation with a physician after
onset of use. A petition to the Cost of Living Council to require
posting of octane ratings on gasoline pumps has been adopted and
is now in effect.

A recent victory which may have great potential impact occurred
when the District of Columbia Public Service Commission accepted
the argument of the Washington office that a one-time, flat-rate 5
percent late payment charge imposed by the local electric utility-
and also imposed in most other jurisdictions-was unjust and dis-
criminatory, and must be replaced by a monthly credit charge. Con-
sumers Union is now seeking to establish the right of consumer groups
to recover from the utility the costs of successful participation in util-
ity rate cases, a principle which could encourage such participation by
impecunious groups in the future. And the Washington office has
now challenged the right of a regulated public utility to use its cus-
tomers' money to propagandize them on controversial issues-in
this case, the safety of nuclear generating plants-and to do so in a
deceptive and one-sided fashion.
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The Washington office does not confine its role in the administrative
process to formal agency proceedings and court litigation. Monitoring
of ongoing agency activities, while less visible and dramatic, is per-
haps more important, if only because industrial and bureaucratic
interests operate with greater freedom from outside scrutiny at the
informal level. Accordingly, the Washington office submits analytical
comments on proposed agency actions on a wide variety of consumer
issues, from price controls to priorities in fuel allocations to nutri-
tional labeling of foods. And in the product safety area, we are actually
helping to shape the priorities and policymaking procedures of a
new regulatory commission.

Congressional committees need information and viewpoints from
consumers, and the Washington office frequently presents testimony
on pending legislation. Thus, Consumers Union attorneys have
testified on such subjects as life insurance, meat inspection, consumer
credit, price controls, and 4he proposed Consumer Protection Agency.
The Washington office does not lobby, but frequently analyzes legisla-
tion upon request and works closely with lobbying groups on signi-
ficant legislative issues.

If Consumers Union's new law firm has demonstrated one truth
after 1 year of life, it is that Washington, D.C. and Mount Vernon,
N.Y. are not very distant after all. The engineers, technicians, and
editors at Consumers Union headquarters seem far more sensitized
to the legal implications of their research and the potential leverage
effects of their work on national policies affecting consumers. The
pages of Consumer Reports increasingly reflect this awareness.
The lawyers in Washington, for their part, have come to recognize
the extraordinary value of technical expertise and information in
persuading courts, agencies and Congress to recognize and advance
consumer interests. Consumers Union is an organization in great
and often painful flux, echoing the changes in the larger society of
which it is a part. The Washington office is a symptom and perhaps,
in small measure, a catalyst in that process of change.



COOPERATIVE LEAGUE OF THE USA

By STANLEY DREYER, President

This statement from the Cooperative League of the USA is sub-
mitted in response to the invitation of the Joint Economic Committee
to give our reactions to the budget for the coming fiscal year sent to
the Congress last month by the President.

The Cooperative League is a federation of organizations represent-
ing every major type of customer-owned business in our country.
The League is the United States member of the International Coopera-
tive Alliance. With a membership drawn from the fields of farm
marketing and supply, housing, health, credit unions, rural electric,
consumer and many other segments of our broad-based and diverse
economy-a total of some 23 million families in every State, and Puerto
Rico-ours is no narrow concern for particular limited aspects of
national public expenditure but rather what we hope is a balanced,
comprehensive look at this proposed deployment of resources as con-
templated by the Executive and spelled out in detail by the Office of
Management and Budget.

It was only a short 12 months ago that the Cooperative League
of the USA found itself responding to a similar request from your
committee to react to the national budget for the year in which we now
find ourselves. That budget aggregating a staggering $269 billion came
just when the last of over half a million soldiers were extricating
themselves from a profligate military adventure in Indo-China stretch-
ing back over a decade. We dared then to hope-and had reason to
expect-that with this return to peace the substance being extracted
from our people by the Federal Government in support of the war
would be redirected toward human needs so long neglected while the
war ground on.

In the cities where by a great and growing majority people choose
to live, and in rural areas where this tilt toward urban America leaves
serious economic imbalance, the need for decent housing, better health
care, and all the basic services that support an orderly society has
been accentuated. The justification of our criticism and concern ex-
pressed a year ago in reference to the $269 billion budget submitted
in 1973 has been emphasized by further deterioration in respect to
these all too obvious requirements if the quality of life for ordinary
Americans is to be sustained at an acceptable level. Instead in another
year of relative inaction and drift we have seen the housing program
frozen in its tracks, a health care situation teetering on the brink of
chaos with daily hospital costs climbing toward an utterly unaccept-
able $200 level, and similar inadequacy reflected in the all but non-
existent mass transportation system.

Much of the criticism of the budget heard by your committee
centers on its sheer size which has grown 100-fold in the lifetime of
millions of Americans-from $3 billion in 1925 to $300 billion in 1975-
and this criticism, which we share, is pertinent. But the thrust of our
concern is directed more toward how this money is being spent than
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for its size. To maintain perspective and get a handle on what is
happening we need only point out that the major element of expendi-
ture, military hardware, reaches toward an astronomical $100 billion
which is more than the entire budget 12 years ago.

This voracious appetite for more and more defense spending has
made a captive of a distorted civilian economy. The economy has
come to depend more and more for its momentum and employment
level on the sums we spend in this way. To mortgage our economy
to such sterile purposes has the immediate effect of denying sustenance
required to meet elementary demands in the areas of health, housing,
education, transportation, and support of the growing segment of
elderly citizens whose plight is a stark accusation directed at our
ability to make the obvious choice of priorities characteristic of any
civilized society.

In surprisng testimony before the House Appropriations Committee,
the Secretary of Defense gave sharp point to our objection when he
said $1% billion was in his budget to stimulate local economy in certain
places. The chairman of the committee, in agreeing, said the sum was
nearer $5 billion. If local economies require the stimulus of Federal
spending, we submit that it should be done for useful public works.
The prospect of turning the Pentagon toward WPA-like activity, as
its Secretary proposes, is both a frightening and depressing miscon-
ception of how a free people should set about defending themselves.

It is our conviction that nothing so mirrors the sort of people we are,
the quality of our judgment, the direction in which we want our society
to move, than does the budget we adopt. Heavy outlay in preparation
for future conflict bespeaks a concern for building strength on the
periphery, but this will be self-defeating if done at the expense of
intrinsic values that make -the effort worthwhile in the first place.
Those inner strengths of a people at peace with themselves are more
durable than the brittle Maginot Lines our dollars prop up when those
dollars were better spent building a social order so acceptable that it
will call forth from its people a will to defend what in their eyes is
worth saving because it serves them well. A generation ago when a
beleagured Britain was confronted by Hitler we had hard evidence of
how much this strength matters in a crunch.

A rightful ordering of priorities not only results in a happier people
but assures the base for a prosperity that will generate out of that
prosperity the means to provide solid balanced defense against all the
threats to it from within and without. The will of a united, contented,
and prosperous people provides more security than the most sophisti-
cated technology set up to defend a society lacking those attributes.

To avoid repetition we invite a rereading of comments made to the
Joint Economic Committee a year ago by the Cooperative League
regarding that budget because what was said then with great convic-
tion is reaffirmed now in the light of another year's experience with the
fruits of misplaced emphases on what we spend our money for.

As vour committee has wisely noted, there is nothing more suitably
finite than a budget to provide a point of departure for this national
seminar on our purposes and aspirations, one that forces upon us hard
thinking about our role in a world afflicted by great inequalities at
home and abroad. We are grateful for the chance you give us to par-
ticipate in your seminar.



CREDIT UNION NATIONAL ASSOCIATION, INC.

Credit Union National Association, representing over 90 percent. of
the Nationl's 2:3,000 Federal and State credit unions, welconies the
opporttumitv to conmment on the important issues contained in the 1974
economic report of the President.

In general, 197:3 was a difficult year for credit unions fland their
memlbers. The continuing problems of inflation, record high interest
rates, and eroding consumer confidence extracte(l their toll on all
segments of the econon v including credit unions. While there are
inalny steps proposed in the economic report that-should help alleviate
snie of the problems of 1974, the plrospect of still more inflation,
rising unemployment, and a (lramatic slowdown in consumer spending
for durables present particular problems for credit unions. In addition,
the broader issues of proposed changes in the structure of financial
institutions in the United States, and the evolving- changes in the
payments system whiohdlmway threaten the plivacy of financial trans-
actions are ones thItt concern credit unions and deserve continued
attention by the Congress.

INFLATION

The problem of inflation is one of particular concern to credit
unions an(l their members. Approxiinately 80 percent of all credit
unions have a cominnia bond of employmient. These credit union
membeis of industhial firms, educational institntions and govern-
mental nits face rising prices, particularly food and fuel prices, that.
are in excess of their wage increases. At the-samne tinie, credit unions
face rising costs of operation on all fronts.-since all federally chartered
and mnost State-chartered credit unions are limited to a 12 percent
ConSumer loan-rate: Credit unions have never had anniiicrease in this
12 pe)cent nauximuni since the Federal Credit Union Act was passed
in 1934, but 1a continuation of escalating costs driven by high rates of
inflation in the greneral ec.onomy ultimiately is certain to jeopardize
this record. In short, we share the great concern of all Americans in
the S.S percent rise in the Consumer Price Index during 197:3 and the
prospect for a similar rise in 1974.

We applaud the administration's efforts to capitalize on our great
aarictilt-ural productivity for increasedl food production in the hope of
stemiimi arising, food prices iand alleviating bal'amce of payi-nent con-
cernts. We rec:ognlize tlle need to expandl pl oductioll in (celrttiin food and
raw material areas in order to have sufficient quantities available at
competitive prices. The administration's efforts along this line deserve
support. MXionopolistic industries, -however, should not be allowed .to
use current shortages as a justification for unconscionable price
increases that generate monopoly profits and promote more inflation.
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HIGH INTEREST RATES

Inflation breeds high interest rates since suppliers of funds demand
higher rates to protect their purchasing power while borrowers are
willing to pay higher rates since they will repay cheaper dollars. This
is, however, a very dangerous treadmill. It is particularly troublesome
for credit unions and other thrift institutions. In periods of high
interest rates like 1973, the flow of savings into credit unions slows at
the time that consumer credit demands increase. Unlike large com-
mercial banks which can aggressively bid for funds and pass the costs
on to the borrower through progressive prime rate hikes, credit unions
face a fixed 12 percent interest ceiling on the consumer loans they
make. Although credit unions have traditionally paid their savers
equal or greater returns than other financial institutions, they do not
have the flexibility of banks to charge progressively higher rates to
borrowers. The solution should not have to be higher rates to borrowers
but rather a more orderly economy in which both inflation rates and
interest rates are more moderate.

CONSUMER CONFIDENCE

The experience of early 1974 and the prospect for the remainder of
the year are not encouraging in terms of instilling confidence in the
American consumer. The 28 million credit union members are buying
fewer cars and other durables and are traveling less as they are con-
fused and uncertain as to the prospects for energy sources and the
economy.

The effect of this lack of consumer confidence has been and will
continue to be one of a drastic slowdown in the amount of new loans
made by credit unions to their members for cars, boats, mobile homes
and other consumer purchases. This further exacerbates the revenue/
cost problem faced by many credit unions.

Over time credit union members' financing needs change both in
terms of items financed and the way they are financed. Since credit
unions exist to serve their members' thrift and credit needs, they have
the power to serve their members in terms of their consumer financing
requirements. As auto and motor home loans decline in importance,
it is important that credit unions have the ability to make all types of
point of purchase loans in a manner convenient to the credit union
member.

FINANCIAL INSTITUTIONS ACT OF 1973

In the 1974 economic report of the President, the administration
called for enactment of the Financial Institutions Act of 1973. Credit
Union National Association, after extensive information gathering
seminars in major sections of the country, has adopted a policy state-
ment on the proposed legislation. We do not believe that this proposed
legislation as drafted, as in the interest of the American public. Credit
unions support the concept of efficient financial markets with many
alternative sources of supply for those needing capital. We do urge,
however, that Congress give thoughtful consideration to the implica-
tions of the proposal as presented.
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As discussed earlier, the financing needs of credit union members are
changing as their buying habits change. While credit unions have no
desire to change their cooperative nature, they do desire to have the
ability to provide their members services to meet their financial needs.
We consequently have asked that we be granted powers to offer a
variety of saving instruments, to have checking and NOW account
powers, and to have loan power to make all types of point of purchase
loans. Having this type of service available from credit unions as
well as other institutions appears to us to be in the interest of the
consumer public.

Credit unions are not convinced that the proposals in the Financial
Institutions Act of 1973 are all in the interest of the American con-
sumer, however. Removal of regulation Q is one example. It is our
opinion based on the "wild card" experience of 1973, that totally un-
restricted competition for savings deposits would mean that in periods
of restrictive monetary policy, funds would flow to large commercial
banks serving business needs, and away from the savings and loan
associations, mutual savings banks and credit unions which service the
consumers' mortgage and other financial needs. All of these thrift
institutions lack the ability to change their earning rates in the short
term, thereby being unable to generate the revenues needed to pay
higher rates on savings. Credit unions have a 12-percent interest ceil-
ing, while savings and loan associations are locked into fixed return
mortgages and bonds. Only large commercial banks have large amounts
out in loans where they can change their earnings rate by raising their
prime. Consequently, in periods of restrictive monetary policy they
will progressively raise savings rates until they have priced other
financial institutions, without that flexibility, out of the market. The
flow of funds figures on page 312 of the economic report show that in
1969, both bank and thrift felt the impact of tight money. Time de-
posits at commercial banks fell $10 billion while at savings institutions
they grew only $8 billion. In 1973, with extensive use of "wild card"
promotion, banks had a $54 billion seasonally adjusted inflow during
the third quarter while savings institutions had nearly $8 billion
inflow. We do not believe that all of the impact of tight money should
fall on savings institutions and therefore their customers while the
large commercial banks buy funds at high rates to pass on to accommo-
date their large commercial accounts. Consequently, we do not see
how removal of regulation Q is in the consumers' interest.

There are many other issues raised in the proposed Financial
Institution Act of 1973. Any legislation of this magnitude should be
given thorough consideration before enactment, to assure that its
impact will be to maintain and enhance the diversity and availability
of financial services to the American public rather than destroy it.
We have serious reservations as to whether the FIA proposals do this.

CHANGES IN THE PAYMENT SYSTEM

In addition to those issues raised in the report, we believe that the
entire issue of the evolving payment system deserves the immediate
attention of Congress. Decisions are being made by private, semi-
public, and public bodies that could lock all people and institutions
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into a payment system that is not responsive to the public and which
may be an invasion of privacy. Recently the Federal Reserve has
asked for comments on changes in regulations regarding the transfer
of funds. While the technical nature of the release obscures the nature
of the policy issues involved, these issues are massive indeed since
they may wvell determine the control and participation in the evolving
system. We believe these issues are of such magnitude that they should
be debated by and decided by Congress and not one agency estab-
lished to serve one type of financial institution.

CONCLUSION

Credit Union National Association believes that (a) the Federal
Reserve should not spend what are in effect public dollars to build a
system for exclusive use by banks, (b) that all financial institutions
should have access to any electronic payment system, (c) that Congress
should insure that consumers retain as much control over and privacy
in their financial transactions as they presently have, and (d) that
the Financial Institutions Act of 1973, as written, fails to serve the
best interest of the American consumer.



MACHINERY AND ALLIED PRODUCTS INSTITUTE

By GEORGE TERBORGH, EconomC Consultant

INFLATION AND PROFITS

The effect of rising price levels on the accounting of profits is not a
new subject. During the sharp postwar inflation of 1946-48 it gener-
ated a lively discussion in accounting and management circles. This
was revived, on a lesser scale, by the price run-ups of 1950-51 and
1956-57. But under the relatively stable price level of 1958-64 interest
waned. It was widely believed that inflation was a thing of the past,
that the aftereffects of earlier inflation would gradually wear off, and
that no corrective action was needed. This proved to be an illusion.
By 1965 inflation was under way once more, and it has continued at a
distressing pace ever since. It is now high time to take another look at
the problem.

The Principle

The overstatement of profits during and after a period of inflation
arises from the practice of charging only the historical cost of physical
asset consumption (fixed assets and inventory). When the purchasing
power of the dollar is shrinking, the charging of historical costs-
reflecting earlier, and hence lower, price levels-is insufficient for the
restoration of the real assets used up in production. A proper reckoning
requires the restatement of previously incurred costs in the dollars of
realization, that is to say, in the revenue dollars against which they
are charged. Only when costs and revenue are measured in the same
dollars can the difference between them (profit) be correctly deter-
mined.

It follows that when the real cost of physical asset consumption is
undercharged the shortfall is accounted as profit. It follows also that
this much of the reported profit is fictitious, representing simply the
understatement of costs.

The Project

What we intend to do is to translate into current-dollar equivalents
(equivalents in the dollars of revenue) the costs of physical asset
consumption now accounted on an historical basis. We can then see
what difference the conversion makes in the profit figures. The study
is limited to the corporate system because profit as such is not avail-
able for the unincorporated sector, and more specifically to non-
financial corporation, the category principally concerned with physical
asset consumption. It is limited alo to the inflation of 1965-73.

In doing this we rely for both fixed assets and inventory on data
compiled by the Department of Commerce-in the case of fixed
assets, on its computations of current-cost depreciation; in the case of
inventory, on its "Inventory Valuation Adjustment."

I In both Its depreciation and Its inventory adjustments the Department uses specific price indexes to
compute the current-dollar equivalents of historical costs. While we prefer a general index of the purchasing
power of the dollar for this conversion, its use would not alter the results fundamentally. For a discussion of
this issue see "Realistic Depreciation Policy," MAPI 195, chapter 12.

(1145)



* 1146

I. FIXED ASSETS

The Department computes annually current-cost depreciation on
the fixed assets of nonfinancial corporations, using two writeoff
methods (straight-line and double-declimng-balance) and a variety of
service-life assumptions.2 It is noncommittal on the choice of deprecia-
tion methods, but does have a preference on service-life assumptions
(85 percent of bulletin F lives). We shall use that assumption in con-
junction with the double-declining-balance writeoff.
- A word on the choice of writeoff. Notwithstanding the Depart-

ment's neutrality on the issue, we entertain no doubt that the straight-
line writeoff is in most applications a grievously retarded measure of
capital consumption, and that the double-declining-balance method is
in general more realistic. This is not the place to argue the issue, which
we have done at length elsewhere. 3 Suffice it to say that this writeoff
conforms quite well to both theoretical and empirical evidence on the
typical course of capital consumption, especially for capital equipment
(as distinguished from structures), which accounts for around five-
sixths of corporate depreciation.

The following table compares the Department's computation of
current-cost double-declining-balance depreciation with its estimate of
the depreciation allowed for income tax purposes.
TABLE 1.-COMPARISON OF THE CURRENT-COST DOUBLE-DECLINING-BALANCE DEPRECIATION OF NONFINAN-

CIAL CORPORATIONS WITH THE DEPRECIATION ALLOWED THEM FOR INCOME TAX PURPOSES

[Billions of dollarsl

Income Excess
Current tax depre- of (1)

cost DDB I ciatio o ever (2)

Year (1) (2) (3)

1965 -35.8 35.4 0.4
1966 -39.7 38.4 1.4
1967 -44.4 41.7 2. 7
1968 -49.0 45.4 3. 6
1969 -54.7 50.1 4.6
1970 - ---------------- 60.6 5L---.6----------------- ---------------- 60.6 54.0 6. 6
1971 -65.7 58.1 7.6
1972 -70.6 63. 2 7. 4
1973 -75.8 468.1 7.5

Cs The Department's "Current-Cost 2." This employs a more conservative index of construction costs than "Current-

I Differences may not check exactly because of rounding.
Our estimate.

'Average of second and third quarters at annual rate.

Note that the excess of current-cost DDB over tax depreciation
has grown from a negligible amount in 1965 to $7.5 billion in 1973.4

II. INVENTORY

As indicated earlier, the conversion of inventory consumption
charges from historical cost to their current-cost equivalent is com-
puted by the Department of Commerce as the "Inventory Valuation
Adjustment" (IVA). The calculation allows for inventory consumption

' Both writeoffs are extended over estimated full service lives. The double-declining-balance method Is
applied with a strafght-lUne switch.

o "Realistic Depreciation Policy," MAPI 1954, chaps. 3, 4, and 5.
' The stability of this margin over the last 3 years reflects the Introduction In 1971 of the asset depreciation

range system for tax depreciation.
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presently charged for income tax purposes by LIFO and similar
current-costing procedures, and converts only the balance under
historical-costing systems. The results follow.

TABLE 2.-Inventory Valuation Adjnsltment for Nonfinancial Corporation8
Billions

ofDoUars)

1965 ----------------------------------------------------------- _ 1. 7
1966 - 1.8
1967 ------------------------------------------------------------ 1.
1968 -33
1969 ----------------------------------------------------------- _ 5. 1
1970 -4--------------------------------------------------------- £ 8
1971 -___________________________________________________ 4£9
1972 ------------------------------------------------------------ _ 669
1973 ------------------------------------------------------------ _119.0

1 Average of 2d and 3d quarters at annual rate.

Here again we have a gradual rise in the excess of current-cost
over historical-cost charges, culminating in this, case in a sudden
surge to $19 billion in 1973.

III. ADJUSTMENT OF PROFITS

We are now ready to put the pieces together and adjust profits
as reported for income tax purposes.

TABLE 3.-ADJUSTMENT OF REPORTED PROFITS OF NONFINANCIAL CORPORATIONS'

[Billions of dollars]

Profits Profits Profits
Profits after tax Under- before tax after tax

before tax Income tax as reported statement as adjusted as adjusted I
as reported liability (I)-(2) of costs' (l)-(4) (3)-(4)

Year (1) (2) (3) (4) (5) (6)

1965 -65.8 27.6 38.2 2.1 63.7 36.1
1966 -71.2 30.1 41.2 3.2 68.0 38.0
1967 -66.2 28.4 37.8 3.8 62.4 34.0
1968 -72.4 34.0 38.3 6.9 65.5 31.4
1969- 68.0 33.7 34.3 9.7 58.3 24.6
1970 -55.7 27.6 28.2 11.4 44.3 16.8
1971 -64.1 29.7 34.4 12.5 51.6 21.9
1972 -74.3 35.0 39.2 14. 3 60.0 24.9
1973- 4 99.8 4 48.2 ' 51.6 26.5 73. 3 25.1

Figures may not check exactly because of rounding.
The sum of the excesses of current costs over historical costs shown in tabl es I and 2.

a Since this is a retrospective recomputation of profits, it takes as given the corporate income taxes actually paid. If tax
liabilities had been figured on the adjusted pretax profits, the after-tax effect of the adjustment would, of course, have
been reduced bythe taxsavingresulting therefrom. Butsince they were actually figured on the reported profits throughout,
there were no such tax savings. Adjusted after-tax profits are simply adjusted pretax profits minus actual taxes on re-
ported profits.
' Averages of 2d and 3d quarters at annual rate.

Here is a startling picture. Adjusted after-tax profits started out in
1965 not far below the reported figure. They wound up in 1973 less
than half as large as reported. They were, moreover, only 70 percent
of the 1965 figure in absolute amount.

Restatement of Retained Earnings

An even more startling picture emerges when we subtract dividend
payments from adjusted after-tax profits to derive adjusted retained
earnings.
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TABLE 4.-ADJUSTED RETAINED EARNINGS OF NONFINANCIAL CORPORATIONS

(Billions of dollarsi

Adjusted Adjusted
after-tax Dividend retained

profits payments earnings

Year (1) (2) (3)

1965 -36.1 16.9 19. 2
1966 -38. 0 8.2 19.8
1967 -34.0 18.9 15. 1
1968 -31.4 20.9 10.5
1969 -24.6 20.7 3.9
1970 -16.8 20.0 -3. 2
1971 -21.9 20.3 1.6
1972 -24.9 21.2 3.7
1973- -25.1 22.3 2. 8

X Average of second and third quarters at annual rate.

Over the past 5 years adjusted retained earnings have been
negligible-in one case negative. Nonfinancial corporations have been
distributing practically all of their adjusted earnings, their reported
savings representing little more than the amount required to cover the
understatement of costs.

Adjusted Profits and Retained Earnings in Constant Dollars

To make the horror story even worse, the dollar has been shrinking
over the interval and it is necessary to adjust for this by stating the
results in constant dollars. We use for this purpose the private GNP
deflator (1965=100).
TABLE 5.-ADJUSTED PROFITS AND RETAINED EARNINGS OF NONFINANCIAL CORPORATIONS IN 1965 DOLLARS

[Billions of dollarsj

Adjusted Adjusted
after-tax retained

profits earnings

Year (1) (2)

1965 -36. 1 19. 2
1966 -37.3 19.4
1967 -32. 1 14. 2
1968 -28.8 9.6
1969- 21.6 3.4
1970 -14.0 -2. 7
1971 -17. 5 1. 3
1972 -19. 5 2. 9
1973 -18.6 2. 1

In constant dollars the adjusted earnings of 1973 were slightly
over half of 1965. As for retained earnings, the 1973 figure was down
by nearly 90 percent.

IV. EFFECTIVE INCOME TAX RATES ON ADJUSTED PROFITS

Since the income tax liability-Federal and State-is computed on
overstated historical-cost profits it is obvious that the effective rate
on profits adjusted for the overstatement is higher than the rate
reported. The following table shows the difference.
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TABLE 6.-EFFECTIVE TAX RATES ON THE PRETAX PROFITS OF NONFINANCIAL CORPORATIONS AS REPORTED
AND AS ADJUSTED I

On profits On profits
as reported as adjusted

(percent) (percent)

Year (1) (2)

1965 -41.9 43.3
1966 -------------------------------- 42.3 44.3
1967 -42. 9 45. 5
1968 -.------------ .--------------- 47.1 55.3

1970----------------------------------------- 49.6 62.3
1971 -.- 46.3 57.6
1972 -47.1 58.3
1973- 48.3 65.8

1 Column (2) of table 3 as percentage of columns (1) and (5), respectively.

It is obvious at a glance that effective tax rates on real profits have
moved away from those n reported profits. Over the past 5 years
they have averaged 60 percent against 48 percent. In 1973 the rate
reached 66 percent.

V. WHAT DOES IT MEAN?

It is clear that American business has not yet learned how to pro-
tect itself against inflation. Overall, it has been unable to maintain
normal margins even in the overstated profits of conventional ac-
counting. In terms of real profits, the shrinkage has been drastic.

It is extremely difficult to protect even nominal profit margins in
the face of inflation, owing to the tendency of unit costs to move up
faster than realized prices. Under prevailing practice, prices are often
fixed for substantial periods ahead. Catalogs may be issued only an-
nually or semiannually; seasonal merchandise may be priced months
in advance of delivery; long -cycle production may be quoted before
work is started, et cetera. But even where prices are more quickly
adjustable there is a general tendency to lag behind the march of
costs.

If it is difficult to protect nominal profit margins it is still more so
protect real margins. Since the latter are more adversely affected by
inflation their maintenance requires even bolder and more aggressive
action, not to mention their restoration after they have been allowed
to decline.

The core of this action is of course pricing policy. Management
must learn how to price its products in an inflationary economy. This
means first of all anticipatory pricing-pricing in anticipation of cost
increases prior to sale. It means, second, a proper accounting of
costs themselves, especially the cost of physical asset consumption.

It must be acknowledged, of course, that such a pricing policy may
be impracticable for an individual company in a market where the
competition is pricing on understated costs. The real remedy lies in
the reform of policy across the board. If all competitors are targeting
their prices on fully stated costs, there is a better chance that they
can make them stick.

32-378 0 -74 0 12 (Pt. 5)
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Obviously these exhortations assume the absence of price controls.
Given such controls, the efforts of management to maintain real
profit margins are likely to be frustrated by bureaucratic action.
Since the authorities deal with nominal margins only, and conceive it
their mission to squeeze even these, real margins suffer an amplified
crunch. There can be no doubt that the controls prevailing since
August 1971 have contributed to the subsequent erosion of these
margins, but it is easy to exaggerate their impact. It is clear that the
erosion was going on before controls entered the picture, and that
the basic problem is much deeper. It will be with us after they are
gone.

Let us add in closing that the present situation is bad not only for
business, but for the Nation as a whole. Despite the suspicion and
disfavor that attach to profits in the eyes of many politicians and of a
considerable part of the public, it is vital that they be large enough not
only to motivate the expansion of productive investment, but to
finance a substantial part of it. It is frightening from the public-policy
standpoint that the reinvestment of corporate earnings, realistically
measured, has almost ceased. If this continued it will cost the country
dearly.

Let us add further that the Alice-in-Wonderland accounting of
costs and profits that now passes for orthodoxy is a problem not only
for business management, but for the accounting profession, the
regulatory agencies of the Government, and, not least, for the tax
authorities. It is high time for concerted action by all concerned.

It is gratifying in this connection that the accounting profession
appears at last to be grappling with the problem. In Britain, the Insti-
tute of Chartered Accountants is studying a full-scale restructuring
of accounts to reflect inflation. In this country, the Financial Account-
ing Standards Board may soon consider the subject (its advisory
council has recommended that it be placed on the agenda). Another
straw in the wind is a recent statement of the Securities and Exchange
Commission urging its reporting companies to disclose to stockholders
the amount of their earnings representing "inventory profits" (but
not, unfortunately, the amount reflecting underdepreciation).

These are hesitant first steps, to be sure, but we may hope that others
will follow. We may hope also, and even more fervently, that the
tax authorities will not be far behind. For the evils of undercosting
are compounded by the present practice of taxing capital consumption
as income. No reform of costing procedures can be more than partially
successful so long as this practice continues.

[From the Capitol Goods Review, December 1973]

BUSINESS CAPITAL FORMATION-PUTTING IT IN PERSPECTIVE,
1925-70

INTRODUCTION

It has been a decade since the Institute last reviewed in detail the record ofbusiness capital formation.' The sixties was a decade characterized by real econo-mic expansion, save for the mini-recession of 1960-61 and the significant increase
in the rate of inflation after the mid-point of the decade. In a climate of realeconomic expansion it is not surprising that the capital goods industries turnedin an excellent performance.
I "Sixty Years of Business Capital Formation," George Terborgh, MAPI, 196o.
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The Measurements Employed

To gain perspective, we intend to review the record from 1925 to 1970, employ-
ing the same measurements used in the earlier Institute study. These are as
follows:

1. The record of business capital expenditures by years.
2. Business capital expenditures as a percentage of the privately produced

gross national product.
3. Gross investment in the stock of business capital goods.
4. National output per dollar of gross investment.
5. Gross investment per worker in the private labor force.
6. The ratio of the net to the gross investment in the capital stock.

Coverage

The study is confined to business capital goods, defined as plant and equipment
privately held, and is based on U.S. Department of Commerce estimates. Capital
goods held by governments and consumers are excluded.

A caveat is in order. Because of the highly aggregative nature of the data and
the great diversity of situation among the wide range of product lines subsumed
under the heading of capital goods, a good deal of care should be used in applying
the findings of the study to individual sectors of the economy.

I. RECORD OF CAPITAL EXPENDITURES

The basic data from which all subsequent calculations are derived are the
estimates of domestic business capital expenditures by years. These are shown in
chart 1 for plant, equipment, and the combination of the two, both in the actual
dollars of investment (current dollars) and at their equivalent in the dollars of
1958 (constant dollars).
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CHART 1

Expenditures for Business Plant and Equipment:
(1) in Current Dollars; (2) in Constant (1958) Dollars
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It is obvious that both plant and equipment expenditures experienced a broad
upsweep over the period covered, interrupted only by the downturns reflecting
the effect of the great depression and World War II. The slower rise of the con-
stant-dollar line in the years prior to 1960 and the leveling off since 1966 reflect,
of course, the persistent and, recently, more rapid rise in capital goods prices due
to inflationary forces. While at an alltime high, capital expenditures leveled off
in real terms from 1965-70.

As to the components, a new relationship has been established. Equipment
expenditures have risen more rapidly than those for plant since World War II
When combined with the overall higher levels of expenditures for plant and
equipment, this obviously bodes well for equipment producers should these trends
continue.
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II. SHARE OF BUSINESS PLANT AND EQUIPMENT EXPENDITURES IN THE PRIVATELY
PRODUCED GROSS NATIONAL PRODUCT

As we have seen, plant and equipment expenditures in current dollars are at
all-time-high levels. But how high is high? For this we turn to a relative, as con-
trasted with absolute, measure; namely, business capital expenditures as a share
of the privately produced gross national product. This is shown in chart 2, the
comparison being in current (actual) dollars.

CHART 2

Expenditures for Business Plant and Equipment
as a Percentage of the Privately Produced Gross National Product

(Current Dollars)
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While the percentages fluctuate widely from year to year, in large part reflecting
changes in general business conditions, several points stand out:

1. The plant ratio, while below the 1925-29 levels 2 of 4.4 to 5.1 percent,
rose above its depression and wartime lows and since 1960 has remained
relatively stable, ranging between 3.6 and 4.2 percent of the gross private
product.

2. The equipment ratio, by way of contrast, rose sharply to 8 percent in
1948 and since then has fluctuated between 6.4 and 8.2 percent. It is
significantly above the 1925-29 levels of 4.8 to 5.7 percent.

3. There has been a notable change in the relationship between the plant
and equipment ratios. The gap between them has become substantially
wider as compared with the predepression period. It narrowed somewhat
during the 1950's but has widened again since 1961.

4. For plant and equipment expenditures combined, postwar ratios have
run significantly higher than those in the 1925-29 period. In only 1 year
(1929) prior to the war did the ratio reach 10 percent; since 1947 every
year has been above 10 percent.

5. Since the early part of the postwar era the combined ratio has remained
on a new high plateau. The figure for 1970 of 11.7 percent is only slightly
below the peak of 12.4 in 1966 and is higher than any year in the prede-
pression period.

I The figures for the period 1925-28 underlying charts 2,4, and 5 are extrapolative, based on data underlying
the charts in "Sixty Years of Business Capital Formation."
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Further Comment

The relatively long period of higher ratios during the postwar period for plant,
equipment, and the combination of the two no doubt is in some part an offset to
the deficiency accumulated during the period of low installations (1930-45). This
higher level of demand was made effective through a combination of improved
financial availability, due in large part to more realistic depreciation allowances
and since 1962 the investment tax credit.

III. GROSS INVESTMENT IN THE STOCK OF BusINEss CAPITAL GOODS

Still another measure of business capital expenditures is the investment in the
existing stock of capital goods in place. Here we are concerned with the gross
investment before allowance for the accrued depreciation of the stock.

The Commerce Department's capital goods stock estimates assume a consistent
application of double-declining-balance depreciation-with straight-line switch-
to the historical-cost installations of prior years at service lives equal to 85 percent
of Bulletin F lives. In order to state the capital goods estimates in constant (1958)
dollars, it was necessary to value identical assets at the same (1958) price regard-
less of their actual price in the year of acquisition. This measure is shown in
chart 3.

CHART 3
Gross Investment In the Stocks of Business Plant and Equipment
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A number of conclusions seem obvious:
1. From 1925 to 1945, the stock of plant, equipment, and the combination

of the two was generally stable.
2. Since 1945 both plant and equipment have grown. However, investment

in the stook of equipment has risen far faster than plant investment,
265 percent against 100 percent.

3. Because of this differential growth rate, the investment in equipment has
exceeded that in plant in recent years. Both are in the general vicinity of
$500 billion.

4. Investment in the combined stocks is more than 234 times its 1945 level.

Annual Growth Rates

While the equipment series has grown more rapidly in the post-war era than the
plant series, its growth has been significantly slower than its peak years of 1947-48.
In fact, the two growth rates in the 2 most recent years covered are about the
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same. As can be seen from a glance at chart 3A, however, this has happened in
the past only to have the two rates diverge. Perhaps the most pertinent observa-
tion that can be made is that the two rates once again seem to be approaching
rates more in line with the long-run growth rate of the economy; that is, roughly
4 percent.

CHART 3A

Annual Percentage Increases
in Gross Investment in the Stocks
of Business Plant and Equipment

(In 1958 Dollars)
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IV. OUTPUT PER DOLLAR OF GROSS INVESTMENT

In section II we related business capital expenditures to the privately produced
gross national product of the same year. Now that we have computed the invest-
ment in the stocks of capital goods, it is possible to relate the product to this
investment. This is shown in chart 4.
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CHART 4

Privately Produced Gross National Product Per Dollar of Gross Investment
in the Stocks of Business Plant and Equipment

(In 1958 Dollars)
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Here, too, a few points are worthy of comment:
1. Over the postwar period, annual output per dollar of investment in plant

has moved more or less sideways in the $1.20 to the $1.50 range.
2. Interestingly, after following a significantly different pattern from that for

plant from 1925 to the mid-1950's, equipment has followed a similar
pattern. In fact, there is now little difference between the two.

3. The result for the combination of plant and equipment is that the two
combined have been on a plateau since 1945, ranging between 66.4 and
75.6 cents. This is significantly higher than the predepression period
average of 48.2 cents.

V. GROSS INVESTMENT PER WORKER

Still another measure of interest is the amount of investment per worker. To
arrive at this estimate we will use the number of workers in the private labor force.
This is shown in chart 5.
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CHART 5

Gross Investment in the Stock of Business Plant and Equipment
Per Worker in the Private Labor Force

(Investment in 1958 Dollars)
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Here too, the picture is rather clear. Investment per worker rose in the period
1925 to 1930; it then declined until 1940, when it leveled off during the war. It
has climbed since then to new highs. However, as to the components, equipment
per worker has grown much faster to the point where the investment per worker
in 1970 was slightly greater for equipment, $7,191 against $6,741 for plant. The
combined investment is $13,932, in 1958 dollars, and $18,698 in current dollars.

A Look Forward

The amount of capital thst is required to maintain the same rate of increase in
investment per worker is of course dependent on the size of the labor force. Since'
the projected growth rate is now around 1.8 percent as compared with an earlier
figure of 11 percent, if expenditures are not increased, the tempo of progress will
be slowed up. The moral is that public policies should encourage the higher volume
of saving and capital formation required to equip the added workers without
detriment to the rate of economic improvement.

VI. RATIO OF NET TO GROSS INVESTMENT

As a final measure of capital expenditures we turn to the ratio of net to ross
investment, the net being, of course, the gross minus accrued depreciation. This
is shown in chart 6.
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CHART B

Net Investment in Stocks of Business Plant and Equipment
as a Percentage of Gross Investment

(In 1958 Dollars)
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In the case of plant investment, the net-to-gross ratio declined continuously
from 1929 to 1945. Since then it has risen to a present level well above that pre-
vailing before the depression. The equipment ratio has had a more irregular
history, declining during the depression, rising a little in the late thirties, and
declining again during the war. Thereafter it rose to a very high level during the
late 1940's, and has since receded to a point still notably above its predepression
position. The combined ratio has risen slightly since the early 1950's to a level
well above 1925-29. This is a result of a more rapid growth of installations.

CONCLUSION
No one with an appreciation of the fallibility of these measures will wish to

any but the broadest and most general inferences from their use. A few such
inferences are worth noting in conclusion.

Normalization

The period prior to the great depression saw a vigorous and persistent expansion
of capital goods activity. The next 15 years was a period of contraction and stag-
nation in this area. The early part of the postwar era, now 25 years in length, was
devoted in large part to normalizing the situation-to repairing the damage left
by depression and war.

By normalizing we do not mean restoring the situation to what it would have
been if the depression and the war had not occurred. These two calamities have
doubtless left permanent scars on the economy, and on capital goods in conse-
quence. We mean restoring a normal relation, both qualitative and quantitative,
between capital goods and contemporary economic activity-actual activity,
not what would have been without the misfortunes of 1930-45.

By this test, the normalization appears to be well along, if not virtually complete.
Output per dollar of gross investment in capital goods has substantially exceeded
the 1925-29 average. The ratio of net to gross investment has attained a new high.
This means that the capital goods industries have been living recently, and will
have to live hereafter, on currently accruing needs, without benefit of the restora-
tion or normalization process. This should not be too disturbing a thought; ap-
parently it is years since they have derived any major benefit from this process.
The adjustment has already been made.
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Beyond Normalization

Normalization of the quality and quantity of the capital goods stock does not
imply that the present situation is satisfactory, or that current levels of capital
expenditure are adequate. There are several important considerations that argue
to the contrary: The increase in the growth rate of the labor force; the forced
expenditures for antipollution equipment; the essential expenditures for energy;
the present high percentage utilization of capacity; and the economic competition
worldwide. All of these considerations argue for higher ratios of capital formation
to national product than we have heretofore considered normal.

To assure adequate performance in the future, Government must maintain
and even increase measures to augment the flow of funds as a means of stimulating
business capital investment. This means, of course, that the present realistic
depreciation allowance and the investment tax credit should remain a permanent
part of our tax law. Beyond this, it is essential that we eliminate or reduce the
present bias in our tax structure against private saving and capital formation.
Finally, because of the recent rapid rate of inflation, it is more than ever necessary
that the Government adopt an alternative to historical cost depreciation.

The moral is (lear. If we are at all right in predicting higher levels of demand
for plant and equipment, since the enlargement of business investment depends
primarily on an increased flow of funds available for the purpose, there is a pressing
need to assure that tax policy encourages private saving and capital formation.
This is the surest way to achieve and maintain the higher rate of economic growth
which is essential to our national well-being.



NATIONAL ASSOCIATION OF MUTUAL SAVINGS BANKS

By GROVER W. ENSLEY, Executive Vice President

These comments on the 1974 Economic Report of the President
and accompanying Annual Report of the Council of Economic Ad-
visers focus on major issues of concern to the mutual savings bank
industry. Few issues are of greater importance to savings banking
and the Nation than controlling rampant inflation and implementing
changes in the financial system to strengthen mortgage-oriented
thrift institutions and the flow of housing credit.

The Council correctly notes that bringing 8 years of inflation
to an end will be a difficult and lengthy task. The, administration is
to be commended for its expressed determination to "stay the long
course" in fighting inflation, and for its continued recognition of the
need to develop a more efficient financial system. Success in both
areas, essential to assuring an increased and more stable flow of funds
to meet the Nation's high-priority housing needs in the years ahead,
will require:

(1) The early implementation of basic proposals to strengthen
the long-run competitive position of mortgage-oriented thrift
institutions through the provision of broadened powers and a
Federal charter alternative for State-chartered mutual savings
banks;

(2) The maintenance of Federal regulatory authority to estab-
lish deposit interest rate ceilings, with realistic differentials for
mortgage-oriented thrift institutions; and

(3) The more flexible use of fiscal policy to bring persistent
inflationary pressures under control, to reduce excessive reliance
on monetary policy with accompanying destabilizing swings
in interest rates, and to reduce the overall level of interest rates.

Achieving a better-balanced fiscal-monetary policy mix over the
business cycle to control inflation will be the single most important re-
quirement for reducing extreme shortrun swings in the flow of funds
into thrift institutions and housing markets. Given the persistent
nature of present inflationary problems, the possibility of Federal tax
increases should be seriously considered once the economy emerges
from its present slowdown, if a recurrence of soaring interest rates,
widespread disintermediation and renewed cutbacks in homebuilding
is to be avoided.

And the implementation of basic structural changes to strengthen
thrift institutions, together with the maintenance of a realistic deposit
interest rate ceiling structure, will be the essential requirements for
savings banks and other thrift institutions to compete on more equal
terms for household savings with full-service, "one-stop" commercial
banks in the-years ahead.

The intent and ability of commercial banks to compete for house-
hold savings is dramatically underscored by the progressive increase
in their share of total household savings account growth at major

(1160)
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depository institutions since the end of World War II: From 30 per-
cent in the 1946-56 period; to 42 percent in the 1957-65 period; and
to 51 percent in the 1966-73 period. The commercial bank share in the
1966-73 period would undoubtedly have been substantially greater
in the absence of Federal deposit interest rate ceilings and differentials
for thrift institutions. Since mutual savings banks and savings and
loan associations hold the bulk of their resources in residential mort-
gage loans and commercial banks place only a small share of their
resources in such loans, this fundamental shift in the pattern of house-
hold savings account flows has clearly represented a major, and con-
tinuing, longrun diversion of funds from housing.

The July 5, 1973, changes in the deposit rate ceiling structure-
including the narrowing of rate ceiling differentials on basic passbook
accounts from one-half to one-fourth percent, the authorization for
commercial banks to pay a "full 5 percent" on such accounts, and the
creation of a new class of small-denomination, ceiling-free "wild-card"
certificates with maturities of 4 years and over-further tilted the
longrun competitive balance against mortgage-oriented thrift insti-
tutions and contributed significantly to massive savings outflows from
thrift institutions in the July-October period. The imposition of rate
ceilings on "wild card" certificates last November reduced but did
not eliminate the strengthened longrun competitive position of com-
mercial banks in household savings account markets resulting from
the July 5 changes.

These changes were unaccompanied by any broadening of thrift
institutions' consumer-service powers and longrun ability to attract
savings. They occurred, moreover, at a time when "tax equality"
between thrift institutions and commercial banks had already been
substantially achieved under legislation enacted by the Congress in
1969, reflecting substantial increases in thrift institution tax payments
and effective tax rates and declines in commercial bank effective tax
rates.

All of these considerations underscore the worsening longrun com-
petitive position of mortgage-oriented thrift institutions in household
savings account markets, and the urgent need for structural change to
strengthen their longrun ability to generate funds for housing. The
position of the savings bank industry on structural change is long-
standing and unequivocal: mutual savings banks must continue their
evolution into "full-service family banks." This will require:

(1) The ability to provide a complete range of financial services
to consumers, including consumer loans, checking acounts,
NOW accounts, other modern funds transfer services, and full
partnership in the emerging electronic funds transfer system;

(2) The ability to invest in a wide range of Federal, State, and
local government and corporate securities, as well as mortgages;
and

(3) A Federal charter alternative, so that savings banks will
have access to the benefits of dual chartering long available to
all other types of depository institutions.

All of the consumer-service and investment powers required by
modern family banking institutions are in fact already available to
mutual savings banks in one or more of the 17 States where they
presently operate, but no single State authorizes all of these powers.
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Our industry has consistently sought a Federal charter alternative
since the late 1950's to hasten the uniform availability of these powers
to all savings banks, while simultaneously seeking broadened powers
at the State level to serve housing and other consumer financial
needs.

Fortunately, the momentum for structural change to strengthen
savings banks and other thrift institutions has accelerated, even as the
need for change has become increasingly apparent. Both the adminis-
tration's program for change in the financial system-the Financial
Institutions Act of 1973-and proposals advanced last summer by the
staff of the House Banking and Currency Committee would provide a
dual system for savings banking, and broadened powers in the crucial
funds transfer and consumer lending areas.

Even with all of the powers proposed by the administration, how-
ever, savings banks and other mortgage-oriented thrift institutions
would still have substantially less flexibility and a considerably nar-
rower range of powers than commercial banks. They would, in partic-
ular, still be far less able than commercial banks to raise earnings and
deposit rates in periods of rapidly rising interest rates because of their
substantially longer-term asset structure. It is for these reasons that
the savings bank industry strongly supports continued Federal au-
thority to establish deposit interest rate ceilings, with realistic differ-
entials for mortgage-oriented thrift institutions.

In sum, the savings bank industry urges vigorous and realistic steps
to control inflation and early action by the Congress to enact legisla-
tion to strengthen and modernize the Nation's thrift and home financ-
ing system. We look forward to cooperating in every way with the
Congress and the administration in these vital undertakings.



NATIONAL FEDERATION OF INDEPENDENT BUSINESS

Letter of Transmittal
Focus Into The Future FACULTY

ASSOCIATES
INC

January 15, 1974 Joseph H. Fee

President

Mr. Wilson S. Johnson, President
National Federation of
Independent Business, Inc.
150 West Twentieth Avenue
San Mateo, Calif. 94405

Dear Mr. Johnson:

We are pleased to present you with the first National
Federation of Independent Business Quarterly Economic Report.
This report is based upon data gathered from a scientifically
selected sample of the 350,000 - plus members of the National
Federation of Independent Business. All facets of this study
including the design of the survey questionnaire, choice of
firms to be surveyed, analysis and interpretation of results,
and reporting of findings and conclusions have been done
solely under our direction. We assume full professional re-
sponsibility for the entire report.

We believe that this joint undertaking by the NFIB and
Faculty Associates, Inc. represents the beginning of a note-
worthy venture to gather, analyze, and disseminate, on a
regular basis, factual knowledge about prevailing attitudes,
current economic conditions, and future expectations of the
small business community in this country. This information,
in conjunction with other scientifically conducted surveys
sponsored by the NFIB, will provide the nation with a wealth
of valuable new insights on the functioning of this vital
sector of our economy.

Respectfully,

F Y ASSOCIATES, INC.

M. ai y .

William C. Dunkelberg, h.D.

RMB/WCD/gc

Management Education Services and Consulting * Continuing Education Specialists

152 Castilian Way, San Mateo, California 94402 * Telephone (415) 343-6666
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THE NFM QUARTERLY ECONOMIC REPORT
(January. 1974)

The first in a continuing series of quarterly economic reports

based upon survey data obtained by questionnaire from mem-

bers of the National Federation of Independent Business,

San Mateo, California.

PREFACE

Reflections on economic events of 1973 seem to focus on a single theme -
a year of recurrent surprises. One could hardly imagine a period in which
more things could go wrong in the economy: record peacetime inflation,
shortages of food, devaluation of the dollar, scarcities of many basic mate-
rials, lack of financing and historically-high interest rates, rapidly changing
policies by government to control prices and wages, and as the year closed,
the Arab oil embargo which contributed to a widespread energy crisis. The
stock market started a period of decline near year-end which indicated
serious concern by investors as to near-term profit prospects. Consumer con-
fidence declined substantially. Many of the effects of politics, international
rivalries, shortages and product changes are transmitted into reality for
consumers through the small business sector. Somewhat amazingly, the
small businessman did not seem overly-dismayed by many of the wildly-
fluctuating occurrences in 1973 though he has been caught in their midst.
Little despair is recognizable in this survey; in fact, more optimism is
revealed than one might have reason to suspect. Perhaps this renects the
fact that for most small businessmen, business is more than business, it is
a way of life. And, who wants to view life as dismal?
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HIGGHLIGHTS
1. Clearly, the most important problem facing small

business today is felt to be inflation. The impact of
inflation, moreover, is most adverse on those businesses
with annual sales volumes under S150,000. The reasons
for this particularly-uneven impact shows up in a num-
ber of ways in the survey results:

a. Nearly 40% of the firms in the survey reported a
decline in earnings over the previous three
months: another 40% reported no increase. (Near-
ly half of the firms in the study are very small.
with annual sales under $150,000.)

b. 40% of the firms reported that their average sell-
ing prices were the same or lower than three
months earlier. The proportion was even higher
for firms with annual sales under $250,000.

These findings suggest that many small businesses
have been squeezed by rising costs, reducing their
profitability. Looking to the three months following the
survey, one-third of the firms had no plans for price
increases while a nearly-equal number espressed un-
certainty about pricing decisions. By industry groups.
about 40% of the firms in the construction, manufac-
turing, transportation, wholesale trade and agricultural
industries planned to raise their prices. Only 8% of the
firms in the financial services industry planned such
increases.

2. Another major problem appears to be excess
capacity. The resultant effects of this excess capacity
are generally good for the economy as a whole at this
time, but carry serious negative implications for the
small businessman. Although the extent of excess
capacity varies considerably among industry group-
ings, 49% of the firms reporting indicated they could
increase output from 10-29%, and another 18% could
expand output from 30-100% or more with no additions
to their work force. Excess capacity also exists in terms
of physical facilities and equipmentwith 42% reporting
they could increase production from 10-29%, and
another 34% indicating they could increase production
from 30-100% or more, with no additions to their plant
and equipment. The presence of this excess capacity
probably had a dampening effect on the pricing policies
of small business. When demand is strong enough to
keep an industry operating close to capacity, price
increases in line with (or even greater than) cost in-
creases are passed on to consumers more easily and
quickly. This has been true in the agriculture sector
in the past year, and currently is the case in many major
industrial materials industries-basic metals, cement,
paper, petroleum products. etc. The Federal Government
estimated that at the time of this survey, these industries
were operating at approximately 88% of capacity. and

their price behavior reflected it. In its own opinion,
small business having considerable excess capacity.
appears to be holding the line on the prices of many
goods and services. This should have provided a re-
straining influence on the rate of inflation In the
economy, at the expense of profits in the small business
sector.

3. The impact of tight monetary policy during 1973
reduced the availability of credit in the banking system.
and a succession of rising interest rates broke post-
Civil War historical highs. Most economists believe that
such credit conditions wreak particular havoc on small
businesses which are at a relative disadvantage when
competing with large business borrowers for limited
funds. This survey reveals that for the majority of
established small businesses, external financing is
of little concern since they do not turn regularly to the
money markets for financing. Apparently, they rely
largely on internal financing or friends and relatives.
There may be a substantial impact on new small busi-
nesses unless they commence operations with adequate
working capital. This survey did not address that issue.

4. The small business sector is a composite of many
different firms. Certain issues and problems are of
concern to all; some are unique to members of the same
industry group; some are most common to firms of
similar size and annual sales volume. In this survey,
the major differences existing between firms and
industries were:

a. Larger businesses (in terms of annual sales) are
expecting considerable difficulty with the quality
of labor. Firms in the construction, manufac-
turing, and transportation industries were par-
ticularly concerned about the availability of
skilled labor.

b. Taxes are particularly distressing to the smaller
firms, especially those in agriculture.

c. Agriculture is strongly concerned with minimum
wage laws and the cost of labor.

d. Interest rate levels and the availability of financ-
ing is a problem of great concern to the financial
services industry.

e. Government regulations and red tape are a prob-
lem of increasing significance to professional
service firms and to those in the financial services
industry.

f. The manufacturing, agriculture, and financial
services industries are most optimistic about
future business prospects, as reflected by expected
sales, and expected additions to their labor force
and inventories.

32-378 0 - 74 - 13 (Pt. 5)
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INTRODUCTION

The small business community is a large and vital
part of the economy. Independent business employs a
majority of the workers in the U.S. and accounts for
a large share of the private Gross National Product
(GNP exclusive of government espenditures). The small
business community is the primary interface between
the industrial sector and the consumer, and it functions
primarily as the distributors of goods and services pro-
duced for the consumer.

In spite of its importance, little is known about this
community of competitors. Big business effectively
advances its interest to the government and influences
business policy in numerous ways, while small business
tends to be under-represented. Small businesses must
function in the legal and regulatory environment dic-
tated to them, but little is known about how they are
affected.

In order to strengthen its position as a representa-
tive of small business, the National Federation of
Independent Business (NFIB) has initiated a program
of inquiry and analysis designed to collect information
scientifically about the small business community.
Each quarter a representative sample of NFIB members
will be surveyed in order to assess their general atti-
tudes, expectations, and opinions, and to gather factual
data concerning the effects of government policy and
economic fluctuations.

This is the first NFIB Quarterly Economic Report
based on data drawn from a major survey of a random

sample of member firms conducted in October, 1973.
This survey will be repeated each quarter and is ex-
pected to yield new information about economic condi-
tions in the small business community -heretofore
unavailable from any sourme, public or private. Some
changes are to be anticipated in its format as time
passes, although its general structure is expected to
remain relatively stable to permit meaningful com-
parisons over an extended period of time. From these
data, several new time series will be developed which
should be useful for discerning important changes in
the economic situation of small business, and for mak-
ing comparisons and contrasts with other nationally-
reported economic data which customarily focus more
heavily on big business. Each report will emphasize
certain aspects of the current economic environment
vital to the small business sector, and will present
trends on basic data contained in each survey.

The twenty questions posed in this survey were
divided as evenly as possible between those with a
past/present and those with a future perspective. It is
important to report what happened to small business in
the recent past, and also to analyze what the current
attitudes and policies of small businessmen are with
respect to the major decisions they are facing. The
sharing of such information with other small business-
men should be of value to individual firms, as well as to
national economic. policymakers who are concerned
with the impact of their actions on small businesses.
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Most Important Problem
QUESTION: What is the single most important problem facing your
business today?

TABLE'

SALES OF FIRM
(3 d G.- Af- A .. . .,P d i E0l .i...)

PROBLEM

IrdUt3l5D5 I I 4 5 3 7 4 4 2

I1k6.1o 29 27 25 21 23 21 22 23 72 19 24

Fbl-, 3 12 7 6 9 10 9 1 3 1 3 4 13 10

T.. 15 is 14 11 11 12 32 t0 9 6 43

C.IcicL r 7 5 6 11 6 9 12 5 6 10 7

olb . -ttwr
Riq1il.. iR"T45 10 13 12 11 a 9 9 13 13 12 II

i4 8039 3312 11 13 12 11 6 9 9 4 6 10
Q.diti rld bIr 7 9 11 14 17 is 12 17 17 12 13

011_ 6 6 B 7 a 7 7 4 9 4 7
ii5 k5_r 2 3 4 3 4 4 3 I 2 12 3

ITo IX% IX% IXS3I% 3-o%300% IX00%30% IX0% 300% 300% 3I0% 300% 00%

01 =im.rd j 319 279 192 113 104 107 135 178 244 48 3739

TABLE'

2
INDUSTRY'

PROBLEM I I I i X I 1 I
i&. Ud. I3 2 7 4 1 2 2 1 1 2
Id . 316 23 33 20 26 24 16 32 31 24

Ieo..t Rot.,
Fa..3q 30 7 7 12 6 10 33 6 9 10
lTot. 9 11 12 16 12 24 8 17 14 3

COtBILotl 2 6 7 3 30 7 1 6 4 7

itio5 .,RWTlp. 331 33 7 5 12 5 15 9 18 33

iLhP 3 6 5 12 15 7 12 5 2 30
Qo.33ty aiL.to 20 21 19 10 10 14 4 12 13 13

011_.. 7 0 5 30 5 7 6 9 5 7
ibA 5,7 I 3 3 3 * 5 3 3 3
T"I 300% I0X% 300% 300% IX0% I0X% 300% 3IX% 30% 320%

hA litid *I)IFr IdW [367 176 43 133 696 42 131 208 122 11739'

. 1- b. ... ;A - IF ddof P*=@nsa-'-s 1Tvl. 2 I., d-rU.d d.-,Iisi.
-~ld Iirs I., _h<h ind.11 - - ...-. d .1 _I ic.{11 I-t 1I. S.I.C. -.th.r afo
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FINDINGS

The survey deals with a broad range of problems
md issues- The findings have been organized into a set

of topic areas (listed below) for presentation. The major
results are reported and the inter-relations among the
issues are presented as seems appropriate. The major
topic groupings are:

Most important problem facing business today

Earning trends

Price trends and expectations

Wage expectations

Job openings and labor force changes

Sales expectations
Inventory levels and expected changes

Productive capacity

Credit conditions
Expected general business conditions

Expectations regarding expansion

* Agriculture clearly shows Inflation and Taxes to be
major problems.

* Firms in financial services indicated concern most
frequently about Interest Rates and Financing. In-
flation and Other Government Regulations and Red
Tape also were cited frequently as problems.

* Non-professional service firms view Inflation and
Taxes as their number 1 and 2 problems, respectively;
whereas professional service firms rank Inflation,
and Other Government Regulations and Red Tape in
first and second place.

The findings indicate that problems faced by firms
in different industries are quite diverse, but some con-
cerns appear common to all. Inflation is a concern of all
industries, and Government Regulations., Taxes and
Quality of Labor appear to be common problems.

TABLE
2A

MOST IMPORTANT PROBLEM FACING
BUSINESS TODAY

Tables 1 and 2 indicate clearly that independent
businessmen are most concerned about inflation. with
nearly 25% of all firms selecting this problem from the
possible choices. Table 1 indicates that firms with
annual sales under $200,000 mention Inflation more fre-
quently as their major problem than those whose annual
sales are larger. Other less pronounced differences that
appear are: (1) the smallest firms view Taxes as the
second most important problem, while, (2) Quality of
Labor receives second ranking by the larger companies.
(3) Competition from Large Business is the third most
important problem for the smallest firms while, (4)
problems associated with Interest Rates and Financing
rank comparably for the larger firms.

Categoricng major problems by industry classifi-
cation (Table 2) provides a different perspective on the
responses. For expositional convenience, one-word
descriptions of S.IC. industry classification are used
in the text. A more-detailed description of the business
activities included in each classification can be found
in Table 2-A.

* The construction industry reported two difficult prob-
lems-the Quality of Labor, and Interest Rates and
Financing.

* The manufacturing industry views Inflation and
Quality of Labor as its greatest problems. This re-
sponse pattern is found also for firms in the trans-
portation industry.

* Wholesale and retail firms report that Inflation is
their greatest problem. Other majorconcerns included
Taxes and Competition from Large Business.

INDUSTRY
CLASSIFICATION DESCRIPTION

Coestruction Ceestrecties (bsilding cestracters-
gesersi peinting, cerpestry, plumb-
ing, hestiag, electrical, etc.; highwsy
& bridge cestrectrs; swimmieg peel
cosstrcties; etc.)

Meeefectsrisg Mesefattering asd mining (istludieg
deiry precessor, prister, pablisher)

Traspartatien Trssprtentis, coemmuicatias, peblic
utilities (tr-ckers, -overs, brsadcasters,
etc.)

Whlesele Whelesle ( iscluding grais eleeter,
livestock dealer, distributer of cen-
struction equipment, etc.)

Retail Retail sales (iscluding fled store, ser-
vice statics, testsrast, bha, redio sad
TV stare, dreg stare, furiture sad
appliesces, outs dealer., etc.)

Agricetre Agricutre., forestry, logging, fisheries

Fisasciel FiNasce c-mpasies, i.sursnce, reel
Services estate, backs, saviags & least, etc.

Nes-Prefessie..l easty sales, barber shop, garage,
Services rotel, hbtel, repair service, travel

ageecy, beokkeeping service, pheteg-
ropher, feseral director, rental egescy,
credit beree, laundry, etc.

Prefessi-al
Services

Dcator, deetist, ettrsey, eptttetrist,
engiseer, rchitect, ceteriesrias, CPA,
etc.
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Earning Trends
TABLE'

3

RELATIVE Oct.

QUESTION: Were your net earn- 1973
ings or "income" (after taxes) Mach Higher 2

from your business during the Higher 20

lost calendar quarter higher, Aboot the Sote 39

lower, or about the same as they Lower 32

were for the quarter before? Much Lower 6

No Answer I

Totl 100%
'Oil Jq ,,tn .o,. ore baded ff t.'.','5*

TABLE'
4

INDUSTRY

RELATIVE S I d
EARNINGS S; 1 . t 3

Mhtah io. t 2 l 2 7 1 2 1 2

High 26 20 w9 23 6 36 26 09 7 20

Ab4tth6. S9 36 38 32 38 37 26 07 42 05 39

Low,, 29 27 33 33 36 26 2t 31 35 32

Mash Len~r 7 6 0 0 5 5 5 2 2 6

M. Aa.wn Z 3 2 t 3

Total 0% 100% 10o% l00% Z00% l00% l00% 100% o00% l00%

ithW NMt. rtOfsPolld | 167 76 43 1233 696 2 131 208 122 1T719

.11 fig rs I. .ol ...ne .f . p.IT centages.
'Less -.o .5

QUESTION: In percentai
how much higher (or Ic
your average selling pi
compared to 3 months c

Price Trends
TABLE

1

5

RELATIVE Osm.
PRICES 1973

Low-r 4

No Diference 36

Highe- 57

wetr) sre Les. thon 1% 4
'ices now 1-1.9% 6

Igo? 2.2.9% 10
3.3.9% 7
4-4.9% 7

5-9.9% 14

10% or Mote 9

No Aeswer 3

Total 100%
1.11 Ii.-h in to.le r e- . --edf.netoe
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TABLE'
6

SALES OF FIRM
OM d 0w 5(1e n wly rr, h oSbr&e........... I Ile )-

RELATIVE Si i " " f 1
PRICES J _S~i

Ltwe r 5 2 4 1 6 5 4 4 4 4

w4 40 38 40 40 27 35 30 25 20 36

W*. Tt-

Uaidt2% 10 I5 9 9 6 9 10 6 13 10 10

2-2.9% 9 12 10 7 5 10 13 9 9 15 10

3.3.9% 4 6 9 6 5 12 7 10 7 5 7

4-4.9% 3 7 5 e 17 9 7 10 9 * 7

2-9.9% 9 9 14 18 I 9a 14 23 20 17 1A

10%+ 7 6 9 9 9 0 9 5 13 6 9

t~Idoiswoc 5 3 2 3 6 I * I 19 3

Tole 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%

'All I'... .61. in* WebeAid d-ff p.A.*O9.'.A~o i. bl dx O

TABLE'

7

INDUSTRY

RELATIVEl l t ' I
PRICES i I
town I 5 5 3 12 1 1 2 4

NO Diff- 36 44 56 23 24 26 53 50 67 36

If0w 62 so 23 71 70 57 26 45 3D 57

L.,sthl% 2 3 5 4 5 2 I 5 3 4

1-1.9% 9 D 7 7 2 7 5 2 6

2.2.9% 10 6 7 10 13 7 4 7 6 10

3.3.9% 12 5 * 7 9 2 3 7 1 7

4.4.9% 7 5 5 13 9 10 3 5 2 7

5-99% Is 15 14 22 17 12 5 9 10 14

ID% m uur 0 a 7 0 10 22 5 7 6 9

N.> 0UI5W. 1 1 6 1 3 5 9 4 1 3

Told 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%

'.... i.., _. _-% .
'1_ -. %

EARNING TRENDS
Nearly 40% of reporting firms indicated no substan-

tiat change in three-month earnings in October 1973

(Table 3), when compared to the prior three-month

period (April, May, June). Almost as many firms (38%),

reported a decrease in earnings for the July-to-Septem-

ber period, and only 22% reported an increase. When

these trends are examined by industry grouping in

Table 4, most notable are the very frequent reports of

declines in the transportation and retail trade indus-

tries, with 47% and 44% of the firms, respectively, re-

porting declines. The noticeable exception was agri-

culture with 43% of the firms reporting increased

earnings, a finding consistent with Department of
Commerce reports of record earnings for farmers in

1973 after a succession of not-so-profitable years.

PRICE TRENDS AND EXPECTATIONS
Tables 5 through 9 examine the pattern of reported

price changes during the three months prior to October

1973, and indicate expected changes in the aggregate.

and by industry, for the last three months of the year.
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Price Expectations

TABLE'
8

EXPECTED
PRICE Oct.
INCREASE 1973

No 34

Don't Know 28

QUESTION: In the next 3 months, Yes, By:
do you plan to raise the average ens thn 1% I
selling prices of your goods and/ 1.1.9% 2
or services, and, if "Yes," by 2-2.9% S
what percent on average? 3-3.9% 3

4.4.9% 4

5-9.9% 8

10% or more 4

Don't Know 5

32

No Answer 6

Torsl 100%
Aol rsi.- ;6l. i.. .6.f r.narnoa

TABLE'
9

INDUSTRY

EXPECTED j i C
PRICE
INCREASE i l . 5

Y. 39 43 37 41 33 41 8 26 25 32

No 26 29 64 26 20 26 50 43 52 36
D.`t# K 29 26 16 26 34 26 22 24 20 2t

NEAS . 6 2 5 7 5 7 12 7 3 6

ThO 100% 100% 00% 00% 00% i00% 200% 100 % TO 0%

kots Nms*.r
Finsn, Ptd 167 176 63 )33 696 42 131 200 122 11719

Air fi-.. i. Mobs O. -onddAd-0 ="o*

Price increases were posted by the majority of firms

(57%) during the July-September 1973 period, whereas
only 4% reported price decreases, and 36% had stable
prices (Table 5). Among those firms reporting higher
pricen, about 40% (23% of all firms in the survey) raised
their prices by 5% or more.

Table 6 reveals a number of interesting differences
in pricing behavior among firms with different sales
volumes. In general, the smaller firms showed more of
a tendency to hold their prices constant, whereas the
larger firms reported price increases more frequently
(often in the range of 5-9%) during the three-month
period under discussion. These data provide few in-
sights into why this is the case. Part of the answer may

lie in the industry composition of each sales group.
A higher proportion of the smaller firms are suppliers
of professional and non-professional services. These
smaller firms may have been affected differently by
shortages and materials cost increases than the larger

construction and manufacturing firms in the nurvey.
Decision makers in smaller firms are more likely to

have direct contact with theircustomers than is the case
for the larger firms. This may contribute to a reluctance
to increase prices.

Table 7 indicates that firms in the professional and
non-professional services., transportation and financial
services industries reported price increases less fre-
quently than almost any other industry group. Agri-
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Vdage Expeoaons

QUESTION: Do you plan to in-
crease the average wages paid
per employee during the next
3 months?

QUESTION: If your answer to
above question was "Yes," by
what percentage an average?

cultural firms have increased prices most dramatically,
with 44% of the firms reporting increases of 4% or
more-a reflection of the strong demand and agri-
cultural shortages that occurred in 1973. The highest
proportion of firms reporting price increases occurred
in the wholesale and retail groups (over 7 out of 10
firms). Of the wholesale firms reporting., 43% raised
their selling prices by 4% or more during the preceding
three months, reflecting many across-the-board cost
increases instituted earlier by manufacturers, energy
suppliers, and raw material producers. Nearly as high
a proportion (39%) of the retailers raised prices in
excess of 4%, suggesting that many wholesale price
increases were passed on by retailers to their customers.
Construction industry price behavior showed 32% of
the firms increasing prices more than 4%. consistent
with substantial increases in both labor and material
costs pervasive in this industry for the past few year-.

In agriculture, 12% reported lower prices, but this
is probably due to the marketing of seasonal fruits and
vegetables where it is customary for prices to decline
as the height of the harvest season is reached. Lower
prices reported by 11% of the firms in the financial
services industry may reflect lagging demand brought
about by tight money conditions and high interest
rates-policies instituted by the government to restrain
general inflation in the economy. Stable prices were

TABLE'
10

EXPECTED
WAGE Oat,
INCREASE 1973

Yes 35
N. 58
N. Aeswer 7
Tstal 100%

*11 cife . .n .,bl .. .o.d. d. ff . ..'."=s..

TABLE'
1OA

PERCENT OF
WAGE Oct.
INCREASE 1973

1-2 12
3-4 11

5 46
6-7 14

8+ 16
Na Answer
Tatal 100%
Actail Number
Of Firms Polled 605'

reported by over half of the firms in the professional
and non-professional services, transportation and
financial services industries. A combination of demand,
competitive and regulatory circumstances explains the
price stability of these sectors.

Looking ahead three months., Table 8 indicates that
there is approximately an even split between firms
planning no increase in prices, those planning some
increases, and those uncertain of what their probable
action may be. By industry, (Table 9) the results are
more striking. Approximately 40% of the firms in the
construction, manufacturing, wholesale and agricul-
tural industries planned to increase their selling prices
in the three months following the survey.

WAGE EXPECTATIONS

Table 10 indicates that about 35% of all firms ex-
pected to raise wages during the three-month period
from October-to-December, while 58% say that no wage
increases are expected. Of those firms anticipating wage
increases (Table 10-A), 73% planned to increase wages
by 5% or more. About 50% of the firms in the manu-
facturing and the transportation industries expected
to increase wages, while 30% or less of the firms in the
non-professional services and retailing industries
expected to make such increases (Table 11).
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QUESTION: Do you expect to increase the average wages paid per
employee during the next 3 months?

TABLE'
11

INDUSTRY

EXPECTED
INCREASE A a 5

Y. 37 52 60 36 29 36 60 30 62 35

No 59 63 69 60 6 68 s0 61 57 58

N.s As.- 5 2 4 7 16 10 9 , 7

TBe g 00% 100% 100% l00% 100% 100% 100% 100% 100%

Current Job Openings
TABLE'

12

AVAILABLE Oct.
JOB OPENINGS 1973

QUESTION: Do you have any job
openings that you are nor nol
to fill right now? Skilled

Unskilled

21

Both 5

No 68

No Answer 2

Totl. v00%
'All fi.a.w i . .ble -fuded .of i .-i--

TABLE1

13
INDUSTRY

AVAILABLE I I 0

JOB OPENINGS W I l B

Y.;s SkMls 31 33 30 16 a 26 12 20 Is 21

V.: U.kid d 3 6 2 3 4 5 1 3 3 4

Y.: Btll 9 14 10 A 4 2 1 3 2 5

N . 56 6 58 77 71 06 06 70 73 68

N. A~sser _ I I . _ 3 5 2 4 4 2

000 100% D% 100% 100% 100% 100% 100% 100% 100% 10%

kf Fees. Polled 167 176 63 33 696 62 131 208 122 1719

:Al lion 5A bl

JOB OPENINGS AND LABOR FORCE prospects in the next three months (Table 14), 74% of
the firms expected no change in their work force. Almost

CHANGES equal proportions (13% and 12%) were expecting either

Nearly 7 out of 10 reporting firms indicated that increases or decreases.

they had no job openings that could not be filled (Table Table 13 shows that the existing job openings were

12). Ofthose with hard-to-fill job openings. 21% reported concentrated primarily in the manufacturing. trans.

the jobs were for skilled labor. Only 4% had openings portation, and construction industries, where approxi-

for unskilled workers. Looking ahead to employment mately 30% reported they had needs for skilled labor.
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Expected Changes In Labor Force

QUESTION: In the next 3 months,
do you expect to increase or
decrease the total number of
people working for you?

TABLE'
14

EXPECTED
CHANGE IN Oct.
EMPLOYEES 1973

Increase 13
Keep the Same 74
Decrease 12
No Answer i

Total 100%
'All tig.. in P'5-44-

TABLE'
15

INDUSTRY

Xi S
EXPECTED - 4 j l

CHANGE IN 1 . e
EMPLOYEES A A i i i )
looreas 17 31 7 1t 10 4 l o o 16 13

Krspt*e Suare56 57 67 02 78 67 83 76 76 74

D.r-a e26 1it 21 65 1 4 1 6 13 4 12

No.An.we I 1 5 t 1 5 t t l I

toed I 00% 100% 00D% 100% W IO% O0% O00% 100%I 0%
'All ion,., in . ..bl. ae .rond.d.off o-.-nbg2

TABLE'
16

SALES OF FIRM
13,d O.o,,., SA1t. A I"y PrWorn,. 1.r SoI, -4. I -)ase

EXPECTED _ 5 d i
CHANGEIN
EMPLOYEES 2a_ .s .

I -resIseI7 1 t is Is I I 1t 17 Is 24 17 13

KrI7 TeIpt ans 02 02 76 72 74 75 67 69 57 69 74

Osocna-s. 7 1 1 5 } 13 1t3 16 i a 12

N. Aswor 3 1 ' 2 * 1 2 * 1 6 2

TOOe OO% t00% % Ot% (00% 00% 00% O00% 100% 100% t00%
'All li -,r i. b61. -n r-.nd.d..fl p A ~ ~
L,- -,, .3%

There responses are consistent with the results reported also have declined.
in Table 2 where these industries indicated that Quality In Table 16, expected labor force changes related
of Labor was a significant business problem. to firm sales show that the largest firms are the ones

Manufacturers were by far the most positive about anticipating both the greatest increase and the greatest
expanding their employment, with 31% expecting to decrease in number of employees. At this time it is
increase the number of their employees in the next impossible to state whether these responses are due to
three months (Table 15). Conversely, the construction the different mix of industries that comprise similar
industry showed that 26% expected to decrease the dollar-salea groupings of firms in the survey, or are
number of their workers. Part of the expected decline a reflection of greater overall uncertainty for the larger
may be related to seasonal factors, but housing starts comparies.
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Real Sales Expectations

QUESTION: Overall, what do you
expect to happen to the real
volume (number of units) of
goods andlor services that you
will sell during the next 3
months?

TABLE'
17

EXPECTED
REAL SALES Oct.
VOLUME 1973

Up o Lot 8
Up o Little 34

Stoy the Some 21

Down o Little 20
Down o Lot 8

Don't Know 7

No Answer 2

Totol 100%
'AllI.....t i. rbl. ---wadd *§-0 -*

TABLE'
18

INDUSTRY

EXPEC TED s E X i
REAL SALES 1 3 1
VOLUME A a
Upseffs 6 7 7 6 13 7 5 4 3 0

Up C.Lttk 19 39 30 32 37 38 40 31 32 34

St"y tff toot. It 26 28 21 17 19 19 23 34 21

D II ittl 35 19 14 29 17 26 lt 10 19 20

D1 Lt 13 5 14 7 5 5 9 9 2 0

D ot Kf a 4 2 4 7 2 5 13 a 7

_ i tA e t rf_ I ' 5 I X 3 4 2 2 2

Te r 00% o00% l00% 20% 00%% o00% o00% 1lo% '00%

O0f Reo Pd | 167 176 43 133 696 42 131 300 122 1719

'All lg. .. i. - ,. - -- d. ff - -.=.".t ..

SALES EXPECTATIONS

Expectations of increases in real sales volume (in
contrast to the dollar value of sales which might rise
even if real sales decline when inflation is substantial)
are foreseen by 42% of all firms reporting. Table 17 also
shows that 21% expected sales to remain the same, 28%
expected real decreases, and 7% expressed uncertainty
about the direction of sales. Among the various industry
groups (Table 18), the most bullish expectations for real
increases in sales were in retailing, manufacturing,
agriculture and financial services with nearly 50%
reporting optimism. The industries expecting the great-
est declines in real sales were construction and whole-
saling. In the cases of retailing, agriculture, construc-
tion, and possibly wholesaling, the importance of
seasonal factors such as Christmas, fall harvests, and
the advereity of winter weather, cannot be overlooked
as important determinants of the responses.

INVENTORY LEVELS AND EXPECTED
CHANGES

Changes in inventory levels often are viewed as
significant components of business spending in the
short-run, both because of their impact on overall
economic activity and their reflection of businessmen's
sentiment regarding sales prospects. However, analysis
of inventory change is fraught with many problems.
From Table 19, it appears that 57% of all firms were
satisfied with their inventory levels in October, 1973,
with about equal percentages (11% and 14%) reporting
inventories were too large or too small; 16% of the firms
were engaged in activities requiring no inventories and
3% did not answer the question. From Table 19-A,
expectations for inventory accumulation in the next 3-6
months showed that 48% expected to maintain their
current levels, 16% expected to increase their stocks
and 18% expected decreases. The implied changes stem
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t

Inventory Levels And Expected Changes
TABLE

19
CURRENT
INVENTORY Oct.

QUESTION: At the present time, LEVEL 1973
do you feel your inventories are
too large, about right, or in- Too L-rge II
7dequate? About Right 57

adequate? ~~~~~Too tow 1 4

Not Applicoble 16

No Aresmer 2

Total 100%
oisfg,.w I, eobi. ,,..,,.,d.d ff p~eetreg.

TABLE'
19A

EXPECTED
QUESTION: Looking ahead to the INVENTORY Oct.
text 3-to-6 months, do you ex- CHANGES 1973
pect, on balance, to add to your Add 16
nventories, keep them about the Keep the Some 48
same or decrease them? Decreose 18

Not Applicoble 14
No Answer 4

Totol 100%
All fishe, an. .,,,,ded.,fl ,e',eog..

I
I

I
i
5

QUESTION: At the present time, do you feel your inventories are
too large, about right, or inadequate?

TABLE'
20

SALES OF FIRM
(3,d Qur Iole Annuall -6oo.d It oe xise..z

CURRENT I
INVENTORY , 2
LEVEL Si
T. Lrg. 6 9 7 10 9 6 15 18 6 I l

Abostiht 55 60 6 5 55 62 59 54 58 50 40 57

T. L.. 17 12 l0 19 0 0 17 12 06 17 14

Nt Appito1.'2 20 17 17 14 9 1I 12 13 15 I6

No Aow-r 2 1 1 3 2 4 1 2 5 22 2

lot 100o 10, 100% 00% I00% 100% 100% 00% 100% IN%100%

from different business evoluations of the future, and
necessarily involve a mix of attitudes about total sales
and the desired level of inventories to support the sales
expectations.

By soles (Table 20), again the findings seem quite
inconclusive. The larger firms appear to be more dis-
satisfied than the smaller ones with current inventory
levels and, in about twice as many instances, feel that
these levels are cessive.

PRODUCTIVE CAPACI
Economists frequently seek data on one or more

measures of the use of a firm or industry's current work
force or its physical focilities and equipment to serve as
a proxy for determining the present use of total pro-
ductive capacity. Firms operating at a level far short of
their potential capacity incur highercosts of production,
earn lower returns on investments, and in the longterm,
may find it difficult to remain economically viable. In
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Efficient Use Of Work Force

QUESTION: Approximately what
percent increase in business vol-
ume could you handle without
changing the size of your work
force?

TABLE'
21

% VOLUME INCREASABLE
WITHOUT INCREASING Oct.
WORK FORCE 1973

None 17
1-9 IS

10-19 27
20-29 22
30-49 1 1

50-99 4
O or More 3

No Answer I

Totol 100%
'All lirso*s 1,0. dedof l C<g.

TABLE'
22

INDUSTRY

%VOLUME INCREASABLE E ii ; d
WITHOUT INCREASING i; l
WORK FORCE C

No. 31 30 19 0 12 43 2 1 21 17
1.9 923 1 30 12 13 16 1 I s 13 2 5
10-19 24 27 23 30 23 19 24 27 29 27
20-29 13 14 14 30 26 12 28 21 Is 22
30-49 4 4 7 9 13 5 19 II 11 I

50-99 1 3 5 4 3 0 0 4 0 4

loo r Mo- 4 1 ' 2 2 10 3 1 3
.N A..o ' 2 2 ' I | 2 1 I
ToNI 100% 100% 100% l00% 100% 00% 100% 100% T00% 00%

*1... *fl, .5%

Table 21, only 32% of the firms reported operating at
or near their capacity. using work force data as the
criteria. Nearly half said they could expand output by
10-to-29% without adding to their labor force. In Table
23, similar patterns appear with reference to physical
facilities and equipment: only 23% felt they were oper-
ating within the range of 0-to-9% of potential capacity;
42% reported their current equipment would support a
sales increase of from 10-to-20%, and almost 35% said
volume could be increased by over 30% with current
capacity. Not surprisingly, the utilization problem for
plant and equipment appears more severe since the size
of the labor force probably is adjusted more easily to
meet the needs of the firm. The results seem to indicate
afairamountofexcess capacity. Butcapacity utilization
is difficult to measure, and considerable caution should
be exercised in interpreting the results. Results from
the same questions over a longer period of time will
make this interpretation easier, particularly if these

data can be related to other measures of capacity.
In Table 22 when employing the labor force measure

of capacity, it appears that the agricultural industry
ranks first as the industry operating closest to its
potential -59% of the firms reporting they could expand
output only from 0-9% without increasing their work
force. Other industries ranking high in this regard are
construction, manufacturing, and transportation. In-
dustries with considerable amounts of unused labor
force capacity (20% or more) are: financial services
(62%); wholesaling (50%): and retailing (46%). The
explanation for the unusually-large amount of excess
labor force capacity in financial services may be related
to the generally-depressed activity in this sector occa-
sioned by the tight money policies of the last year or so.
Being a highly labor-intensive form of business em-
ploying a skilled and experienced work force, this
industry may be reluctant to reduce the number of its
employees when troubled by cyclical declines in sales
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Efficient Use Of Facilities/Equipment
TABLE

1

23
% VOLUME INCREASABLE

QUESTION: Approximately what WITHOUT INCREASING Oct.
percent increase in business FACII1ESIEOUIPMENT 1973
volume could you handle with- None II
out changing the size of your
physical facilities or the amount 1.9 12
of equipment you use? 10-19 21

20-29 21

30-49 16

50-99 8

100 or More 9

No Answer I

Totol 100%
'All -,,_, __ _ .

TABLE'
24

INDUSTRY

% VOLUME INCREASABLE ! | i
WITHOUT INCREASING

N1 14 13 5 7 a 31 6 14 IS II

1. 9 16 13 23 12 10 14 5 13 15 12

10-19 25 23 26 16 21 24 14 20 20 21

20-29 la 21 16 31 23 12 19 la 17 22

30-49 13 11 19 20 i8 7 16 15 15 16

50-99 5 10 9 6 9 7 15 8 8 8

IX0 " M"s 9 0 7 8 2 24 10 10 9
N.eA.- ' I 2 1 2 3 1 2 I I

TOtul .3% 100% I0 % 0x% I 0% 00 % 10D/ X% L

volume. Moreover, part of the costs of underemployment
are customarily borne by the employee himself, since
sales commissions are the customary basis for deter-
mining part of one's income in this field. Thus, it may
be that this industry functions regularly with above-
average levels of excess labor capacity. Subsequent
surveys will be needed to verify if this pattern holds,
or to highlight just how depressed business conditions
are in this industry.

Employing the measure of underutilized physical
facilities and equipment to indicate excess capacity,
Table 24 shows that the agricultural sector is most
tightly employed, with 45% of the firms falling within
the range where output could be increased by less than
9% with existing plant and equipment. In many of the
other industries, about 30% of the firms reported oper-
ations close to capacity. Again, the financial services
industry led the field of excess capacity: only 11% of
the firms indicating they were near their production
potential, and nearly 75% indicating they could expand
output from 20-100% without additional facilities.

Wholesaling and retailing followed in second and third
place (as with the work force measure) with respective
percentages of 64% and 59%, indicating they were
operating at less than 80% of capacity.

CREDIT CONDITIONS

One of the most interesting findings in this survey
came from several questions related to the cost and
availability of credit. Consistently, more than 50% of
the respondents indicated little concern with or knowl-
edge about interest rates or possible difficulties in
obtaining financing because they borrowed so infre-
quently as to make this issue insignificant! Conven-
tional economic wisdom lays heavy emphasis on the
uneven impact of tight money conditions. This line of
reasoning generally incorporates the proposition that
the small businessman is disproportionately affected
because he deals with only one or possibly two banks
(irregularly) and cannot present his banker with sub-
stantial guarantees of solvency. Thus, when credit con-



1179

Credit Conditions

QUESTION: If you borrow money
regularly (at least once every
3 months) as part of your busi-
ness activity, how does the rate
of interest payable on your
most recent loan compare with
that paid 3 months ago?

QUESTION: Are these loans eas-
ier or harder to get than they
were 3 months ago?

ditions are tight, the small businessman is turned away
in favor of larger firms. For half of the reporting firms.
this is not an issue.

Four questions were asked about current and ex-
pected creditconditions with the results shown in Tables

25A, B. C and D. Among those who responded that they
do borrow, the answers regarding trends in interest rate
costs and credit availability were generally consistent
with reports in the business press about the relative
degree of tightness in money markets and short-term
expectations for continuation of the same. Almost no
firms reported easier terms and no firms reported lower

rates. Almost all borrowers felt rates were higher, and
many reported tougher terms.

Table 26 provides additional insight into the issue
of the effects of recent tight money polcies. First, it is
clear that the smaller businesses are the less-frequent

TABLEI
25A

RELATIVE
INTEREST OQt.
RATES 1973

Much Higher 11

Higher 22

Some 6

Lowe,
Much Lowe,

DoeY Knw I

Net Applicoble
(Borrow
Infrequently) 52

No Answer8
Istol 100%

TABLE'
25B

RELATIVE Oct.
AVAILABILITY 1973

Essier

Sone 26

Herder 31

Don't Knew 5

Not Applic-ble
(Dont Brrew;
N. Answer) 55

Tore) 100%

users of external financing, with 65% of the smallest
firms indicating they borrow infrequently, in contrast
to 32% of the largest of the small businesses reporting
this way.

The small businessman is more likely to operate
using his own, or possibly, family funds. The larger the
business becomes, the more it needs access to credit
markets. Table 26 also indicates that awareness of
higher interest rate levels differs among firms by sales
levels. Larger firms, with easy access to credit markets.
seem more aware of the higher rates observed in 1973.

Table 27 presents industrygroupexpectationsabout
future credit availability indicating that the agriculture
and wholesaling industries seem most assured that
credit conditions will not change in the short-run. Aside
from these differences. expectations are quite uniform

across industry groups.
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QUESTION: Are the other terms
of the loan, such as maturity,
compensating balance, etc., eas-
ier or tighter now?

QUESTION: Do you expect to find
it easier or harder to obtain your
required financing during the
next 3 months?

TABLE'
25C

RELATIVE
OTHER Oat.
TERMS 1973

Eo-ier I

Some 24

Horder 12

Dont Know 8

Not Applicoble
(Doot Borrow;
No Answer) 55

Totol 100%
-Alt f .n., in 6obl. ore rnd pd. ..

TABLE'
25D

CREDIT Oct.
EXPECTATIONS 1973

Eaier, 2

Sown 23

Horder 15

Don' Know 8

Not Applicobln
(Doot Borrow;
No Aoswer) 52

Totol 100%
'All Iwte.. 1n 6.bl . sounde.d. T o .......

QUESTION: If you borrow money regularly (at least once every
3 months) as part of your business activity, how does the rate of
interest payable on your most recent loan compare with that
paid 3 months ago?

TABLE'
26

SALES OF FIRM
(3,d C Sles A,,uIll Prorad, 1.s SAl., & E I -T )

RELATIVE S .i *
INTEREST B S '
RATES o .. . .n S '

MmhIighter 5 7 9 9 it 9 13 17 23 12 it

Higher 18 20 17 22 19 25 30 26 31 6 22

S-n, 6 6 7 9 5 5 9 8 6

L.e-; Much Loer..
Ditt Kon. t . . .2 1
Not Aptik."l"
(totnnW ..t.rftly) 65 57 60 54 So 57 44 47 32 40 52
No Anwer a 7 9 12 4 7 5 5 23 8
Totd 1oo0% 00% 0oo% 100% 100% T00% 200% 100% 100% 100% 100%

'All sip, .in .ol ...so ...... =_
1..l- 5
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QUESTION: Do you expect to find it easier or harder to obtain your
required financing during the next 3 months?

TABLE'
27

INDUSTRY

CREDIT f r3
EXPECTATIONS X x ,t

EW.i-r 3 5 5 2 2 * 2 2

S-.. 26 22 21 38 21 A1 22 21 8 23

H.mier 21 1 9 15 1 12 12 11 19 15

Wo 'tKb. . 5 1I 8 9 2 7 7 8 a

Not A~ppf-obIoDon',
.orro; .o A._e) A6 59 51 37 59 0.5 57 61 55 52

To8 00D% 100% 100% 5 00% 100% 100% 100% 100% 100% 00%

All fI2..- ik -ab. ... .od.. -- 11 P- ......

Expected General Business Conditions
TABLE'

28

EXPECTED Oct.
QUESTION: About the economy CONDITIONS 1973
in general, do you think that Much Better 1
6 months from now general Sn-ewhot Bener 20
business conditions will be better
than they are now, about the Aboul the Sone 38

some, or worse? Sonerhot Worse 21
Much Worse 5

Don't Know 14

No Answer I
Tolol 100%

'O l hoer.. i, ntobl ,. .9.. sd.O ll n .'rn.... '2

TABLE'
29

INDUSTRY

EXPECTED
CONDITIONS A I i ' . _

RotS.' S19 17 1I 20 19 10 43 21 29 21

Obont thoto,,r237 37 *9 44 36 50 23 40 35 38

W-n' 26 28 28 26 28 19 14 20 25 26

Doo't Kn-w 16 15 9 9 Is 21 10 13 10 14

No Aswer 2 3 I 2 I

0.5.1~ ~ ~ ~~00 100% t00% loo 100% 100% 00 % 100% 10% 00% 100%0%

0001 Numb1r, I
A"t'fs P107 1l6 43 133 006 92 131 208 122 1719'

-I -do --n.,. ---i~r ----- O -- ------- ,..ln tn

'I r, 6 9. .rw. .8 i 0 -. . .* W , .t n

'-' ,th- .5%

32-378 0 - 74 - 14 (Pt. 5)
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Expectations Regarding Expansion
QUESTION: Do you think that the next 3 months will be a good
time for small business to expand substantially, and why?

TABLE'
30

Tieto Eoeond
Reosonsf Yes No fUnoertoin
Economic Condiions 29 36 39
Solos Prospects 59 6 4
Finoncinq, Interest Rotes I 33 22
Cost of Esponsiss 2 17 21
Other 7 7 5
No Answer 21 I 9 ,
Totol 100% 100% 100%
Actool Nomber
Of Firms' Polled 176 1050 484
% of All Firms 10% 61% 29%

'All fi,.- i.n I...g- r.cd nme4,-s,-
2N-- hi- en lb.e~y apem q-f,.a -- d.

EXPECTED GENERAL BUSINESS
CONDrnONS

Businessmen's expectations regarding general busi-
ness conditions in the next six months reveal (Table 28)
a rather balanced assessment, with 38% reporting
essentially no change from the present, 21% expecting
improvement, and 26% foreseeing a worsening in con-
ditions. These expectations are detailed in Table 29.
where the most bullish industry group is financial
services, with 43% expecting better business conditions
within six months.

Given the various comments made by economic ob-
servers about an easing in money markets, this group
may have good cause to feel optimistic. Other industry
groups do not share this optimism. Surprisingly, agri-
culture seems pessimistic. Perhaps this reflects a com-
bination of feelings: that circumstances improved so
much during 1973 that they only could turn worse in
1974; and that certain favorable events in 1973 (The
Russian Wheat Deal, for example) will not be repeated
in 1974. Agriculture, interestingly, also reports the
greatest percent (21%) expressing uncertainty about
future business conditions. With the exception of the
agriculture and financial services industries, about
25% of all other industries report they expect worsening
of conditions in the next six months.

EXPECTATIONS REGARDING EXPANSION
The prevailing attitude in the small business com-

munity regarding whether or not this is a good time to
expand substantially is: NO! This negative response
(Table 30) was provided by 61% of those surveyed;
another 29% expressed uncertainty; and only 10% felt
that expansion was justified.

In addition to asking for a specific answer, the
survey asked for selection from one of several reasons

why the respondent felt as he did. Of those who believed
that this was not a good time to expand, about equal
weight was assigned to current economic conditions
and problems with financing (36% and 33%, respec-
tively). Those who were uncertain regarding expansion
cited the same two reasons but with different frequencies
(39% and 22%). Those believing that the next three
months were good for expansion cited sales prospects
(59%) and general economic conditions (29%) as their
reasons. Responses to this question over a period of time
may provide a useful indicator of small business invest-
ment activity. The data suggest that few firms will
undertake expansionary activity in the near future.



NATIONAL LEAGUE OF CITIES AND THE UNITED
STATES CONFERENCE OF MAYORS

THE ENERGY CRISIS AND ITS CURRENT AND PROJECTED EFFECT ON

CITY UNEMPLOYMENT

It is extremely difficult to obtain a specific picture of energy-related
unemployment or employment changes in many areas. Direct effects
of the "crisis" started to be felt in December 1973. Secondary or
"(ripple" effects in sectors of the economy related to energy supply
(the results of various interindustry relationships) are having impact
during the months of January and February, and will continue through
the spring and summer of 1974.

This paper is a brief discussion of some general areas of impact with
respect to the energy crisis. It summarizes both selected city problems
of energy-related layoffs and reasons for lack of adverse energy effects
in some cities, and finally, discusses some possible ways to deal with
the situation.

Response to a NLC and USCM manpower project questionnaire/
memo sent out in late January to both mayors and city manpower
planners (cities of 100,000 population and over) has been good (list of
responding cities attached). Over 50 cities have sent or telephoned in-
formation regarding their particular situation with respect to em-
ployment and unemployment shifts due to direct or indirect energy
crisis effects. Precise figures are not always available, but consultation
with knowledgeable persons and in cooperation with local employment
security labor market analysts, the judgments or special surveys con-
ducted provide reasonable approximation of the direct impact and the
secondary effects on unemployment for those areas. However, no
presentation of a "total" impact for the 54 city respondents can be
made because of the varying range of information. Some cities have
already experienced severe direct and secondary effects, some an-
ticipate future effects but have not experienced significant impact at
this time, while still others indicate little direct or indirect effects are,
or will be, experienced in their area.

It is obvious that labor market areas having industries using a high
proportion of petroleum or petroleum-based products, relative to
national totals, or areas with high proportions of their industrial base
in industries expected to be hardest hit by energy supply or energy
consumption cutbacks, will be the first affected, have the highest
direct impact, and, consequently, the higher secondary or indirect
effects.

In addition to unemployment increases in industries having high
energy requirements, negative impacts may be expected from the
following secondary effects: (1) decreases in output stemming from
increases in the cost of energy, or local legislation/ordinances calling
for mandatory percentage reduction in energy use; (2) decreases in the
demand for products or services where demand is a function of high

(1183)
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energy requirements (e.g. tourism depends in large part on cars whichuse gasoline); (3) decreases in the sale of products using significant
amounts of energy (many electrical home appliances); (4) general orregional recession; (5) multiplier effects of an unknown magnitude

will cause employment decreases as a result of lower consumption and,perhaps, investment; and (6) structural changes in industries shiftingfrom high energy-using products to low energy-using products (e.g.automobile manufacturers closing plants currently producing largecars and expanding plants producing small cars in other areas). Inaddition, automobile industry layoffs (estimated to be about 80,000nationwide) as well as recreational vehicle and mobile home assemblyindustries layoffs may, in large part, be quite long term and somesizable portion may be permanently displaced. Retooling may takeplace in some plants but this takes time.
These effects, coupled with rising inflation may change the industrialmix on a nationwide basis. Obviously, lower demand caused by changesin consumer buying patterns will reduce production requirements inmany instances, and may force closures of straight luxury or higherenergy-consumption items. Thus, cutbacks in hours worked, layoffsof part-time employees, followed by full-time employees, or cutbacksin capital equipment in order to avoid these situations will result.The current economic slowdown in the nation coupled with risingprices of raw material inputs will affect industrial production lines.Normally, when the price of one input in the production equationincreases, the proportion of inputs used is shifted; where little or nosubstitution of input mix is possible, serious dislocations may takeplace.
In addition to industrial effects, dilatory effects on State and citybudgets (particularly with respect to gasoline taxes and sales taxes)may be experienced. Maryland, for example, has estimated a drop of$9 million from anticipated 1974 revenue due to decreased gasoline,sales and income taxes. One estimate by the Municipal FinanceOfficers Association predicts that there will be $3 to $6 billion lessthan anticipated in State and local revenues for 1974. At the Federallevel it is estimated that about $10 billion is lost in the FederalTreasury for every 1 percent rise in unemployment.
The impact of the crisis, reported in the survey conducted by theManpower project varied from "quite significant" to "expected to bewide sweeping" to "no effect at all." Most cities, of course, experiencedat least some layoffs in directly related services (gasoline service

stations, hotels/motels on interstate highways, restaurants, someretail stores). Other industries affected quite severly in some areas(dependent upon that area's economic dominance of those industries)are those using large inputs of petrochemicals (e.g. plastics, electricwiring, synthetic textiles, carpets, toy manufacturers, fiberglass boatsand the like). Shortages of petrochemical supplies and their rapidincrease in price are currently being examined at the national level inhope that the problem can be reduced (see city summaries-city ofBridgeport).
If the energy crisis worsens, or continues at the present level forseveral more months, the secondary effects, and therefore, the con-sequences for employment could be quite severe in many areas. Asshown by the city summaries, several cities have organized specific
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energy task forces which use a wide range of methods to obtain a
reasonable "grasp" of the situation. Finally, the effect of the energy
crisis on many manpower plans or operating programs could be serious.

Cities responding to our survey are listed below:
Akron, Ohio Montgomery, Ala.
Allentown, Pa. Nashville, Tenn.
Amarillo, Tex. New York, N.Y.
Baltimore, Md. Norfolk, Va.
Baton Rouge, La. Oakland, Calif.
Bridgeport, Conn. Philadelphia, Pa.
Cedar Rapids, Iowa Pittsburgh, Pa.
Charleston, W. Va. Providence, R.I.
Chattanooga, Tenn. Raleigh, N.C.
Columbia, S.C. Richmond, Va.
Columbus, Ohio Roanoke, Va.
Duluth, Minn. Rockford, Ill.
Elizabeth, N.J. St. Louis, Mo.
Erie, Pa. St. Petersburg, Fla.
Flint, Mich. San Bernardino, Calif.
Fort Wayne, Ind. San Francisco, Calif.
Fresno, Calif. San Jose, Calif.
Greensboro, N.C. Savannah, Ga.
Hartford, Conn. Scranton, Pa.
Huntsville, Ala. Shreveport, La.
Jackson, Miss. South Bend, Ind.
Jacksonville, Fla. Spokane, Wash.
Lincoln, Nebr. Stockton, Calif.
Los Angeles, Calif. Tennessee-State perspective
Macon, Ga. Toledo, Ohio
Madison, Wis. Tulsa, Okla.
Memphis, Tenn. Washington, D.C.
Milwaukee, Wis. Wichita Falls, Tex.

CITY SUMMARIES

A total of 54 cities responded to the survey and summaries of their
responses follow. A total of 11 cities reported no energy-related effects
on unemployment, predominantly in the South and Southwest
regions and isolated areas of high growth or absence of energy-related
industries in the area; the majority, 29 cities, had some minor effects
and analyzed expected short-term effects for the remainder of 1974
(at least four cities are expecting some significant impact) and 14
cities had quite significant increases in unemployment.

An appendix is attached, with tables showing data,' gleaned from
several cities to further illustrate specific problems and outline
specific industries where unemployment has been experienced in both
minor and major ways.

Akron, Ohio

As of late December 1973, about 2,200 persons in the three county
labor market area were laid off due to the energy shortage and still
remained close to that level at the end of January. These layoffs
represented both direct and indirect effects, the indirect effects being

I Where data are available from employment security special reports on new "fuel related" unemploy-
ment Insurance claims, It should be understood that additional unemployment has occurred as a result
of long-distance commuters unable to obtain gas to reach work and no alternative mode of transportation
is currently available, and this reason for unemployment is unacceptable for unemployment Insurance
claims. This problem Is currently being examined by the Department of Labor Energy Task Force, but
no quantitative measure of the extent of this problem Is yet available. This task force will Mfie an official
report on manpower aspects of the energy crisis to Congress by Mar. 31, 1974.
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the more serious. Direct effects have resulted in layoffs of truckers,
service stations closing, elimination of service station night shifts,
and reduction in air passenger travel. Indirect effects appeared as
decline in large car sales, and shortages of essential production mate-
rials derived from petrochemicals, leading to layoffs of 1,400 to
1,500 production workers from a car stamping plant, as well as car
salemen, repair personnel, et cetera.

Petrochemical shortages have resulted in layoffs in small manu-
facturers of plastics, rubber products, soap, adhesive, steel fabricators,
et cetera. The rubber tire industry, although declining, still represents
a sizable portion (41 percent) of the area employment, and if miles
driven continually declines, because of acute fuel shortages of pos-
sible rationing, further reduction in rubber demand will ensue. Other
layoffs from plants just outside the labor market area affect the area
itself, because those unemployed reside within the labor market
area and will be collecting unemployment compensation there.

If the energy situation reaches a more critical point where most
manufacturers cut capital investment in new machinery, further
employment reductions would result, bringing the area unemploy-
ment rate to over 6 percent-the current estimated rate is 4.4 percent.
If the layoffs are only temporary, most semiskilled and skilled un-
employed will be reabsorbed into the economy, but if consumer
buying habits permanently shift from large cars-for example-
experienced semiskilled and skilled operatives will have difficulty
being reabsorbed into the local labor market.

Allentown, Pa.

Energy crisis impact on area appears minimal. Steel and electronics
industries are not visably affected. However, the knitting industry
has experienced a reduction, resulting in approximately 20 to 25
unemployment claims per week.

Amarillo, Tez.

A check with local resources and the Texas Employment Com-
mission revealed no energy-induced employment lay-offs at the present
time in the Texas Panhandle.

Baltimore, Md.

At this time, the Baltimore area has not experienced significant in-
creases in unemployment directly related to the energy crisis, ac-
cording to employment security sources. Only 1,800 unemployment
insurance claims in the State of Maryland are directly attributable
to the energy crisis, representing less than 4 percent of the total unem-
ployment insurance claims. No major layoffs have been reported,
and unemployment is scattered among occupations such as service
station attendants, car dealers, construction workers, and airline
attendants.

However, a prolonged energy crisis may in fact cause significant
problems; and an input-output model of the Baltimore area economy
developed by the regional planning council is currently being used to
estimate the potential effects of the energy crisis. The results of the
study show that a significant impact could occur.
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The input-output model is being used to examine the implications
for local industry and employment of general economic trends and of
different assumptions about energy availability. An input-output
model is designed to reveal the interdependencies of the economy of
an industrialized area such as the Baltimore SMSA. Although the
data base of the model is for 1968, the relative magnitudes and direc-
tions of the impacts of various energy shortfalls can be indicated;
both the primary and secondary effects of energy scarcity in terms of
dollars, total job losses in various occupations, and job losses in spe-
cific occupations have been examined.

Although no short-run shortfall of electric power is expected be-
cause of voluntary conservation and although the natural gas supply
should be adequate to serve the needs of existing industrial and com-
mercial users, the limited petroleum supply will affect users to various
extents. For example, output in steel and chemicals could be reduced
by 5 percent, air transportation by 15 percent, and retail gasoline
sales by 25 percent. Other assumptions, such as changes in consumer
preference, can be introduced into the model as needed.

The overall impact of the energy crisis may reach $500 million with
a 2.5 multiplier causing 9,500 direct lob losses and a total loss of
19,800 jobs-20 percent in the service sector. This distribution is
similar to the overall occupational structure. The gasoline shortage
alone could cost 1,000 jobs directly and 2,500 to 3,000 with the multi-
plier in effect. Thus, the energy crisis may have definite adverse effects
on the Baltimore regional economy.

Baton Rouge, La.

The Baton Rouge labor market area has experienced only a small
increase in unemployment insurance claims, directly and indirectly
resulting from the energy crisis. Since a large portion of the labor
force in the area is involved in the production and refining of fuel re-
sources, this industrial sector is "enjoying" an increase in activity
because of current pressure to increase fuel production. In addition,
the Baton Rouge area is "enloying" a significant construction boom
and is one of the fastest growing cities in the South.

Most layoffs which did occur in the area were concentrated in the
transportation and service stations areas (drivers, salesmen, mechanics
and general laborers), while some layoffs in the chemical and allied
industries occurred, as did drops in average weekly hours worked,
which reduced the average weekly earnings in some petrochemical
industries.

Bridgeport, Conn.

The effect of the energy crisis on the Bridgeport employment situa-
tion cannot be measured in terms of what has happened, but by what
almost happened and still could happen. The Bridgeport labor market
area is currently experiencing one of the highest unemployment rates
in the Nation, and is an economic development area. In early January,
a firm employing 1,000 persons was in danger of immediate closure
because of lack of supply of a relevant petrochemical product. Only
due to the mayor's, the Governor's, and two Senators' efforts was the
problem at least temporarily alleviated.
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Not only Bridgeport, but thousands of jobs within the State of
Connecticut whose employment rests on a steady supply of petro-
chemicals could have been severely affected. It is, of course, difficult
to determine whether the problem of petrochemicals affecting so many
industries throughout the United States is a result of the energy
crisis, oil company manipulations, overexportation of those products,
or black marketeering on the part of suppliers.

As a result of pressure by Connecticut elected officials, and others,
Cost of Living Council and the Federal Energy Office attempted to
lift controls and alleviate a potentially serious situation, although
it is expected that planned full production will still not be possible.
Production of petrochemicals is now expected to increase, monitoring
of supplies to firms and reduced exports will take place, and the
anticipated 15-percent shortfall in basic petrochemical materials will
be reduced, but by how much is not yet determined.

Cedar Rapids, Iowa

The manpower staff performed an analysis and survey of their
labor market area, but no significant or measurable changes in the
unemployment rate directly attributable to the energy crisis are fore-
seen. However, the situation is being continually monitored and any
future changes will be transmitted.

Charleston, W. Va.

The Charleston area has not experienced any energy-related unem-
ployment as a real factor in the labor market area, nor has there been
real noticeable trends toward the future impact of the energy crisis
on unemployment.

This situation could be attributable to the fact that in the midst
of an energy crisis, coal is plentiful in West Virginia. The area antic-
ipates that despite all the conjecture and speculation the coal industry
will "boom" as a result of the energy crisis.

An example, of how the energy crisis unemployment claims have
not been a factor in the unemployment of the area, can be witnessed
by the latest weekly report of selected unemployment activities
regarding the energy crisis. According to this report for the week
ending January 18, 1974, there have been only 16 unemployment
claims made as a result of the "energy crisis" since December 1973 in
the Charleston SMSA area (Kanawha County). Only 5 of the 16 claims
were made during the week ending January 18, 1974. There are cur-
rently 11 continuing claims in the Charleston area at present as a
result of the energy shortage.

Chattanooga, Tenn.

The Chattanooga area has experienced new unemployment insur-
ance claimants of about 250 persons, directly attributable to the
energy crisis, and concentrated primarily in fiberglass boat building
industries, with smaller numbers from gasoline service stations and
trucking industries. These layoffs are expected to be offset by increases
in energy production and equipment and manufacturing industries
(i.e. Tennessee Valley Authority construction program).
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However, it is anticipated that .the Chattanooga area will continue
to feel the effect of the energy crisis more and more because of the
inability to receive raw materials for construction and manufacturing.
Some of the industries are already feeling the pinch of delayed ship-
ments of parts and equipment needed to continue production or con-
struction. The continued shortage of petroleum based products critical
to the manufacturing process and energy producing companies is
expected to worsen in this area in the future. (For a further elaboration
of expectations in the State of Tennessee, see the summary of an
academic analysis of energy effects in Tennessee in the near future.)

Columbia, S.C.

Some unemployment can be expected in the manufacturing sector
This unemployment should be minor (e.g. 200 to 300 persons), but i
fuel shortages become severe, then the textile industry using oil
derived polyesters would be affected and severe shortages could cause
as many as 1,000 persons to lose jobs.

Energy-related Government spending could absorb many of those
unemployed. Two factors prevent the Columbia SMSA from being
too severely affected by the crisis: (1) the primary employer is Govern-
ment; and (2) industries in the area are traditionally labor-rather
than energy-intensive.

Only in the case of severe shortages would the weekly payroll loss
be greater than $100,000.

Columbus, Ohio

The Columbus manpower staff analyzed the Columbus labor market
situation with respect to the effects of the energy crisis on employment
and unemployment. Excerpts from their summary report to the
Department of Labor are shown below:

Central Ohio plastics industry anticipate 20 percent cutback
for 40,000 workers in 1974 (8,000 full-time equivalent employees)
due to shortage of plastics and increased costs of materials.

A division of General Motors laid off 130 workers out of 4,000
because of cutbacks in other GM plants because of the energy
crisis.

A glass firm with 1,800 workers may have to reduce its work-
force, if natural gas allocations are cut and production goes down.

The statewide unemployment level is less than half the level
2 years ago, but 10 percent fuel oil reduction could cost the State
15,000 to 30,000 jobs.

Ohio auto plants have been producing compact, rather than
standard sized cars, so that fewer jobs will be lost in this industry
compared to the significant impact in Michigan.

Building industry jobs will be cut, if fuel for space heaters at
construction sites is unavailable.

Over 500 local drivers of bulldozers, cranes and other heavy
equipment are idle due to the shortage of fuel.

Bricklayers and iron workers unions have reported layoffs
because of fuel shortages.

The impact on existing manpower programs has also been investi-
gated. Training piograms independent of business and industry are
proceeding as planned, but the fuel shortage may adversely affect
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placement once training is completed. Programs dependent on private
business and industry show no clear pattern-one on-the-job training
program is having difficulty in placing clients in the private sector for
the first time, while another program developed new marketing
techniques and is having the best placement record ever.

Duluth, Minn.

Analysts from the area do not expect much of an immediate energy
crisis impact since the area is not highly industrialized, but certain
potentially susceptible areas have been identified for the secondary
effects of a prolonged energy shortage, effects expected to appear after
January. They are:

Cement plant-layoffs of 150 to 200 persons, owing to lack of
further funds for highway construction.

Coke plant-150 to 200 persons. Coke is a steel plant input;
if steel demand falls, the cote oven will no longer be needed.

The developing tourist industry is not insignificant in size,
dependent upon the season (hotels/motels employ from 750 to
900 workers and eating/drinking establishments have 1,900 to
2,250 employees). If gas rationing is imposed, employment could
be kept to low levels in the industry, resulting in layoffs of 500
in seasonal heights.

Retail trade employment is currently 8,540, and 24 percent
reduction (1,708 jobs) could result if Saturday and Sunday
closings for energy conservation became a reality.

Shipping industry important to Duluth, and if steel tonnage
shipping drops, layoffs would occur.

Two colleges and one private high school enrollments could
drop affecting a further 100 jobs.

If the energy crisis reaches the level of severity where the above
industries are affected, layoffs of 2,700 persons would raise the un-
employment rate for the city of Duluth to about 10 percent.

Elizabeth, N.J.

Based on several news articles sent by the mayor's staff, the Eliza-
beth, N.J. area has experienced a sizable unemployment rise because
of the energy crisis.

The total jobs lost in the State of New Jersey by the second week of
February was 10,285 and the manufacturing sector and automobile-
related industries were hardest hit. Immediate effects of the energy
crisis on the job market were worst in Union County where employers
have reported laying off 4,500 workers because of gasoline or raw
material shortages (Star-Ledger February 10, 1974).

A survey of employers in Union County was taken by the Eastern
Union County Chamber of Commerce which showed varying re-
sponses. Over 100 firms responded (including the Linden, N.J., GM
assembly plant laying off 2,200 on a temporary basis). Fuel shortages
caused layoffs of nearly 1 month in 14 firms, for 548 persons; 19 firms
would soon close because of petrochemical shortages, while many
said their operations would be curtailing from 10 to 25 percent.
Thirty-five firms were experiencing shortages of other raw materials
perhaps not directly attributable to energy but symptomatic of the



1191

economy today (i.e. strikes, transport difficulties, exports, environ-
mental laws, lack of imports, price controls, market conditions). If
the winter becomes more severe a follow up survey will be made.

Erie, Pa.

A survey of Erie's unemployment picture indicated as of January 26
only 26 energy induced layoffs for all of Erie County. There have
been no reductions in the work week and the following figures bear
out an interesting fact in overall Erie industry. The month of De-
cember 1972 showed an average of 42 hours per week per employee
while the same month in 1973 showed an average of 42.6 hours worked;
an increase of 0.6 hours. The only industry operating under 40 hours
was the food service production at 38.1. There have been no payroll
losses. At this time it is not feasible to project the future unemploy-
ment picture regarding layoffs, pay loss, and so forth related to the
energy crisis; but as of now there is little significant change in regards
to Erie unemployment and the energy crisis.

Flint, Mich.

Flint, as might be expected is going to have a serious problem in
the coming months. The employment service labor analyst for the
Flint Labor Market Area reports a 10,000 energy-related unemploy-
ment level for the month of January 1974 and payroll losses per week
total over $2 million (see appendix). Transport and motor vehicle
equipment, fabricated metals, trucking and services are the industrial
areas affected.

In addition to the average weekly unemployment rolls, there has
been a significant reduction in the workweek from 42.8 weekly hours
in October 1973 to about 37 hours in January 1974; the normal
sesasonal week hours are between 40 and 41 per week.

In addition, General Motors has reported that in February one
of their plants will close entirely, representing an additional 11,700
unemployed workers and if these persons are recalled in March, it
will be for half days only.

It has been estimated that the unemployment rate for the Flint
Labor Market Area for January 1974 is in the order of 12 percent
and the estimated rate for February is 15.

On the basis of past severe strike experience in the Flint area, it is
determined that the ripple effect on the rest of the economy will be
considerable.

When General Motors is off, nobody in the area spends money and
retail sales will go down badly, and no new construction will be in
evidence. Throughout the spring months, the unemployment rate
will remain as high as in January and February, because of the ripple
effect, and this forecast is based on the 1970 General Motors strike
experience.

Fort Wayne, Ind.

Following an extensive survey of the energy-related unemployment
problems, it was determined that no energy-related unemployment
claims have occurred. The present unemployment rate is 2.1 percent
for the labor market area, with a slight seasonal increase expected
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for February. Early in February 1,000 employees were laid off at
International Harvester due to slow arrival efforts because of inde-
pendent truckers slowdowns, but this has passed and hiring is again
taking place.

Fresno, Calif.

Only a small impact on unemployment has occurred to date in the
Fresno area with spotty layoffs from service stations and truckstops:
Only. 6 percent of the total unemployed in Fresno County can be
attributed to energy shortages, and only 1 percent of total unemploy-
ment insurance benefits have been paid to sufferers from the energy
crisis.

However, should the shortage carry on into late spring, the local
economy would begin suffering from ripple effects but to what degree is
difficult and too premature to determine.

Greensboro, N.C.

The proportion of persons in the Greensboro area who are out of
work due to the energy crisis is small. At end December 1973 an es-
timated 1,970 persons were unemployed, out of a civilian work force
of 134,850, or a 1.5 percent unemployment rate. At that date, only 10
persons had filed unemployment insurance claims because of energy
crisis job loss, and since the Greensboro labor market remained tight,
additional persons may have been laid off but were able to find another
job and were not included in the unemployment security tally.

Lack of available data precludes the feasibility of estimating energy-
related unemployment likely to occur in 1974. If the crisis and its
subsequent shortages of fuels and related products becomes no more
serious than now, the effect on employment will be minor. In the
Greensboro area there have been no planned expansions which had
to be curtailed because of the energy crisis. And, since the area enjoys
a broadly diversified economy, cutbacks in one sector, unless
substantial, could be absorbed without major effect.

Future developments could change the employment picture. Several
industries in the area are dependent upon natural gas for their energy
source, and if curtailed could have a significant impact on employ-
ment. In addition labor market analysts expect some economic
slowdown in 1974 after strong growth in 1972 and 1973, and materials
shortages and inflation are the most pressing concerns of the area.

Hartford, Conn.

There is no specific information from a city like Hartford, since there
are no large manufacturing concerns that would be directly related to
the energy crisis with the exception of areas such as Bradley Field
(an international airport), and United Aircraft Corp. that may have
difficulty in obtaining certain materials that would result in certain
layoffs. The material chain or interindustry dependency is difficult at
best to determine, and is always based on certain assumptions in input-
output analysis.

Subjective analysts indicate there is probably some energy crisis
related unemployment, but no way to specifically quantify the amount,
although a marked increase in unemployment claims was experienced
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within the last few months, definitely more than normal seasonal
fluctuations-based on the month of December, since January
figures are as yet unavailable from the State office.

There are a substantial number of long distance commuters in the
Hartford labor market area and certain numbers of persons may be
leaving their places of "employment and becoming unemployed"
simply because of unavailability of gasoline, but this is not a legitimate
reason for obtaining unemployment insurance-it is assumed that if a
job is offered the person will be able to get there-and total unemploy-
ment claims may be an understatement of the problem.

Huntsville, Ala.

No direct layoffs attributed to the energy crisis have taken place.
Two area industries (gasoline engines and automobile production) at
the beginning of the crisis were hesitant to pursue planned expansions,
but have now done so, and another auto plant scheduled to open in
the spring of 1975 will now open 1 year earlier.

A minimal number of service station attendants are currently
unemployed but this is not attributed to the energy crisis but part of
the current local trend of self-service operation stations.

Jackson, Miss.

The number of persons laid off by the end of January in the Jackson
labor market area totaled 438, and involved auto-related and plastics
or chemical-related industries. The total payroll loss per week is in
excess of $56,000. (See appendix for specific data.) Some of these
companies have indicated that full responsibility for the layoffs may
not be totally due to the energy crisis, since the general economic
condition and other factors could be considered partially responsible.
For example, the inability to obtain materials such as steel and raw
materials has been cited.

A number of larger employers have adopted a day-to-day wait-and-
see attitude with some alternative plans that can be put into effect
rather quickly if the energy crisis affects them adversely. Some em-
ployers report that instead of layoffs, they are not filling the positions
that become vacant at this time. It is felt that only one (auto wiring)
large company will be drastically affected by the energy crisis.

Jacksonville, Fla.

The mayor of Jacksonville has set up a Manpower Energy Crisis
Task Force to apprise him of energy crisis related unemployment. A
survey of Jacksonville area businesses and industry was taken in
December on the grounds that Federal guidelines on consumption
would be announced then.

Slightly less than half the respondents felt the crisis would cause
work schedule readjustments (except finance, real estate, and insur-
ance with no adjustments, and agriculture with significant adjust-
ments). If adjustments were necessary one-third predicted a reduction
in volume and type of services; nearly one-third would reduce em-
ployees and about one-fifth predicted a reduced workweek; of course
varying by the major industry sector. Many expected businesses
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declined because consumer budget reallocation and decreased product
demand, and about 40 percent expect material shortages (primarily in
construction, services, and wholesale-retail.

In those firms planning to reduce employees, the range of reduction
was 5 to 25 percent, with areas of highest reduction in construction
and manufacturing. (Most firms indicated that part-time employees
would be cut first.) In terms of reducing services, firms using outside
firms for auxiliary services would drop this aspect prior to releasing
employees.

The industry and business survey ranked the seven energy reduc-
ing measures in order of priority. They are:

1. Conservation measure.
2. Reduce frequency of delivery.
3. Eliminate part-time help.
4. Curtail hours.
5. Reduce/eliminate reliance on outside services.
6. Eliminate delivery of service/goods.
7. Reduce full-time employees.

Industry has begun conservation measures, which at this time
cause them to believe that they will not have to reduce many employee
positions. But if they are forced to reduce employees, part-time em-
ployees would be terminated, resulting in an increase in underem-
ployment, as many low income workers subsidize their incomes with
part-time jobs. Full-time employees would not be significantly
affected at first, but if the economy is cut back by loss of part-time
job earnings the "ripple effect" will undoubtedly cause full-time
employment to be reduced as the year progresses. Because Jackson-
ville is a more industrial than tourist economy, the impact of the
energy crisis is not yet fully specified and more precise guidelines
are issued, industry will have a better picture of what it will be required
to do.

Lincoln, Nebr.

No reported layoffs or unemployment due to energy crisis as of
February 1974.

Los Angeles, Calif.

Figures released by the employment service indicated that the
largest number of claims for unemployment benefits were persons
working in the mobile homes industry. A major automobile manu-
facturer has reverted to a one-shift operation and in so doing indefi-
nitely laid off 1,970 employees. Due to large car sales lag an addi-
tional major manufacturer laid off it's entire 2,350 employees.

Preliminary statistics indicated a loss of 4,000 jobs in Los Angeles
County. That figure is expected to reach as high as 25,000 by the
summer. No specific figures but heavy layoffs were reported in the
recreational vehicle industry. A predicted 15-percent increase in
unemployment insurance claims was caused in part by an order
that commercial plants cut back on power expenditures by 20 percent.

Macon, Ga.

The city of Macon, Ga., and the counties constituting the labor
market area are fortunate in experiencing no energy related unemploy-
ment. This is an area with an adequate supply of electric energy,
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natural gas, and coal. All industries are working to normal capacity,
less than 1 percent of homes heated by oil, and no shortages have to
date been experienced. In addition, no shortages of gasoline in major
or smaller independent dealership have been evidenced and price
increases have been averaging only 9 percent for a gallon of gas. No
future layoffs are predicted and a Japanese-based plastic zipper manu-
facturing firm is currently opening in the area, so no shortage in the
petroleum based products for plastic production has occurred in this
local area.

Madison, Wis.

After consultation with various knowledgeable groups and organiza-
tions concerning the energy crisis impact, the concensus was that un-
employment will increase in the Madison area. Most persons, however,
were hesitant to make definite predictions on the effect for the follow-
ing reasons: (1) Government is the largest employer in Madison and
most effects will thus be indirect and slow to occur; (2) if the Arab
countries turn the oil back on, most shortage effects will disappear;
(3) predictions are hazardous because of the uncertainties of both
policies and extent of effects; and (4) Wisconsin will not be as affected
as severely as other regions of the country because oil comes primarily
from domestic sources.

Since layoffs in the area due to the energy shortage have already
taken place, it is almost certain that unemployment will increase.
Construction company layoffs occurred during Christmas because of
the energy shortage, an aviation school will layoff because of aviation
fuel shortages, and a plastic pipe manufacturer is unable to obtain
adequate supplies of plastic.

The area is presently using available moneys to counter the effects
of the energy crisis, but if the situation worsens, it will be necessary
for the Federal Government to make more moneys available for public
employment. Plans are being developed to make use of the money,
but a complete strategy cannot be devised because the situation for
the near future is still unclear. The situation in the area continues to
be carefully monitored.

Memphis, Tenn.

Survey on energy related unemployment indicated that a major
producer of light bulbs experienced the most severe impact. Total
employees affected reached 129 while the transportation industry
(primarily service stations) suffered as a result of fuel shortage.

Milwaukee, Wis.

Unemployment data, as reported to the local employment service,
are recorded for the four county SMSA area. However, to date all
affected manufacturers are located within the metropolitan bound-
aries of the city. Thus, the employment service has assumed that
all individuals affected have been residents of the city of Milwaukee.
Furthermore, the employment service has not correlated layoffs due
to material shortages as being energy-related layoffs. It is therefore
impossible to determine an accurate compilation of energy-related
layoffs experienced to date by Milwaukee.

No projections have been established relative to the impact of the
energy crisis on the unemployment situation for calendar year 1974.
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All sources contacted indicated an inability to produce such projec-
tions at this point in time. It was thought that the impact may not
be as severe on the city as in the remainder of the State. Several
sources indicated that if major suppliers in other States become
severely affected by the crisis, the city of Milwaukee would suffer
residual effects.

The energy crisis has necessitated the layoff of about 7,000 workers
statewide since November 1973. As the following indicates, 2,100 of
those workers are residents of Milwaukee: in the automotive industry
there are 1,730 crane helpers, press operators and production welders;
200 apto assemblers; 95 seatbelt assemblers; and 81 air-conditioner
assemblers.

Montgomery, Ala.

No real impact has been evidenced in the Montgomery, Ala. labor
market area because of the energy crisis. A report, dated February 1
from the Alabama Employment Service stated that no signficant
layoffs have been reported or identified with the exceptions of about
15 persons (a few each in the railroad supply company, furniture man-
ufacturing, lumber company and hotels).

Nashvile, Tenn.

There is no energy-related problem at present and analysts do not
anticipate any significant unemployment problems in the near future
owing to the energy crisis. Ford Motor Co. has laid off 175 persons on
a temporary basis-out of a total company work force of 2,400, but
this represents the only energy-related layoffs. The Nashville area
industrial base has no plastics, fabricated metals, mobile homes,
recreational vehicles, or textiles-synthetics-which are being hit by
material shortages in other areas of the country.

New York, N.Y.

Precise data were not available to show the current impact of the
energy crisis in the New York area, but directly attributable jobless-
ness is expected to remain a small percentage of total unemployment,
currently at 180,000. However, two reports on the expected outlook
for 1974 prepared by New York economists are summarized below.

The lackluster performance of the New York region economy during
1973 does not provide a very optimistic base from which to view the
prospects for 1974.

The full extent of energy-related shortages on the regional economy
is still difficult to assess. The reaction of many business and govern-
ment officials contacted by the regional studies section appears to be
that "no one knows." Several firms in the plastics and pharmaceutical
industries, where intermediate oil products are critical, have moved
to a 4-day week. Other firms are, or will shortly be reducing overtime
situations. Auto makers have announced "furlough" periods, and the
airlines industry has cut back on personnel. Area unemployment
could well approximate the national rise to 6 percent.

Rapidly rising prices for oil and other energy sources, as well as
indications of further increases in the price of food, could well push
the Consumer Price Iudex up by 8 percent in 1974 in both the New
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York region and in the United States. Recent increases in the whole-
sale price index have yet to be felt at the consumer level. The prospect
of this serious rate of inflation, together with further increases in social
security taxes makes the outlook for real earnings growth increasingly
unlikely for both the Nation and the region.

Over the long run, the prospect of higher-priced energy favors
denser patterns of development for both corporations and for housing.
Out-migration from New York City of middle-income families and
business firms will slow. Clustered housing and planned unit develop-
ments in the suburbs will benefit. Still, energy considerations, in and
of themselves, will not cause drastic changes in land use from trends
already in motion.

In the short term, New York's performance will be shaped by
spillover effects from energy shortages combined with a national ec-
onomic slowdown. On the plus side, New York City entered 1974
from a more solid base than in recent years. The city's 4-year decline
in employment bottomed out. in Spring, and employment moved
sideways from then on. Tbtal economic activity rose in spite of the
minor year-to-year loss in jobs, and personal income increased nearly
7 percent to reach an estimated $47 billion.

New York City is in a good position to withstand certain facets
of a national economic slowdown. Neither the auto industry nor its
major suppliers is located in the city. Further, the lack of local buildup
during the 1971-73 national expansion suggests that the city has no
fat to be cut from operations as was the case in 1969-70.

The New York area is at a relative disadvantage in terms of energy
supplies and prices. New York imports virtually all of its supplies
from elsewhere in the United States or abroad, with petroleum
products comprising 75 percent of its fuel requirements compared to
only 42 percent for the Nation. Energy costs are already high in the
region. Preembargo electricity prices are highest among 23 metro-
politan areas, and further increases are in store.

New York City is in a relatively favorable position in terms of its
industrial structure. None of the highly energy-intensive industries
is located in the city. However, particular specialties-such as apparel,
textiles and plastics-which rely on high-energy synthetics are vul-
nerable to bottlenecks in materials supply and higher prices. Cut-
backs in the airline industry will affect New York which employs
14 percent of the Nation's total. The suburban counties enter 1974
with greater economic momentum, but with a higher concentration
of energy-intensive manufacturing than New York City proper.
' The region is in an advantageous situation with its mass transit
system, helping to keep per capita energy usage roughly two-thirds
that of the Nation. To the extent that fares are held down, commuters
and city residents can counter higher gasoline prices by shifting from
autos to railroads and subways.

Norfolk, Va.

Unemployment in the Southeastern Tidewater Area does not appear
to have been'significantly affected by the energy crisis. Some layoffs
of automobile sales and service stations have occurred, but numbers
involved are small and the majority of them 4uickly obtained other

32.-378-74 . 15



1198

employment. The unemployment rate is currently very low for this
area (3.1 percent in September 1973).

An auto assembly plant cut back about 4 percent of their work force,
but was thought to be seasonal; plastic extrusion industries in the
area are carrying out precrisis expansion plans; the Federal work
force continues at normal levels and no unanticipated layoffs in tour-
ist-related industries have occurred.

By July 1974 however, unemployment applicable to the' energy
crisis could occur in the hotel/motels, plastics (boat building), and
recreation equipment industries, if petroelum products continue to
remain in short supply. For the present, the overall impact has been
minimal, and the area continued to experience the nominal growth as
projected for the current year. A Volvo assembly plant is being opened
in the area and will involve a growth in jobs in an industry where
cutbacks normally take place as a direct result of the energy crisis.

Oakland, Calif.

A full assessment of the impact of the energy crisis is unavailable
at this report time, but the manpower staff is continually monitoring
and assessing the situation.

Philadelphia, Pa.

The employment service has been sending weekly reports to the
manpower planner in Philadelphia which give specific numbers of
unemployment claimants directly related to the energy crisis (initial
claims, continued claims, and persons recalled) by specific industry
two-digit code. The table in the appendix is a summary of the weekly
reports since December 14.

As can be seen, the volume of direct energy impact on unemploy-
ment is not significant, in terms of the total Philadelphia work force,
or even level' of unemployed. The initial claims though small follow
much the same pattern as is expected from reading news reports and
special studies of the energy crisis-primarily in retail trade, some
chemicals and plastics, and primarily in service stations and related
auto sales and repairs. However, as can be noticed toward mid-
January, even though still small, several firms had to lay off a small
number of workers because of shortages of supplies from suppliers in
other parts of the country. Thus, the direct impact of the crisis may be
small, but the buildup and repercussions of a lengthy series of short-
ages will be more far reaching, and more long term.

Because of a personnel crunch, the ES office is unable to determine
occupations of the energy-related unemployed claimants in tabular
form not to estimate the direct payrollers.

Pittsburgh, Pa.

The energy crisis has begun to make significant inroads into the
Pittsburgh area labor scene as of the end of January. Increased claims
activity, stepped-up layoffs and more widespread infiltration of
industry groups have occurred.

During the December 31, 1973, through January 25, 1974 report
period, a total 1,541 initial U.C. claims filed in local offices of the
Bueau of Employment Security in the Pittsburgh labor market area
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were caused by the energy crisis.- This number was a marked increase
of 978 over the 563 claims filed during the December report period.
An analysis of the claims showed a distribuftion among 16 major
industry groups. The industries hardest hit with initial claims were:
fabricated metal products (281), stone, clay and glass (187), car
dealers and gas stations (167), airlines transportation (147), and
transportation equipment (140). Of the 1,541 total, -435 claims could.
not be identified by a specific industry group code, but were scattered
among industries including construction, stone, clay, and glass and.
transportation. -

Lack of materials, fewer sales, and fuel shortages continue to be
the principal reasons given for energy crisis related layoffs. The
material shortage is the result of either cutbacks in transportation
services or the use of petroleum as a base in the production of the
material. Reductions in sales have been felt primarily by big car
dealers.

Providence, R.I.

The total number unemployed in- the city of Providence caused by
the energy crisis is 687 persons, which represents 0.8 percent of the
work force and nearly 12 percent of the 5,773 unemployed populatiom
In addition naval civilian personnel cutbacks (426 Providence resi-
dents), while not directly related to the energy! crisis, will further
exascerbate the problem. (See appendix for specific data.)- It is expected
that as the duration of the crisis lengthens, data should become more
specific and informative.

Raleigh, N.C.

The energy- crisis has not yet directly caused a change in the un-
employment rate for the area, but in the past few- weeks the area has
been significantly affected by gas shortages. Part of the reason was the
closure of many independent gas companies and two major- oil com-
panies moving, out of the State just prior to the start of the energy
crisis. No other industries in the area have closed because of the
crisis.

The largest number of people affected by the energy crisis-relative to
employment are those in jobs considered secondary jobs. Persons
employed by gas- stations have had a reduction in the hours worked
per week, since stations are generally open only 3 -hours per day. In
addition, many clerks in department stores have had a reduction in
their workweek because night shifts have been eliminated. Although
the crisis will not impact directly on the unemployment rate, a sig-
nificant amount of underemployment is expected to result.

Richmond, Va.

Overall effect of energy crisis in area is minimal. Only substantial
workweek reduction occurred in the box manufacturing industry
primarily due to elimination of overtime. A noticeable reduction in
the wholesale/retail automotive sales and hotel/motel trade appeared
due primarily to a reduction in moonlighting.
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Roanoke, Va.

Actual layoffs to date in this labor market area owing to the energy
crisis have not been as intense as predicted at an earlier date by area
manpower staff. However, layoffs by mid-February had reached about
700, partial layoffs over 200 and planned expansions in firms which
were either canceled or postponed total over 1,000 jobs (see appendix).
The employment service reports that this increase in unemployment
insurance claims can, for the most part, be explained by seasonal
movements, but a drop in "permanent" job orders at employment
service offices appears heavier than usual.

Shortages of supplies of petrochemicals (about 30 percent of the
total demand is being received) has been evidenced, and it is assumed
that current efforts to rectify the petrochemical situation at the na-
tional level will alleviate the situation but not for several months, by
which time industries may have to shift their factor mix because of
permanently increased costs of supplies.

The general atmosphere of firms in the area is an extreme concern
if not fear, that shortages of construction materials and expected cost
increases in both materials and transport will cause a reduction- in
construction activity through the summer months.

Although no hard data are available, the following points, based on
many sources, were made by the manpower planning staff in the area
and could serve as guidelines for pinpointing possible critical areas in
time to make plan or program changes within the area:

The extent of severity is a function of available raw materials;
the duration is clouded by lack of data. Focus of attention has
been on gasoline, fuel oil, and other middle distillates with the
exception of the propane debate. The latter question mav have
been resolved by making everyone a priority user.

The importance of construction is vital. The amazingly low
reported unemployment rate for this area can be largely at-
tributed to this industry. Availability of materials again will
influence the position within the ranges the number of unemployed
will reach.

Effects of transportation difficulties and rising costs in the
face of economic upheaval and supply shortages may become a
factor. These problems are unpredicatable, and trends will be
followed with the help of local economists.

Expected effects on the Roanoke area labor force by the end of
1974 have been estimated by the manpower staff for the two State
planning districts in the labor market area. In one district, an overall
reduction of workers will increase from 3,000 to 6,000 bringing the
unemployed total to 5,000 to 8,000 with a corresponding unemploy-
ment rate of 5 to 8 percent. Disadvantaged persons will be over
represented in the layoffs, reflective of the increasing effectiveness of
manpower programs. The effect on clerical personnel has not yet been
determined, but will probably maintain the current pattern-demand
for steno skills, but sharply slackened demand for general clerks, file
clerks and nonstenographic secretaries.

In the other district, an increase of 1,000 or more unemployed
persons is anticipated and the corresponding rate of unemployment
would be 4.4 percent or higher. Construction in this planning district
is vital to the economy, and there is less opportunity to absorb new
employees.
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Rockford, Ill.

The most telling effect of the energy crisis has been a temporary
layoff at local auto assembly plants of 5,200 persons, which was the
major factor in the rise of the unemployment rate from 3.1 percent in
December 1973 to 6.7 percent in January 1974.

The outlook for 1974 is clouded at present due to the energy crisis.
The local office anticipates an overall reduction in employment with a
corresponding rise in unemployment for 1974. The degree of the fuel
shortage will have a correlating effect upon economic conditions in the
Nation as well as the local area. Unemployment dropped sharply
during February following resumption in production of the auto-
mobile assembly plant. Despite this, joblessness is expected to remain
above 4 percent during the spring. Overall, employers are rather
optomistic despite impending fuel shortages.

The following effects in the Rockford area due to the energy crisis
are expected to take place:

Shortage of fuel supply for heating and processing.
Reduced demand for products manufactured in the area because

of operational reliance on energy.
Suppliers of subassemblies used in manufacture of finished

product which rely on energy for operation will experience
reduced demand.

Area manufacturers whose raw material usage is based on
petroleum derivatives may be affected adversely.

Area manufacturers whose raw material requires a great amount
of energy to produce may cut back.

The transportation 'industry, which moVes'raw materials into
the area and delivers the finished produlet to buyers is being
affected by energy supply and fuel costs.

Area dealers of recreational vehicles are pessimistic about sales.

St. Louis, Mo.

Energy-related unemployment in the St. Louis labor market area
has, by the end of February, reached nearly 7,000 persons. Of this
number 4,600 were in durable goods manufacturing, over 500 in
nondurable goods manufacturing, and 1,700 in nonmanufacturing
(primarily service stations). See appendix for details.

As St. Louis is continually confronted with increased layoffs in area
auto assembly plants, a further impact is anticipated for related
industries.

St. Petersburg-Pinellas County, Fla.

The entire economic base of the county is composed of the tourist
industry and the housing industry. There has been only a slight re-
duction in tourism due to the energy crisis-not exceeding 10 percent.
Most people seem to be substituting the, airplane for the car. The
county-has filed suit against the Federal Energy Office, disputing its
current gasoline allocations, based as it is on the 1972 base year. The.
county argues to base year should be more recent to account for
growth in the county in the last 2 years.

The unemployment rate for the county is very low; it has been
1.2 percent for the past 2% years. At the most the rate has risen to
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1.8 percent in the past 3 year...If fuel continues to be short, however
this figure is expected to go up.

Unemployment claims have gone up slightly; 'generally the un-
employed have been finding jobs within'2 weeks, however.

County. government currently has a 10 'percent vacancy rate
(normal usually around 5 percent). -These openings are gradually
being filled by more qualified applicants because 'of some shifting in
the labor market.- .

Pinellas County's economic stability is unusual in part' because of
the large percentage of its'populationithat is retired, and living on a.
fixed income.:

; : San Bernardino, CaliJ.

In early. November the San.,Bernardino :Manpower Area Planning
Council formed'a task force to assess the impact of energy shortages
upon employment and manpower training, programs,. involving' a
cross section of qualified representatives, and the. group 'was to *ac-
tively explore all employment related aspects of the energy shortage,
and reports.were to be issued biweekly~

The impact of shortages on certain industries within the planning
area was immediate and quite. severiein.some.cases; In certain other
industries, the. impact was minor, and in- still, others the impact will
be delayed and as yet undiscernable. . :.

The .speed. limit of;55 mi/h., travel curtailment and voluntary
rationing ac1counted for. 500;.to '1,000 layoffs of'. service station
operators.and' attendants; more computerized carpooling systems
may result in further cutbacks. ..:.. :..

Seyere. effects have been, felt in mobile homes, recreational
vehicles, and-plastics manufacturing, and retail gasoline market-
ing. About one-third mobile and recreational vehicle manufac-

, i.turers.have. uspended operations, the'layoffs.over 500 employees.
It is anticipated that all existing manpower programs will be

affected to some extent..as job openings and particularly entry-
level jobs will be restricted owing to tightening of labor market.

It. was-: assvumed that- the seasonal upswing of' Christmas
spending. postponed the' impact on motel/hotels, recreational

,centers, and other related'areas. Petrochemicals were expected
to have delayed but'noticeable impact on secondary or dependent
industries.

Task force methods included daily survey of local newspapers,
employer surveys, questionnaire completed by all recent un-
employment insurance claimants, with parallel' private sector
assessment, and special survey of mobile -home industry. The
biweekly reports will be valuable in changing manpower training
programs, in terms of available' placements or job possibilities.

In a second report the task force reported that new industrial areas
not previously identified are now showing evidence' of unemployment.
Some indications point to a small, but perhaps emerging, new impact
upon the local construction industry, down 25 percent (seasonal)
from the previous quarter and 2 percent from this time last year. This
drop is considered low by local building trade unions who predict
that updated data will reflect an over 5 percent drop with roadwork/
freeway construction severely hit. All building trade craftsmen will
be somewhat affected.
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San Francisco, Calif..

The city is primarily experiencing a reduction in employment in
service stations and garages. It is projected that there will be con-
siderable impact on the trucking business, significantly affecting small
trucking contractors. While manufacturing, trade,, transportation
and tourist-related occupations were most visibly affected, some 400
bay area airline employees have been laid off. However, on the whole,
substantiating statistics are not available at this time.

San Jose, Calif.

Although the impact of the energy crisis on unemployment is rel-
atively minor, the initial unemployment claims because of the crisis
are fairly steady each week, and are concentrated in automobile
industries, services (i.e. gas stations), transportation equipment,
wholesale and retail trade and public utilities (see appendix).

Local analysts anticipate that a continuation of the energy crisis,
at current levels will significantly increase employment in the labor
market area (Santa Clara County). Area economists predict a 1 or 2
percent rise above the present unemployment rate of 4.8'percent. If
the unemployment rate should' reach 7 percent during 1974, nearly
35,000 persons in the county work force would be unemployed.

In the near future several thousand workers will suffer cutbacks in
the workweek, primarily in automobile assembly plants. In' addition
normal expected growth in such areas as transportation equipment
will probably not occur.

4 ~~~~Savannah, 'm L

Although no' data are curre'ntly available ''ii unemploymenit levels
as a direct or indirect result of the energy crisis in this labor market
area,' 'the results of an employer 'survey in late November 1973
indicates expected effects of the gasoline shortage.

The total respondents Co the survey reprfesented 40 .pecent. of'the
area em'ployers and 26 percent of the area employment. Of this total
number of respondents, one-fourth had plans to' counteract expected
shortages, the remainder had no plans at all. Again, about f6ne-fourth
Anticipated shorter workweeks, layoffs and reduced production rang-
ing.from 10percent reduction to total closure. In terms of commuting
distance a total of 1,300 employees in the responding firms commute
20 miles or more one way to their job sites (a potentially significant
problem); and while definite answers could not be given on reduced
gasoline consumption on business activities, most employers felt
that some difficulties would arise and would take a wait and see
position.

Scranton, Pa.

'Statistics indicate that while some workers are being adversely
affected by the energy crisis, others are being called back to their
jobs. Unemployment insurance claims at mid-February climbed to
4,473-an increase of 169 over previous weeks. New claims, identified
as "fuel claims" for most layoffs, and increased fuel claims to a total
of 800. While numerous firms have been affected to some degree, a
review of claims on the whole indicates that 26 percent were in the
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construction industry; 51 percent in manufacturing; 9 percent in
wholesale and retail trade; 6 percent in utilities; and about 8 percent
in services. Fuel claims show a distribution of 11 percent in construc-
tion, 60 percent in manufacturing, 16 percent in trade, 10 percent in
utilities, and 2 percent in services. The job sector, depressed by the
economic uncertainties of the energy crisis witnessed reaction rather
than action as new job openings, job vacancies, and job placements
decreased although job opportunities remain abundant in many
diverse occupations.

p ~~~Shreveport, La.

The industrial layoffs occurring because of the energy crisis in the
Shreveport area, while small relative to the total level of unemploy-
ment (50 layoffs in car battery production and'gasoline service stations
plus 25 partial layoffs in service stations) may be symptomatic of
both area and national uncertainties.

For example, the mayor of Shreveport wirtes that "* * * during
the week of .48 February, 25 of the 388 unemployment claims made
were energy related. This is a documented 6.5 percent energy related
unemployment figure but with the uncertainty that seems to pervade
the Nation, I fear that actual energy related unemployment is much
higher than our figures indicate and if the reduction inactivity of
Western Electric becomes more severe, this area will be 'in critical
need of Federal assistance. We are optimistic of the long-range employ-
ment, picture of the Shreveport area but concerned over the near
future."

Western Electric Telephone Co. furloughed 3,000 employees (at
half pay) for one week owing to poor. telephone sales, and a steel
works was forced to delay expansion due to steel shortages.

South Bend, Ind.

During series of discussions with the local employment service, it
was determined that definitive information was unavailable and em-
ployment security personnel were hesitant to -forecast the probable
energy crisis impact. As a result, local manpower analysts made some
assumptions, and are indicated in the appendix. The impact appears
to be minimal in that most production slowdowns are attributed to
parts and supplies shortages, while hiring has not suffered significantly.

Spokane, Wash.

The December 1973 energy-related layoffs were'320, and by mid-
Januarv reached 450. In addition, expected growth of 400-500 jobs in
the 1974 period will not take place. Affected industries include high-
way construction, tile, plastic containers and tubing manufacturers,
trucking, wholesale grocers and petroleum wholesalers, motor vehicle
dealers, tire-battery-accessorv dealers, service stations and household
trailer dealers, as well as auto rental outlets.

The three occupations most affected have been truck drivers, sales
personnel and assemblers. Consumer spending patterns have had an
impact on full-size cars, and recreational vehicles, not only relative to
sales staff, but repair staff, and clerical staff in those business opera-
tions. Reduced working hours and days in service stations have
resulted in layoffs of attendants and auto mechanics.
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Petrochemical shortages have resulted in temporary layoffs of goods
production, while diesel fuel shortages have laid off many truckers.
(December layoffs were 318, of which only 20 percent filed unemploy-
ment compensation claims.) Most layoffs are indefinite, although some
auto and trailer dealerships may recall personnel in spring. Spokane
County total employment for December was 113,200 with 9,300 un-
employed representing 7.6 percent of the labor force. Special layoffs
represent only a small proportion of total SMSA employment, but
the prospects of recall or finding alternative employment are slim.

Stockton, Calif.

It is currently impossible to identify any unemployment as being
directly attributable to the energy crisis in this area. San Joaquin
County is characterized by seasonal employment (dominated by
agriculture) which accounts for a high percentage of unemployment
during winter months. However, there may be a potentially severe
problem, if the energy crisis and consequent severe shortages persist
through the spring and into.the summer. Without fuel to run agri-
cultural machinery, such as harvesting equipment, and to keep sludge
pots burning during cool nights in the spring months, employment in
the agricultural industry could be seriously affected.

Tennessee-State Perspective

Under a Department of Labor grant, a study was Idone on the
expected effects of the energy crisis and the general economic situation
upon the extent, of, unemployment in the State of Tennessee. Because
there is a difference of opinion on a national basis as to how severe
the extent of unemployment will be during 1974, the group found it
difficult to predict and therefore fed several assumptions into their
model.

Because Tennessee enjoys a large number of persons employed in
primary and tertiary industries, which act as dampers to general
effects of recessions on the secondary sector of the economy, in general
Tennessee's unemployment rate usually lies slightly below the national
average. The following table illustrates the range of possibilities, and
allows some estimate for planning for crisis should any of the three
models of the national economy take place:

TABLE 1.- FORECASTED TENNESSEE UNEMPLOYMENT, 1974

Tennessee
unemploy- Unemployment
ment rate attributable to

Consensus forecast percent Absolute number energy crisis

Preenergy shortfall- 4.0 - 777,000 to 79,000
Model 1:

Mini recession -4.4 to 4.6- 85,000 to 89,000 - 8,000 to 10,000.
Model II:

Recession -4.9 to 5.1t 94,600 to 98,500 - 10,000 to 18,000. -
Model Ill:s

Maximum recession -5.2 to 5.5- 100,500 to 106,200 --- 23,000 to 27,000.

Insufficient information precludes a detailed estimate of the energy
crisis impact, but it is estimated that the liklihood of the minirecession
model will take place, while chances of a recession are 25 percent and
of a major recession model about 12% percent.
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The authors think it hazardous to forecast unemployment for the
State of Tennessee, much less a breakdown among urban and non-
urban areas, but with the likelihood of significant error at the sub-
State level, the following table illustrates the expected impact on
unemployment using the three.recession models.

- FORECASTED URBAN UNEMPLOYMENT, 1974

Consensus forecast Mini recession. Maximum recession

Memphis -12,000 to 13,000 - 14,000 to 15,80 - 17,000 to 18,900.
Nashville ----- - 8,800 to 9,500 9,900 to 10,500 - 11,900 to 12,500.
Knoxville --- 5,600 to 6.000 - 6 600 to 7,000 7,800 to 8,300.
Chattanooga 5,400 to 6,000- 6200 to 6,800 - 7,200 to 7,700

Although'current data are not available, a frame'of reference for
levels of unemployment can be observed'from the latest published
issue of Area Trends (November 1973).

Labor market area - Work force Unemployed Unemployment rate

Chattanooga - - -159.8 159.1 4.7 4.9 2.9 3.1
Knoxville ----- -. = -- , 186. 0 184.6 4.0 5.1. *2.2 2.8
Memphis .-- - - - 379. 5 370.7 10.9 11.8 2.9 3.2
Nashville - : :---------- 282.1 275.5 7.7 8.9 2.7 3.2

The authors of this study for the State of Tennessee think the reality
of a national average unemployment rate, while a definite possibility
given past patterns, not a certainty, to be in the range of, 8 percent
because of three reasons; anticipated energy s0ortfal may, not be as.
severe as first thought;. rising -energy priges.-ill reducq energy demnaids,
and greater efficiency in energy use is quite. likely. In. the short run,
rising, energy prices will curb prodvption, and studies indicate a 2
percent rise in price reduces consumption by one-half of 1 percent, but
even in-the short run .energy supplies can be used more effectively.
Energy consultants, already increasing in number should, in the long
run, through their advice prove the feasibility of increasing output per
unit of energy input-rising energy productivity. -This has been
demonstrated.according to the Council of Economic Advisors.

However, even in the short run and with a minirecession the addi-
tional 1,000 or 2,000 workers unemployed in a particular labor market
area would have severe implications. Manpower funds through CETA
are, at best, limited, and based on a slight reduction of existing possible
services. An increase of 1,000 persons, even if only temporary for say
6 months, would be a considerable problem to the area, and a supple-
mentary fund attached to CETA could alleviate a temporary problem,
for without it, manpower services would be severely curtailed.

Toledo, Ohio

Overall economic forecasts for the Toledo metropolitan area are
guarded because of the energy crisis, material shortages, transportation
and~ inflation, yet the year ahead promises to see unprecedented
building activity and job.creation; 1973 was a good year and most
business leaders believe they are prepared to withstand assaults on
energy and some expect to turn these challenges into opportunities.
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No foreseeable'large scale layoffs exist and some' area employers expect
to hire. Major industries in Toledo area plan to invest $226 million
in 1974 for capital improvements, centered around expansion, office
space, and new industrial parks, which should create job opportunities.

Utility companies in the Toledo area think the area is better off than
most in the country in the energy scramble. Toledo Edison has long-
term coal contracts, and a nuclear power station is expected: to be in
service by 1976,: and a new synthetic gas facility is expected to be in
operation later in 1974.

Layoffs due to energy shortages in the area have been minor, with
the exception of a brief few thousand layoff during the independent
truckers' strike. Some employers may not fill openings as they occur
but no large scale layoffs are expected. The largest, cutback for area
workers will come in reduced overtime hours worked.

Tulsa, Okla.

In relation to area's total labor force, the impact on Tulsa appears
to be minimal. The biggest factor in layoffs to the automotive and
transportation industries is attributed to fuel shortages in the, area.
Production workers in the plastics manufacturing were hardest hit,
while retail/wholesale sales showed no visible decline.

Washington, D.C.

The basis of estimates of 'unemiploymient in Washington,' D.C. as a
result of the energy crisis are unemployment insurance. benefit ap-
plications. in w\hih' th'e: claimant 'specifically indicated that his em-
ployment, wasg trfniinated 'because of 'a shortage of energy. A total
of 220 individuals, for a total 840 man-weeks, were directly affected
by.the energy crisis in the District of Columbia. The Ieveb was es-
timated from established relationships between total unemploy-
ment and unemployment insurance claimants in a continuing benefit
status. Industrial estimates are based on the 'proportion of initial
"energy" claimants by two-digit Standard Industrial Classification
code.

The claimants in the special "energy" file are not regularly classi-
fied by occupation. This accounts for the unavailability of estimates
by occupation. The records do indicate applicant-affiliated industry
groups. Specifically, construction 29; transportation 24; retail and
wholesale trade 113, service 12; Government 6, and not available 36.
In the order most frequently mentioned, the groups of workers in-
clude gas station and car sales, construction, oil company, airline,
car rental and food service. Some specific occupations mentioned
were truck drivers, teachers, and chauffers. The assumption drawn
from these facts is that the occupations affected greatest are salesmen,
service station attendants, clerks, and bus and truck drivers within
the industry groups mentioned.

Estimates of payroll losses are based on the average weekly earn-
ings of persons covered under the unemployment insurance laws.

The special energy reports were initiated in early December 1973.
The estimates in this report are based on the 9-week period Decem-
ber 15, 1973, through February 9, 1974. It is felt that this is a suffi-
cient base for making projections for any extended period of time.
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It is anticipated that a reporting system which will provide a more
detailed and reliable data base for making estimates of this type will
be instituted in the near future.

Wichita Falls, Tex.

Information provided indicated no considerable unemployment
directly related to the energy crisis. The city has not experienced any
energy-related industrial work reductions nor energy-induced layoffs.

APPENDIX

SUPPLEMENTARY DATA SUPPLIED BY CITIES TO SUPPORT THE NARRATIVE SUMMARY

AKRON, OHIO

[Unemployed related to energy crisis as of Jan. 31, 19741

Number Weekly payroll

1. Auto sales agencies ----------- 30-40 $6, 000
2. Fabricated metals (operatives, laborers) --------- 1,400-1,500 1 300,000
3 Plastic manufacturer-operatives -150 20,000
4 Recreational vehicle manufacturer-assemblers -100 20, 000
5. Gas stations, rest/motels serving interstates ---------- 200 18,000
6. Trucking industry (drivers, mechanics) -50 12,500

Total -1,930-2,040 370, 000

' This is not necessarily all income loss, because some have supplemental employment.

The majority of those unemployed above are males, age 25-45 years.
No workweek reductions were evidenced in manufacturing, but hours have

been reduced in many services-that is, gas stations and restaurants.
The local rubber industry, which accounts for over 41 percent of the area

employment, anticipates a recordbreaking production year. However, this could
change for the worse if fuel shortages become more acute and rationing is instituted.

COLUMBIA, S.C.

[Unemployment in SMSA due to energy crisisl

Payroll
Number loss/week

1. Recreational trailer manufacturing ---- 130 $15,600
2. New car transporter (truckdrivers) -- 30 3, 720
3. Service stations -- 30 2, 250
4. Construction (carpenters, laborers, welders, plumbers) - -20 2, 400
Expected growth which will not occur:

1. Electronic calculators (electronic assemblers-15 training slots) 15 1, 500

225 25,470

Growth because of energy crisis:
1. Stone crushing machinery (coal mining, mechanics/machine operators) 30 4,900
2. Railway machinery products (tool/due; assembly mechanics) 40 5, 000

70 10, 400

Net effect ---------------------------------------------- 155 15, 070
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FLINT, MICH.

[Energy crisis unemploymentl

Estimated
Total persons/ payroll loss

Industry/product work week/jobs per week

SIC 34, tab metal products -' 2, 350 ($517, 000)
Transportation SIC 371, equip motor vehicles- 7051 1, 505, 000
Trucking SIC 42 -400 80, 000
Sales and miscellaneous, SIC 41-49, 70-89 -500 60 000

Total -10, 301.

Work week reductions 2
October -42.8
November -41.1.
December -39. 9-
January- 3 37

' Average per week.
These figures represent January 1974.

3 Approximately.

Job Growth Not to Occur

The area of growth most significantly affected will be construction. Jobs in
the construction field will be down approximately 1,000 from last spring. No new
contracts will.be started or bid on except for governmental projects.

Near Future Outlook

General Motors has already announced a temporary plant closing for February
which will idle 11,700 workers. If some of these people are recalled in March,
it is rumored that the plant will be on half days and/or a shift will be eliminated.
This means that in February there will be some 22,000 additional unemployed
due to the energy crunch over and above "normal" unemployment (8 to 10,000).
The unemployment rate for February is expected to be 15 percent or some 30,000
individuals.

Longer Outlook

The huge layoffs this winter and spring will have a ripple effect on the local
economy. As we experienced in 1970 after the GM-UAW strike, retail sales and
service employment will be cut by several thousand workers. Construction, as
already noted, will be down. It is expected that no relief from GM layoffs will
come until the 1975 model year begins in August. Even then, GM will significantly
decrease its total employment by some 4 to 5,000 workers. The layoffs in other
industries hit by the ripple effect may continue for several years, as did the effects
of the 1970 strike.

JACKSON, MISS.

[Unemployment caused by the energy crisisl

Payroll loss/
Total persons week

Electric company (auto wiring harness-assemblers and machine operators) 350 $45, 500
Butane tank manufacture (welders) -14 1, 400
Lamp production (operators) -56 6, 720+
Telephone plastic conduits (machine operators) -18 2, 100+

Total -- ----------------------------------------------- 438 55, 720+
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MILWAUKEE, WIS.

[Energy impact on unemployment-to date]

Total
persons/ Estimate

work General Sex Age payroll
week/ occupational loss per

Industry/product jobs classifications Male Female -25 25-45 45+ week

.. ~ ~ ~ ~ ~~~1 .3 Crn eles
1. Unemployment..

Automotive frame manu-
facturing.

Automobile Manufacturer--

Automotive Supportive
Manufacturer.

Automotive Supportive
Manufacturer.

' 1, 730 Crane helpers,
press oper-
ators, pro-
duction
welders.

200 Auto as-
semblers.

95 Seat belt
assemblers.

81 Auto air-
conditioner
assemblers.

1, 730 ----- (') (l) (1) (')

200- ()

95 -.- (I)

0

(')

(X)

(')
(1)

(1)

(')

(')8 1 ----- ( ) ( ) ( )

2. Work Week Reductions -,-
3. Jobs expected/not created '-------------------------------------------------

I Data not available.
NEW YORK, N.Y.

[Energy indicators]

Employment Energy re-
1972 Concentration quirements per

Industry (thousands) index' dollar of sales

Apparel - - - 186.5 295 $0.05
Banking and insurance - - - 350.8 233 .05
-Printing and publishing - - 108.1 204 .05
Business services - - -182.8 223 .06
High-energy industries do not locate in the city:

Chemicals- ------------ ---------- 32.6 70 22
Primary iron and steel -- ------------- 11. 4 19 .12
Stone, clay and glass- - - 6. 8 22 .12

Some New York specialties are vulnerable to energy shortages:
Air transportation - - -53.5 302 .09
Drugs and cosmetics - - -- 18.4.* 150 .07
Plastic products - - -. 5 150 .09

I Concentration index is a measure of a region's industrial specialization.

Source: Chase Manhattan Bank.
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PHILADELPHIA, PA.

[Energy crisis claimsi

Initial and continued claims for week ended

Initial Initial Initial Initial Initial Initial
continued continued continued continued continued continued

Industry/code Dec. 14 Dec. 21 Dec. 28 Jan. 4 Jan. 11 Jan. 18

10-14 Mining ..------------------------- 2 1 2 ------ I 2----- 2
15-17 Contract construction -14 5 9 17 6 17 10 27 10 25 9 21

19 Ordnance - . - --- 4 5 5 8 3 3 2
20 Food --- -------- ------- 4 1 9 2 . 10 4 3 4 3
21 Tobacco ------------------ 6 1 .-. I.- -
22 Textile 4 3 1 1. 18 ------ 7 2 6 1 2
23 Apparel ...- -. . 1 1 2 4 8 6 10
24 Lumber and wood . 2. . 1 5 2 5 3 2 8
25 Furniture and fixtures . . . . .. I 3 2 2 2 1
26 Paper. I------------------------------ I 3 ------ I 1 3
27 Printing/publishing I I I I 1 2 2 1 6
28 Chemicals2-------------------------- 1 ------ 6 2------ 4 33 62
290Oi1.~------------- 2 3---- 6 2 4 4 2 1 7 2 12
30 Rubber/plastics 4 1 4 2 24 5 6 9 6 1 7 4
31 Leather -------------------------------------------- ------------ 32

32 Stone/clay/glass --.----------- 3---- . 4.-.---.---- 1 4 2 3 -----
33 Primary metal . 3. . . . .1 I I 1
34 Fabricated metal .5 5 2 4 2 3 3 9 5 5 1 5
35 Machinery (exec. elec.) : 11 1 8 5 5
36 Electrical machinery 4 3 3 14 2 9 9 11 15 1 7
37 Transportation equip . 4 10 6 8 8 16 7 24 26 24 19 25
38lInstruments.---------- 4 2 2 2 81 3 11 12 4 3 ---- 6
39 Miscellaneous mfg 2 3 1 10 2 5 3 9 7 6 5

41-49 Transport/pub. utl-----.-- 28 4 3 15 5 15 5 16 16 23 45 46
50-59 Wholesale/retail trade . 96 62 68 112 28 116 29 144 64 146 - 22 215
60-67 Finance/ins/realest.2 2 2 1 6 8 28 --- *2- 2
70-89 Service ..----------- 5---- 4 3 2 18 8 10 8 28 20 10

192 105 110 192 210 236 103 324 177 335 181 467

Source: Employed Security District I Pennsylvania.

PROVIDENCE, R.I.

[Energy impact on unemployment-Future (1974)1

General Estimated
Total persons/ occupational payroll loss

Industry/product work week/jobs classifications per week

1. Unemployment:
Petroleum related industries, plastics, auto dealerships, 687 () . $75, 570. 00

petro-chemicals, trucking, service stations.
Naval civilian personnel cutbacks2 .426 Mechanics, 66,030.00

clerical,
construction,
and other
professional.

2. Work week reductions '
3. Job growth not to occur '

IData not available.
a The Naval civilian personnel cutbacks although not directly related to the energy crisis will seriously exacerbate the

unemployment situation created by the energy crisis.
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ROANOKE, VA.

Official tally of energy crisis effects on unemployment to February:
Layoffs:

Garment and textiles -115-240
Carpeting -400
Furniture -0---------------------------
Lighting manufacturing -50
Service stations -20
Hotel and motel -25
Automotive -10

670-795
Partial Layoffs:

Garment and textiles -75
Service stations -60
Hotel and motel - ------------------------------ 50
Automotive -15

200
Expansion canceled or postponed:

Rubber- (50)
Metal fabrication -(80)
Furniture- (100)
Truck assembly -''(1,100)

- Planned expansion continuing:
Glass ------------- 2 100

' This plant in Dublin, Va., has not been completed. Originally estimated at 1,500 to 2,100 employees;
revised estimate at 400 to 500 as a "starter" plant. Energy considerations may havehad some impact, but
generally considered to be result of community resistance among business paying a lower average wage.

' This plant has laid off 60 to 65 persons who will be hired back. Reason for layoff was given as necessary
to complete expansion.

ST. LOUIS, MO.

Industry SIC Number

MANUFACTURING
Durable gsods:

Lumber and furniture -.--- 24 180
Fabricated metal products -- 34 120
Electrical equipment and supplies -36 130
Transportation equipment/motor vehicles -371 4,180

Nondurable goods:
Bakery products ------------------- 205 140
Textiles and apparel --------------- 22, 23 200
Rubber and plastics --------------- 30 80
Chemicals and allied products -28 120

NON MANUFACTURING
Auto sales and service -551 210
Service stations ------------------------ - --- 554 1, 100
Air transportation ----------------------------------------- 45 190
Trucking and warehousing ------------------ 42 210

Total- 6 860

SAN JOSE, CALIF.

[lWeekly total of unemployment claims in Santa Carla Co.1

Total
counties San Jose Palo Alto Campbell Gilroy

Dec. 21 to 28- 1111 92 1 17 1
Dec. 28 to Jan. 4 -44 18 10 14 2
Jan. 4 to Jan. 11 ----------- ' 300 125 25 132 18
Jan. 11 to Jan. 18 -105 40 24 33 8
Jan. 18 to Jan. 25 -56 26 6 12 12

' Nearly all from General Motors.
a Two-thirds from Food Machinery Corp. (recreational vehicle division). The company is developing a new bus designed

for the "Dial-A-Ride" feeder bus market. If the new product results in orders, these workers could be called back later
this year.
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Most of the initial claims shown above can be attributed to the energy crisis,
and most claims have occurred in transportation equipment, airlines, and auto-
mobile manufacturing, public utilities, wholesale and retail trade and services,
particularly service stations.

SOUTH BEND, IND.

In response to your memorandum on unemployment attributable to the energy
crisis we held a series of discussions with the labor market analyst from the local
employment service office.

The net results of these discussions constitutes a slim harvest of information. We
found that local industry is both unwilling and unable to make any forecast of
either decline or growth of employment for this fiscal year.

Secondly, the local employment service is unable at this time to provide us with
tie sex, race, age, and ethnic background of those who have filed unemployment
claims as a result of the crisis. They inform us that such a comparison requires
computer capabilities not available to the local office.

The occupations listed in the chart below are assumptions made by this office
based on input from the labor market analyst.

[The energy impact to date: Jan. 19,19741

Industry SIC code Number Occupations

Recreational vehicles -37 164 Assemblers, craftsmen.
Bendix -37 202 Assemblers, stampers.
Service stations -55 31 Attendants.
Ferrien Corp -37 5 Machine operators, stampers.
Diversified Plastics -30 18 Press molders, machine opera-

tors.
B & B Molders -30 10 Machine operator, press molders.
Pan Am -45 20 Stewardesses.

Total - --------------------------------------------- 0

[As of Feb. 9, 19741

Industry . SIC code Number Initial Contin.

Airlines -45 3 1 2
Auto dealers -55 9 3 6
Bendix ----------------------------------------------- 37 238 10 228
Ferrien ----------------------------------- 37 8 2 6
Service stations- 55 32 5 27Plastics firms - 30 21 3 18
Recreational vehicles 37 468 12 456
Uniroyal -30 51 51

830 36 794

'Claims new since Jan. 19, 1974.

32-378-74-16



NATIONAL PLANNING ASSOCIATION

BY WILFRED LEwIs, JR., Chief Economist

This year's Economic Report of the President is nothing if not
frank. In discussing "Goals for 1974" (pps. 27 f.f.) tht report fore-
casts that "inflation will continue at a high rate through theearly
part of 1974" along with "a slow rate of economic expansion" during
this period, "and possibly a decline, with rising unemployment." The
report goes on to forecast "a moderate expansion" after the first half
of the year as a result of "policies still to be adopted," which will
be accompanied initially by a halt to the rise in unemployment and a
slowdown in the rate of pric e increase for food and fuel, and, at a
later unspecified time, a reduction in inflation generally and "a gradual
decline in the unemployment rate."

Concerning this path, the report goes on to make two points:
"First, it is at the same time our view of a feasible target and a pre-
diction of what will be achieved if the planned policy is carried through.
Second, that the path is feasible and that it will be achieved by the
planned policy are both uncertain to a significant degree."

About this outlook, the following comments are in order:
First, the 1974 part of this forecast (that is, recession in the first

half of the year and the start of a recovery in the second) conforms
rather closely to the forcasts being put forth by most private fore-
casters and, given the policy assumptions being made, deserves a
good grade as a forecast.

Second, I believe this is the first time since the Second World War
that an incipient recession has been diagnosed so accurately and de-
scribed so frankly by the administration in office at the time, so the
reDort deserves a high grade for frankness also.

Third, the uncertainty quoted above about the forecast and the
impact of planned policies is also refreshingly realistic and frank.

There are, however, some major problems with this scenario that
I believe deserve the attention of the Joint Economic Committee.

First, the Economic Report of the President must be graded not
merely as a forecast, but as a policy document, and I believe the
policies it reflects and recommends are distinctly inferior to its fore-
casts. In fact, I do not believe the present and prospective economic
stabilization policies of this administration comply with even the
minimum requirements of the Employment Act, and indeed fly in
the face of them.

Second, as the report itself points out, there is a band of uncer-
tainty around any forecast, and the present policies contain a rather
grave downside risk for which contingency plans so far in evidence
are woefully inadequate.

Third, while the 1974 part of the forecast is achievable, the 1975
and later phases are not consistent with it. In my opinion, if 1974 is
allowed to unfold according to the recommended path, there is next

(1214)
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to zero probability that 1975 and subsequent years will feature the
simultaneous gradual dimunition of inflation and unemployment that
the administration is forecasting. If 1974 unfolds as forecast, and the
administration maintains its present opposition to price controls,
then we will be faced in 1975 not with the happy situation of watching
inflation and unemployment both recede in the context of gradual
expansion of the economy, but with an unpleasant choice between
accepting a truly explosive rate of inflation or a further increase in
unemployment or some of both.

All three of these comments require some explanation.

THE PURSUIT OF FULL EMPLOYMENT

It cannot have escaped the notice of this committee that the present
administration has brought an extremely important innovation to
the field of stabilization policy. This is the first administration since
the enactment of the Employment Act in 1946 to. accept, and indeed
to recommend, recession as an anti-inflationary tool. The recession of
1970-71, unlike its four predecessors, was brought about by conscious
and deliberate fiscal and monetary policy restraint, aimed at reducing
inflationary pressures to be sure, but which persisted in the face of a
recognized rise in unemployment. Higher unemployment was accepted
in 1970 and 1971 as a necessary price for cooling off inflationary
pressures.

I do not mean to imply that fiscal and monetary restraint played
no role in earlier recessions. Indeed, fiscal and monetary policy bung-
ling played an important causative role in all the first four recessions
following the Employment Act. However, in each of these previous
cases, the recession was unplanned and unwanted, and fought vig-
orously once recognized-albeit not always with the best tools or
with immediate success.

We are now in the midst of a second "acceptable" recession in 4
years, and one that begins at a considerably higher rate of unemploy-
ment than prevailed at the start of the last one. I do not claim that the
present recession was deliberately engineered by the administration.
However, it certainly comes as no surprise to them; CEA members
have been on public record for some months now as believing that some
rise in unemployment in 1974 would be a necessary and acceptable
concomitant of their anti-inflationary strategies; and even now we are
being told that no expansionary actions are contemplated for the first
half of the year. Rather, a shelf of contingency actions is being readied
to be used if the decline threatens to get out of hand or if the economy
doesn't turn up of its own accord in the second half.

I submit that the policy, new with this administration, of using re-
cession as an anti-inflationary tool is illegal, inconsistent with the
administration's own definition of "maximum employment," naive
politically, and bad economics to boot.

The Employment Act, which is still the operative legislation in this
area, directs the Government to pursue policies to promote maximum
employment, production, and purchasing power. It nowhere says or
implies that the "maximum employment" goal should be shelved
during periods of inflation.

It is true, of course, that no precise statistic for "maximum em-
ployment" is defined in law, nor would it be wise to attempt to do so.
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The two previous administrations pursued an "interim target" of 4-
percent unemployment. The present economic report argues that in
the contemporary economy, 4.9-percent unemployment is approxi-
mately consistent with "maximum unemployment," on grounds that
a changed composition of the labor force, featuring more women and
teenagers, makes 4.9 percent today roughly equivalent in labor force
tightness to the 4.1 percent achieved in 1956.

Several observations must be made about this arithmetic. First,
4.1-percent unemployment in 1956 is equivalent to a rate as high as 4.9-
percent currently only if given a string of rather stringent assumptions
about inelasticities of substitution between different age/sex grades
of labor, disproportionality between relative wages and relative
marginal productivity for workers with varying skill backgrounds,
and the like-assumptions which are nowhere discussed in the Eco-
nomic Report, and unlikely to be more than partially valid. Second,
the 4-percent target-or 4.1 percent in 1956-is itself a rather timid
goal, given that we achieved a considerably lower rate of unemploy-
ment, less than 3 percent in fact, without inflation, for a period of
several years during the Korean War. The plain simple facts, too
little appreciated and ignored by this administration altogether, are
that the rate of unemployment that can be attained without inflation
depends on what anti-inflationary policies are being pursued simul-
taneously, and on whether the high employment "target" or "poten-
tial" is approached gradually or in a burst of demand expansion.

But the most important comment on the administration's new
arithmetic of "maximum employment" is that it is blithely ignoring
its own calculations for 1974 and, indeed, for the foreseeable future.
Unemployment is already at 5.2 percent and rising, and instead of
explaining how it plans to reduce it back to even the unsatisfactory
level of 4.9 percent, we are being told in effect that contingency plans
are being readied to keep it from going higher than 6 percent. As this
committee is well aware, the differences between 4.9-percent and
6-percent unemployment are not trivial. That difference translates
into about 2-percent difference in employment-or about 1Y2 million
jobs-and 2Y2- to 3-percent difference in GNP-or over $30 billion
in 1974 prices: more than $150 apiece for every man, woman, and
child in the United States.

One reason for suspecting that if the first part of the forecast holds
up the second part will not is that there is no way that those with
political responsibility in the administration, once they realize what
is happening, will accept the implied political costs. This is, after all,
an election year. If unemployment rises steadily toward 6 percent
over the first half of the year, you can be quite sure that the adminis-
tration's economic and fiscal managers will be instructed by the
administration's politicians, in no uncertain terms, to get things
moving in the other direction in a big damn hurry. And if, in the
meantime, the recession discourages some private investment, we
will later encounter capacity bottlenecks and "excess demand infla-
tion" at a still higher rate of unemployment than the newly defined
"potential" of 4.9-percent unemployment. Such a "stop-go" approach
to managing the economy can succeed only in reducing the average
amount of private investment and productivity growth over time, and
steadily notching up the rate of unemployment that can be achieved
without intolerable inflation.
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RECESSION AS AN ANTI-INFLATIONARY POLICY

Aside from the legal and political aspects, recession is an inap-
propriate tool with which to try to counter inflation on purely economic
grounds as well. To understand this point, it is important to recognize
that there are different kinds of inflation, stemming from different
sources, and differing quite a bit in their responsiveness to various
remedial policies.

I think it is useful to distinguish at least crudely between three
broad possible sources of inflationary pressure in an industrialized
economy such as ours. First, it is possible to imagine-though rarely
encountered in practice-a situation in which, while the capital
-stock and the supply of raw materials is adequate, the level of aggre-
gate demand is such that there are widespread labor shortages;
vigorous competition among employers for available labor; and a
resulting inflation of wage rates that spreads to the general price level
through the medium of escalating labor costs of production. If we ever
encountered this situation, temporary demand restraint, kept on until
labor force growth caught up with demand, would be an appropriate
counter-measure. Aside from World War II, however, we have not
encountered even superficial temporary symptoms of this variety of
overall inflation in the last 45 years and probably longer-we don't
really have meaningful statistics going back any further than that.
There have been isolated industries and isolated labor markets, to be
sure, where labor supply was tight enough to generate upward pressure
on certain wage rates. But this phenomenon has simply never been
general enough to play any significant role in overall national inflation.

A second distinct kind of overall inflation that we have occasionally
encountered is where, for reasons of bad weather either in this country
or abroad, there is a shortfall in one or more important basic agricul-
tural commodity. The elasticity of demand for food and the elasticities
of substitution between agricultural products are such, and the im-
portance of food prices for real wages such, that a temporary shortage
in even one major agricultural commodity can spread quickly to other
food prices and generate upward pressures on wages and prices
generally. When confronted with inflation coming from this source, the
appropriate policies are to try to assure that next year's crops are
better, and to try to damp down the tendency for this or any other kind
of inflation to perpetuate itself through expectations and anticipatory
price and wage increases. Aggregate demand restraint is an inappro-
priate remedy for this kind of inflation since it provides very little
direct relief to price pressures in the relevant commodity markets, and
therefore very little relief to pressures at the bargaining table to
restore real wages, and introduces a new source of inflationary pressure
to boot-namely, a reduction in productivity and rise in unit costs in
manufacturing associated with restricting production to lower than
optimal levels of output.

A third general type of inflation is a situation in which, while labor
supply is adequate, the path of aggregate demand is such that there
are widespread capacity bottlenecks in manufacturing and/or industrial
raw materials. In this situation, demand management policies should
be pursued to moderate the pace of expansion. But to halt or reverse
the expansion would have perverse effects. First; unit costs would be
increased as output declines. Second, breaking the capacity bottle-
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necks requires private investment in capacity expansion which will
hardly be appealing during a period of stagnant or declining demand
and declining profits.

It should be noted that industrial and raw material capacity bottle-
necks can show up, as they did in 1973, while labor supply is still
plentiful. It is hardly surprising that we encountered at 5-percent
unemployment in 1973 the symptoms of "excess demand" inflation
that we used to expect at 4-percent unemployment. That was the
more or less inevitable consequence of keeping the economy deliber-
ately depressed for 3 years, as was done from 1969 through most of
1971, and then allowing demand to shoot up much faster than
"potential" in 1972.

Having encountered some capacity bottlenecks in 1973, it would
have been one thing to say "we must now moderate the pace of
further expansion to allow capacity to catch up with labor supply."
It is something quite else, and counter productive in the extreme, to
say "we must now accept a contraction in output because we experi-
enced inflationary bottlenecks last year." This policy is disruptive
to business planning, inflationary in its own right, and contains the
distinct threat that the inflationary bottlenecks encountered at
5-percent unemployment in 1973 wil] be encountered at 6-percent
unemployment in 1975. The very grave risk inherent in the Economic
Report's recommended "game plan" for 1974 is that, if the recession
drags on more than a very few months, business fixed investment
plans-currently one of the few bright spots in the economy-vill
start to be trimmed back. This is undesirable not because of any

-danger that the recession will get "out of hand"-demand manage-
ment can surely take care of that contingency. Rather it is undesirable
because our capital stock is already too small for the available labor
force, and any trimming back of business fixed investment plans
will further retard productivity growth and postpone still further the
day when we can hope to return the economy to even approximately
full employment without inflation.

ENERGY SUPPLY AND PRICES

A discussion of contemporary varieties of inflation must clearly take
note of the oil crisis. Without attempting a detailed analysis of this
fascinating and complex topic, certain observations are in order in
the present context. First, oil has an economic importance in contem-
porary industrial societies that is quite unique-there is no other raw
material a shortage of which would have a remotely comparable impact
on the general level of prices. Therefore it is not a very useful model
for drawing generalizations about appropriate policies for dealing with
the inflationary consequences of raw material shortages. Second, there
does not appear to be a whole lot that the U.S. Government, acting
alone, can do in the short run about the price of oil, or about the in-
duced increases in prices of other things that depend heavily on oil.
What happens to oil prices depends on what happens to oil production.
What oil producers will do is almost anybody's guess. On the one hand,
prices are so far in excess of production costs that one might think that
somebody someplace might be trying to expand production, and that
enough such behavior would more than offset the apparently limited
cutbacks that some Arab countries say they have made. On the other
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hand, the present prices are so profitable, and the present high prices
so obviously dependent on the continuation of supply restraint, that
perhaps no one on the production side will see much point to trying to
expand output. International prices have been coming down recently.
*However, they are still above U.S. prices. Any significant discrepancy
between the two can be maintained only through queuing or rationing,
neither of which appear politically attractive, but just where or when
the two will converge is not yet clear. Perhaps the best thing the
U.S. Government could do would be to. make sure that any tax incen-
tives or subsidies to the oil companies are targeted more precisely to
production expanding activities, and to have tough standards of evi-
dence to support claims of such activities.

EXPECTATIONAL INFLATION AND THE NEED FOR PRICE CONTROLS

With the announced end of price controls being cheered in almost all
quarters, it may seem gauche to raise this unpleasant topic once again.
The reason for doing so is that, the administration's wishes to the con-
trary notwithstanding, we have not seen the last of price controls.
That is not because I, or anyone else I know, am enamored of controls
or think they're a panacea. It is simply because the available alterna-
tives are not, in the final analysis, acceptable.

I share the administration's expectation that food and fuel prices
will be rising less rapidly, and perhaps even declining, in the second
half of this year. As a consequence, the overall price indices should
start behaving a little less badly than they have been recently. That
should not be taken as a sign that demand management policies have
succeeded in curbing inflation, or that the time has come when price
controls can safely be discarded.

A moderation in fuel and food prices this year will signal nothing
more than an easing of last year's shortages. The basic underlying
inflationary pressures will be much worse in 1974 than they were in
1973. To start with, it is almost universally accepted that, as a lagged
response to last year's increases in food and other consumer prices,
wage settlements in many important industries will be pushing into
two figures-10 percent and more. In addition, productivity, which
has flagged badly since the current slowdown began in the second
quarter of last year, and which became negative in the fourth quarter,
will worsen still further during this year's recession, generating further
cost pressures. On top of that, the recent announcement of an end to
price controls has touched off a wave of price workups in steel, autos,
paper, and many other industries. To make matters still worse, the
planned contraction in demand is simultaneously restricting the
markets for which business must plan their fixed investment and
trimming their profits and cash flow with which to finance investment.

The sum total of all this is that, once the temporary effects of
moderating food and fuel prices are past, we will be face-to-face with
an even more virulent inflation than last year's. We can no doubt look
forward, if not in next year's Economic Report, then shortly there-
after, to receiving an explanation of why 5Y2 percent, or maybe even
6-percent unemployment, rather than this year's 4.9 percent, is really
the definition of "maximum employment."
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ALTERNATIVE OUTLOOK

It is possible that the Economic Report is too pessimistic. While
not the most likely course as of this moment, it cannot be ruled out
that the recession now underway may bottom out in the next month.
or two, and the economy start rising in the second quarter rather than
the second half.

That alternative would be distinctly preferable on several counts.
It would mean less average unemployment for the year than the 5/%-
percent rate forecast in the Economic Report. It would mean higher
productivity growth for the year. And it would leave us with a larger
capital stock, and therefore more room to grow in 1975 before we
began encountering capacity bottlenecks.

For all these reasons, the administration should be bending every
effort to reverse the present decline and start the economy moving
again as soon'as possible-but not necessarily as rapidly as possible-
rather than waiting for the recession to run its course in the mistaken
belief that that will curb inflation.



NATIONAL SAVINGS AND LOAN LEAGUE

The National Savings and Loan League appreciates the invitation
.of the Joint Economic Committee to present the league's views on the
-economic issues facing the Nation and the thrift and home financing
-sector in the year 1974. The forum which the Joint Committee has
afforded all facets of the American economic scene-congressional,
executive, and affected labor, business, financial, and individuals-has
been invaluable in eliciting the studied judgments of these participants
in both critiques of past governmental policies and suggestions for new
,or varied approaches to current problems, domestic and international.

It has been the league's custom in past years in its statements to this
committee on national economic issues to concentrate on national
fiscal and monetary policies, proposed legislation, and other issues of
special concern to the multitude of Americans who have invested over
-one-quarter of a trillion dollars in savings accounts in the Nation's
savings and loan associations as well as the beneficiaries of those
-savings-the American homeowner and homeseeker.

This presentation will conform to our past practice of focusing our
comments upon national monetary and fiscal policies and legislative
proposals of particular concern to the Nation's savers and homeowners.
lWe believe that the Congress and the administration desires to adopt
and pursue policies advanced by the national league which assure the
Nation's savers a strong, reliable institutional financial framework of
*savings institutions which reward their savers with safety, liquidity,
and adequate return on their savings investments while providing
,desirous and needy homeowners an adequate source of credit to finance
their needs.

The national league has been well aware of the fact, as noted in its
presentations to this committee in prior years, that international
,developments were likely to have an increasing bearing upon the social
-and economic gpals of American life and in consequence upon the
-formulation and execution of domestic monetary and fiscal policies.

.,The deterioration of our balance of payments and the erosion of our
*trade balances, in particular, foreshadowed the official devaluations of
the once almighty dollar in 1971 and again in 1972, and the unofficial
market devaluation in early 1973.

However, no single event has brought to the average American the
-realization that the third quarter of the 20th century epitomizes the
-ever-growing interrelationship and interdependency of the world
-economies-as has the October 1973 oil embargo to the United State
:and accompanying highbinder escalation of oil prices to the rest of
-the world.

Regardless of whether the actions of the Arab oil exporting countries
-were activated solely by price objectives or motivated by politically
'hoped for realinement of Israel held Arab geography, the results of
their actions wvill have a substantial impact upon world economies-
industrialized, developing, and underdeveloped-for years to come. It
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is also obvious that the actions of the Mideast oil exporters heightens
the necessity of the energy importing nations to coordinate policies
relating to trade and currency relationships as well as the development
of energy sources less exposed to disruptions such as those caused by
the current oil crisis.

In short, the actions of the Mideast oil exporters has an immediate
effect upon the programs, policies, and adjustments of oil user nations
as well as long-term plans geared to reducing dependency via the
development of acceptable energy substitutes.

The price of world oil, allowing for some reductions from current
prices following the termination of the embargo to the United States,
is likely to average around three times the prices prevailing before
the October 1973 Arab actions. Translated into dollars Arab oiL
revenues which approximated $22 billion last year will increase in
1974 to an aggregate of from $75 billion to $90 billion. An appreciation
of the magnitude of the 1974 oil revenues of the Mideast Arab ex-
porting countries can be gleaned from the fact that the total oil
revenues received by these countries will exceed the after tax income
of all U.S. corporations for 1973.

The increased oil costs of importing nations will have to be paid for
by either (1) increased trade with the Mideast or other countries, (2)
the use of existing monetary reserves, (3) funds borrowed in inter-
national as well as domestic markets, (4) exchange of equity assets,
or some combination of these four sources.

Since there is a physical limit upon the quantity of goods which the
sparsely populated oil exporting countries can use and. there will be a
desire on the part of the oil importing countries to preserve existing-
monetary reserves, funds required to meet increased oil importation
costs are likely to be channeled into the debt and equity markets..
Nevertheless oil importing nations will be continuously aggressive in!
trying to improve their respective trade positions in both the Arab,
and the non-Arab world in order to minimize the use of nontrade-
funds for oil payments.

'One of the disciplines expected to result from the higher level of
world oil prices is the practical restraint importing energy countries.
will encounter if resort is made to currency devaluation. In this.
sophiscated world such attempts would only result in higher oil costs.
As a consequence we can expect most countries to protect currency
values intrder to minimize the possibility of aggravating pressures-
uporn balancd 6f payments.

if- viewibfw existing world and domestic conditions it is imperative
that national fiscal and monetary policies be pursued which are
orientd'heeither toward deflation or overinflati6n. Policies designed
to stagnate the nmoney supply as well as those which would foster
undesirable: expansionary growth in the money supply would under the
conditions that prevail today wreak the same havoc upon the economy.

Deflationary monetary and fiscal policies would produce intolerable
rates of unemployment and interest rate levels which would lead to-
severe credit crises. Overinflationary policies would ultimately lead to-
the same results through different channels; that is, further currency
deterioration, increased price pressures, skyrocketing interest rates,
and exacerbation of the flight from nontangible exchange media.

The effects upon the domestic economy resulting from the oil
embargo and energy shortages will continue for some years after the-
embargo is lifted. To date the greatest impacts have been felt by the-
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automobile and its satellite industries and tourist accommodations
dependent upon private transportation. Fuel and gasoline availability
have also affected-housing construction and sales as builders and home
buyers, especially of suburban tracts, weigh the prospects of gas
rationing and its impact upon the ability to commute. Lifting of the
embargo and restoration of oil production levels to those prevailing
prior to last October will have a decided effect upon the demand for
new housing accommodations this year.

Increased energy costs have not yet been fully reflected in consumer
prices although gasoline prices and oil heating fuel bills have been
escalating rapidly. As the higher costs of oil and oil derivitives course
through the veins of pricing mechanisms they will compound price
pressures which already exist at both the wholesale and consumer
levels. The wholesale and consumer price indices are already rapidly
rising as more industries and businesses are released from price con-
trols. Higher costs now in the pipeline plus those to be expected when.
most price and wage controls expire on April 30 will be subject to fur-
ther upward pressures by the terms of postspring wage contract
settlements.

These conditions require national monetary and fiscal policies which
will not add to the pressures already existing. Extreme care must be
taken to assure that we do not again encounter the "double figure?'
interest rates that prevailed for most of the last half of 1973. A new
upward surge of interest rates to comparable levels would -cause
another immediate round of disintermediation from savings accounts;
and abort the hoped for recovery in housing construction later this
year.

The hard realities of economic life constantly remind us that in-
ternational factors now do have substantial effects upon domestic
economic activities. The intensity of world trade competition, the
successive dollar devaluations, and the oil crisis are constant reminders.
that our domestic economic policies and programs can not long run
counter to world economic forces. Offshore influences must be taken
into consideration in the adoption and implementation of our fiscal
and monetary policies just as other industrialized nations also must
recognize offshore factors which affect them.

In our rapidly changing world we must acknowledge that our en-
ergy and ecological problems, often conflicting and far from being
resolved, will continue to affect our standard of living for some time
to come. More rational husbanding of our national resources, the
development of energy substitutes, together with basic environmental
improvements in the quality of water and air will require time, money,
labor, as well as sound and rational legislation and programs.

No one questions our ability to marshal the assets, technology,
manpower, and capital to solve our economic problems. However, the
solutions of these problems and others facing us today will require
patience and moderation by all sectors of society-government,

usiness, labor, and consumer.
On pages 38 and 39 of this year's economic report of the President,

the Congress is urged to enact legislation which would radically change,
if not eliminate, the institutional financial framework which has for
so long successfully served the Nation's savers and homeowners.
These proposals which emanated from the so-called Hunt Commission
would seriously erode the ability of the Nation's savings and loan
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associations to continue their essential functions of channeling savings
into the housing market.

The national league believes these radical proposals for financial
institutions reform represent a grave threat to the future of housing
finance in the United States. It is our studied judgment that the revolu-
tionary suggestions contained in these proposals should be rejected in
favor of an evolutionary approach to changes in the thrift industry.

Savings and loan associations over the years have been the mainstay
of the housing finance industry-the only financial institution that
can be counted on to invest the bulk of its funds into home mortgages.
The reform proposals would subvert that institution.

The national league believes that important moderations to smooth
out the flow of funds to the mortgage market should be accomplished
within the structure of the savings and loan industry.

To achieve that end, the national league has urged the following
positive actions be taken by the Congress and/or the Federal regula-
tory agencies:

(1) Provide a tax incentive for savings by individuals by exempting
from taxation the first $750 in interest or dividends earned from sav-
ings accounts.

(2) Maintain dividend and interest rate controls over financial
institutions, and provide a one-half of 1 percent differential for
housing on all accounts under $100,000.

(3) Provide authority for savings and loan associations to issue
checking accounts, with adequate reserves, to individuals.

(4) Provide authority for savings and loan associations to make up
to a reasonable percentage of unsecured loans for any purpose up to
$10,000 to existing savers and borrowers.

(5) Take appropriate action to insure that savings and loan asso-w
ciations can utilize electronic funds transfer systems for their customers
as these systems are developed.

(6) Provide legislation to permit Federal chartering for stock
savings and loan associations, and provide regulatory authority for
the free and voluntary conversion of Federal associations to State
stock form.

(7) Provide for regulatory amendments in the issuance of sub-
ordinated debentures by savings and loan associations, so that such
debentures can be counted in part toward Federal Insurance Reserve
requirements. Such counting would insure full use of the subordinated
debentures-and in turn savings and loan associations would be able
to better serve the housing needs of their communities.

. (8) Provide legislation for 100-percent insurance of public unit
accounts, so as to provide incentive for such accounts to be deposited
with housing finance institutions, and increase substantially the
FSLIC insurance limit from the present limit of $20,000.

(9) Increase the percentage of assets limitation that savings and
loan associations can invest in affiliated service corporations from
1 percent of assets to 3 percent of assets.

(10) Provide legislation for a full range of trust powers for savings
and loan associations.

(11) Provide the necessary tools via legislation and regulation for
variable rate mortgage loans and flexible payment mortgages.

f(12) Have Treasury deposits made in savings and loan associations
as well as in commercial banks;



NATIONAL URBAN COALITION

By M. CARL HOLMAN, President

The National Urban Coalition, since its founding in 1967 as an
organization dedicated to improving the lives of the poor and dispos-
sessed in our Nation's cities, has recognized the paramount role of
jobs and income in achieving that goal.

Through our day-to-day work at the national level and in the 30-
plus cities in which there are local coalitions, as well as through the
findings of a recently conducted opinion poll (which can be made
available to you), we know that people in the cities-labor, minorities,
business and the poor-support our point of view on this matter.

We notice that unemployment also continues to be a dominant part
of the discussion by the Council of Economic Advisers, as well it
should; this measure of the economy's performance reflects important
economic forces that affect almost every American family. Un-
fortunately, however, the Council's discussion lacks thorough analysis
of the costs and benefits of various alternatives. Instead, the emphasis
is put on statements that things are not so bad-the 4.9-percent
unemployment rate, for example-or that things are not as bad as
they look at first glance-such as the distribution of income-rather
than on the fundamental question of whether things can be made
better. Although there are a few statements which address this issue-
such as the assertion on p. 61 that employment in 1973 was very close
to its maximum, a presumption which we vigorously contest-large
sections of the report imply that many of the unfortunate aspects of
the Nation's economic performance are simply beyond our control.

The coalition contends that there are many policies available which
can reduce the costs to the American people sustaining any given level
of inflation or unemployment. We will then contend that starting from
the levels of unemployment and inflation which prevailed last year, the
country's overall welfare could be improved by moving to a lower level
of unemployment, even at the cost of some additional inflation
(although, we argue that little additional inflation would result).
In order to simplify the discussion, the complications of the energy
crisis are ignored, since the fundamental causes of high unemployment
will probably outlast the energy shortage.

We will discuss various ways in which the unemployment rate
could be reduced without increasing inflationary pressure at all.

UNEMPLOYMENT

The Cost of Unemployment

Families and individuals in the lower half of the income distribution
clearly bear a much larger share of the costs of an economic downturn
than the remainder of the population. Conversely, the poorer half has
much more to gain from more aggressive monetary and fiscal policies
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and a lower overall unemployment rate than the upper half. Some of
these gains would be permanent and would thus be of lasting value
in improving the economic position of the least advantaged groups
in our society.

Statistics in the Economic Report clearly show that the unemploy-
ment rates of blacks, women, the young, and the unskilled go down
much more than does the average rate when the economy experignces
an upturn. These groups thus feel the monetary and psychological
benefits of escaping unemployment-the wages from a new job and
the end of the painful feelings of shame, defeat, and loss of self-respect
and economic security which often accompany the search for em-
ployment.

The fact that women and young people are a larger proportion of
the labor force than they were in 1956 is no reason for the Council to
tolerate a higher unemployment rate, as the discussion on page 60 of
the Economic Report suggests. White adult men usually have very
low unemployment rates, almost always receive unemployment in-
surance when they are laid off, and are often rehired into their old
jobs in a short time. The female and youth and racial minority com-
ponents of the unemployed, however, are most likely to be reentrants
or new entrants into the labor force; these groups do not receive
unemployment insurance.

More importantly, the job search which accompanies labor force
entry is likely to have a lasting effect on the individual's attitudes and
expectations. Not only are these groups more likely to find a job when
the economy is turning up, but they are more likely to find a good job,
which will create a stronger attachment to the labor force and more
motivation to acquire work-related skills.

The most important benefits of lower unemployment outlast the
initial period of economic improvement. There is a great deal of
evidence that many firms expand the higher occupation levels of their
work forces largely by promotion from within. This benefits not only
workers who are upgraded, but also those hired to fill their places.
These new workers are thus able to accumulate valuable on-the-job
experience and training-"human capital"-which is of lasting value.
This experience generates new attitudes about work as well as useful
productive knowledge. The most dramatic proof of the importance of
these mechanisms for the lower half of the income distribution is the
evidence that the 5 or 6 years of tight labor markets during World
War II permanently narrowed wage differentials and made a step
toward equalizing the distribution of income. The enormous mobility
of workers into new jobs during that period brought many workers in
contact with good jobs for the first time and had a lasting effect on
their careers. The Nation must continue to seek peacetime ways of
achieving such results. The permanent benefits of having tighter labor
markets should be kept in mind.

Another source of permanent benefit of a period of low unemploy-
ment is the generation of information, information both about the
characteristics of workers and the characteristics of jobs. Anyone who
has ever been refused a job because an employer hires only experienced
workers knows that employers desire evidence that potential worker
is likely to be a good one. Similarly, workers, especially those who are
unemployed, spend time gathering information about various job
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-possibilities. Because of the greater number of job vacancies during a
period of low unemployment, workers find it easier to acquire this
information, which again may have a lasting effect on their careers.
Thus, a period of low unemployment will greatly increase the amount
of information available to both workers and employers about the
characteristics of the other side of the labor market. This information
wvill permanently increase the ease with which both firms and employ-
ees will satisfy their needs.

One important effort which is greatly hindered by high unemploy-
ment is the attempt by Government agencies to promote equal
employment opportunity. The success of this effort during any given
year depends on the number of available job vacancies into which
women and minorities can be hired. Vacancies increase greatly as the
economy expands, not only because of the desire of firms to expand
their work forces, but also because a greater proportion of workers
quit their current jobs in search of new and better ones. These con-
-ditions are essential for a successful program to break down tradi-
tional discriminatory behavior in the labor market.

One last permanent benefit of a period of low unemployment may be
the greater success with which policies to redistribute income to the
poor may be pursued. Most individuals are likely to feel more generous
and more willing to improve various programs of transfer payments
during a time when incomes are rising and jobs are plentiful than during
a period of recession.

As we compare the costs of high unemployment with the costs of
high inflation, it seems clear to us that high unemployment is a much
more important problem than high inflation. The record of the past 10
years indicates that serious inflationary pressure does not develop
until the unemployment rate approaches 3.5 percent. Thus, a move to
a 4 percent unemployment rate, would be worthwhile, even at the cost
*of some increase in the inflation rate.

Policies To Reduce the Cost of Unemployment

Although the best cure for widespread unemployment is the creation
of new jobs, income transfer programs should be redesigned. We see
no reason for the pronounced difference in treatment of those who are
laid off from their present jobs and thus are covered by an increasingly
generous unemployment insurance program, and those who are just
entering the labor force and who receive no public income support.
This last group would greatly benefit from any policy which enabled a
more thorough search of job possibilities.

One way of providing income support to all of the unemployed is to
consolidate existing unemployment compensation and welfare pro-
grams into a uniform system of tax credits. Suppose that every person
over 18 years of age were entitled to receive a tax credit of $100 per
month, even if this was greater than the amount of income tax he
owed. Such a program would also pay a lower amount for children
under 18, say $80 per month, to their parents and guardians. Individual
States could add to this amount if they so desired. This money could be
received either as a credit against the income tax withheld by employers
or in the form of a monthly check from the Internal Revenue Service.
Thus, a man whose family included a nonworking wife and two children
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could receive his family's $360 per month tax credit from the Govern--
ment if he were laid off. The amount of the payment would be inde--
pendent of the division of the unemployed into new entrants and job-
losers. The tax credit would continue even if the wife decided to look,
for a job and found one, although she might decide to use her tax
credit to reduce her tax withholding. Such a program could replace the
unemployment insurance system, the aid to families with dependent
children program (AFDC), food stamps, personal exemptions in the-
income tax, some programs for aid to college and graduate school
students, and perhaps other current personal subsidy programs. Even
if the income tax rate were made proportional, the uniform credit would.
insure that the overall system of income taxes and transfer payments
was progressive. Such a system would also eliminate many of the-
adverse incentive effects of present income maintenance programs,
which will be discussed in more detail below.

POLICIES To ENABLE AN INCREASE OF EMPLOYMENT WITHOUT
INCREASING INFLATION

Any policies which make it easier for workers to find jobs and em--
ployers to fill their vacancies will probably reduce the average duration
of spells of unemployment and thus the overall unemployment rate.
In this section, we will suggest several measures which would increase
employers' speed in filling vacancies and the incentives of workers to
quickly take the best job they could find.

One important phenomenon which increases the overall unemploy-
ment rate is labor market segmentation. Basically, this is the tend--
ency for employers to search more intensively among certain popula-
tion groups than others while filling their vacancies. In general,
employers favor adults over young people, men over women, whites
over blacks, those with high education over those with low education.
This tendency may result from several causes-employer or worker-
prejudice, organized racist and sexist rules of thumb, overreliance ona
largely irrelevant tests and certification, and lack of information
about the potential performance of workers after they are hired. Be-
cause of this feature of the labor market, inflationary pressure begins
to develop when the unemployment rate for white adult males is low,
although the overall rate may still be rather high, since employers.
may make some effort to attract the preferred group through the use
of higher wages before looking for other types of workers. Workers in
the excluded groups may respond by not making much effort to
acquire skills or not developing more commitment to the labor force,
since such activity would not be worthwhile given the lower average
probability of finding a good, steady job. Any initial belief on the
part of employers that these workers were not as "good" as white
adult males would thus turn out to be correct; a self-fulfilling prophecy
would thus be confirmed. Therefore, policies which induce firms to
consider a wider range of workers would even out the unemployment.
rates of these various groups and reduce the inflationary pressure-
associated with any average rate of unemployment.

Perhaps the most important tools to be used in achieving the
breakdown of labor market segments are laws designed to promote
equal employment opportunity. If aggressively enforced, these laws
can prevent excessive competition for the favored groups and give,
the others incentives to become more desirable workers.
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Public agencies can have an effective role in generating reliable
information about the productivity of individual workers. The recent
public service careers program, for example, showed great success in
putting workers who lacked the usual educational credentials into
regular civil service jobs. This was true despite the fact that in many
instances funds for the program went to persons other than the poor
and disadvantaged. Often the most effective of these public service
employment efforts were combined with training programs which the
worker had a large incentive to successfully complete because of the
guarantee of a waiting lob. State and local government agencies should
consciously engage in the very valuable activity of hiring and providing
reliable information about workers who lack the usual credentials,
which have recently shown to be far from perfectly reliable in sorting
out different quality levels of workers. If private employers who
ordinarily restrict their search to high school graduates could also
have confidence in a dropout who received a good recommendation
from a local government agency, segmentation based solely on
education would begin to diminish.

CONCLUSION

The analysis presented in this statement clearly shows that employ-
ment in 1973 was far from its maximum. A wide variety of policies
are available whose effect would be to reduce unemployment without
increasing inflation. In addition, further reductions in unemployment
would be warranted, even if they did result in some additional infla-
tion. The Council's assertion that a 4.9-percent unemployment rate
is anywhere near the minimum rate that can and should be achieved
.should be strongly rejected.

The coalition, its network of local affiliates and particularly the
soon-to-be established panel on jobs and income would welcome the
,opportunity to work with the committee in developing strategies to
provide all Americans with a decent job or income.



NEW YORK CHAMBER OF COMMERCE AND INDUSTRY,
COMMITTEE ON FINANCE AND CURRENCY*

The New York Chamber of Commerce and Industry is honored
and pleased to submit a statement for the record of the Joint Economic
Committee's hearings. The New York Chamber of Commerce is the
oldest organization of its type in the United States, having been
founded in 1768, 8 years before our independence. The New York
Chamber's membership of approximately 3,000 includes many of
this Nation's major corporate enterprises. New York is the head-
quarters for many of our largest national and multinational companies,
the center of our Nation's leading and financial and investment insti-
tutions and historically it has also been the focal point of our inter-
national trade and commerce. Accordingly, our membership is broadly
representative of these vital areas of our Nation's business community.

The chamber submits this statement at a time of most serious
concern over the inflation, and the energy and other supply shortages,
which have gripped the U.S. economy. It is obvious that the Arab
oil embargo has gravely aggravated the situation. Nevertheless, it
should be noted that the price-wage controls had probably become
counterproductive-even prior to the energy crisis-by distorting
normal patterns of production and distribution. They cannot now
be maintained and relied upon to help stem the inflationary tide. The
burden is squarely back upon fiscal and monetary policy to deal with
the general problems we face, while international diplomatic initiatives
are pursued to deal with the specifics of the oil shortage.

Inflation has now become a clear and present danger to the effective
functioning of the U.S. economy. This is particularly evident in the
action of the financial markets. Because of our specialized knowledge
of these markets and our considerable concern over their future, we
shall return to this subject later to point out the imminent problems
in these markets to the Joint Economic Committee.

Meanwhile, we wish to preface our comments on fiscal and monetary
policy by recalling that we plainly warned 1 year ago in our statement
to this Committee that "the American economy is once again threat-
ened with overheating and a resurgence of inflation." At that time,
administration economists forecase a 2.5 to 3 percent average rate
of inflation for 1973 over 1972. The actual average rate has turned
out to be 6.2 percent, with'figures as high as 8.8 percent on a Decem-
ber 1973-December 1972 basis. Also, the administration foresaw
Federal expenditures in fiscal 1974 at $269 billion with a $13
billion deficit (unified budget basis). Current estimates are for $275
billion in actual outlays, although the deficit will apparently be kept
to a possible $5 billion through the effects of a corporate profit and
personal income boom now clearly past its peak. Thus, our appre-
hensions have more than fully materialized, especially since the
administration concedes a likely calendar year average price increase
of 7 percent for 1974 and is planning on $304 billion in Federal outlays
in fiscal 1975 with a likely deficit of over $9 billion.

.A list of the members of the Committee on Finance and Currency of the New York Chamber of Com-
merce and Industry appears at the end of this statement.
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THE NEED FOR FISCAL RESTRAINT

Federal outlays, if they indeed are held to the planned $304 billion,
will have risen at an annual rate of nearly 11 percent in the 2 fiscal
years ending June 30, 1975 This the most rapid rate of increase in
Federal outlays in the post-World War II period, except for the im-
mediate post-Korea and Vietnam escalation periods. The proposed!
fiscal 1975 budget contains especially large increases for income se-
curity and for national defense purposes. Although the administration
maintains that the budget is slightly more restrictive on a "full em-
ployment" basis than the 1974 budget when calculated at as 4 per-
cent unemployment rate, it is conceded that this unemployment rate
is unrealistic under circumstances of a supply-shortage-plaguedl
economy. Besides, the Council of Economic Advisers has pointed to
structural changes in the labor force that make it unlikely that 4
percent is a reasonable unemployment goal even apart from supply-
caused disruptions.

It is therefore incumbent upon Congress to examine the adminis-
tration budget closely with an eye toward possible savings. We would
agree that considerations of equity may necessitate such measures as
extension of unemployment benefits for workers especially affected
by the energy crisis. We strongly urge, however, that the Congress
not build into future budgets emergency appropriations that can be-
come the basis for indefinite and increasing outlays even after the
present difficult period has passed. A major resuscitation of housing
programs, such as those under sections 235-36 of the National Hous-
ing Act, would fall into this category. The administilfion's modest 1
percent real growth projection for the year is in effect based upon
supply constraints that cannot be readily solved by fiscal stimulus.

The Congress has an especially grave responsbility this year with
respect to the budget. As a result of political events, fiscal initiative
and responsibility will clearly have to be shared by the administra-
tion with Congress to a greater extent than in the recent past. It is
no longer possible for Congress to pass excessive spending bills on the
assumption that the Executive will act as a restraining factor through
vetoes, impoundments, and so forth. Therefore, we judge the exercise
of congressional responsibility to be vital; and we strongly reiterate
our previous recommendation that, as an immediate demonstration
of this point, the Congress enact the long-pending legislation estab-
lishing a congressional committee on the budget as a whole. Federal
spending must be considered in conjunction with revenue. Congress
must have a mechanism for curbing excessive deficits arising from
appropriations however worthy on their merit, if they cannot with-
stand the test of an appropriate overall budgetary stance.

A STEADIER MONETARY POLICY

The New York Chamber of Commerce and Industry has been
concerned, and continues to be concerned, with the possibility that,
too large a burden of coping with inflationary stresses and unemploy-
ment will fall on the shoulders of monetary policy.

In the immediate future, it may be appropriate for the Federal
Reserve to ease somewhat the fairly restrictive stance it took late
last summer and into the fall. Nevertheless, we would like to support
and reinforce Chairman Burns' observations that oil, not money, is
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in short supply, and that "an easier monetary policy can be only a
marginally constructive influence in an energy-induced slowdown."

We might point out that there is no magic figure at which the
money supply or some other monetary aggregate will contribute
maximally to economic growth. It has to be strongly suspected, how-
ever, that the range of reasonable growth targets for Ml (the narrowly
defined money supply) should be conditioned by the real growth capa-
bility of the economy, judged at 1 percent by the administration and
at perhaps 2 percent by optimistic private analysts. In this environ-
ment, it would appear that the Ml target should be below the 5.7
percent. average increase of 1973 over 1972, and certainly below the
6.3 percent and 8.7 percent figures for 1971 and 1972, respectively.

In this connection, it has been brought to public attention that the
increase in the money supply in 1973 was seriously underestimated
for some time because of the unusually rapid growth of demand
deposits at nonmember banks. The problem of nonmember banks
of course, extends beyond statistical information available to the
Federal Reserve to the more basic question of the degree of effective
monetary control at the disposal of the central bank. In principle,
we support the Federal Reserve in its request for legislation that would
subject all but the smallest nonmember banks to reserve requirements,
in return for access to the discount window. The existence of the
present reserve requirement distinction between member and non-
member banks unnecessarily complicates the already difficult task of
the Federal Reserve.

At this point, we would reemphasize our previously stated convic-
tion that excessie swings in monetary policy are undesirable, whether
these swings are measured primarily in terms of money market rates
or in terms of monetary aggregates. Such swings arise in good part
from the potential overburdening of monetary policy, which in turn
reflects unrealistic expectations held for monetary policy when con-
fronted with destabilizing budgetary developments or international
supply situations. In the context of 1974 prospects, it must be appreci-
ated that monetary policy cannot overcome the unavoidable weakness
in the real economy.

INFLATION AND THE FINANCIAL MARKETS

The Joint Economic Committee should be clearly advised that in
the opinion of a great many financial experts the proper functioning
of the U.S. capital market is being seriously endangered by the per-
sistence of large-scale inflation.

Under the impact of severe inflation, an element of distrust in
financial instruments is beginning to develop among savers and inves-
tors. Whereas the traditional attitude of consumers toward a surge
of inflation used to be to "retrench"-that is, save more and buy
less-there are signs that this attitude is being replaced by "fear
buying" in anticipation of still higher prices and shortages. This
development, if it continues and spreads, has distinctly adverse impli-
cations for the private supply of capital, which in turn is vitally
needed for investment in energy, housing, and other types of produc-
tive capital formation. The adverse implications extend beyond the
boundaries of the New York financial markets to all thrift institutions
across the country.
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The more sophisticated investor has begun to question quite
explicitly the value of any and all financial, assets. A bond return of
8 percent, which was quite acceptable at a 3- to 4-percent inflation rate
obviously does not provide anything in real terms at an inflation
rate of 8 percent. Still higher bond and mortgage rates are not the
answer, unless there is confidence in a stabilization, rather than
further increases, of the inflation rate. What is needed here is concrete,
positive reassurance through accomplishments rather than soothing
words or paper controls.

The spending of inflation psychology is also continuing to express
itself in increased use of escalator and reopening clauses in union
contracts. The cost-push problem, and apprehensions over temporary
palliatives such as price controls, has been a major factor in weakening
the equities market-a vital source of risk capital. While a great deal
of time and effort has been devoted to the structural problems of the
stock exchanges and trading, all such efforts-and the possible improve-
ments stemming therefrom-could be swamped by the erosive impact
of inflation.

We therefore strongly urge the committee to pursue further the
question of the impact of inflation on the financial markets, even if
there is-perhaps especially if there is-disagreement with the point
of view here expressed. The question is no longer a subject for academic
debate but is coming close to a critical national concern.

MEMBERS OF THE COMMITTEE ON FINANCE AND CURRENCY
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George Hitchings, president, MacKay Shields Economics, Inc.
Daniel A. Hodes, economist, General Telephone & Electronics Corp.
Milton Hudson, vice president, Morgan Guaranty Trust Co. of New York.
Yves-Andre, Istel, general partner, Kuhn, Loeb & Co.
Edward John Kirwin, vice president, secretary and treasurer, Martin Simpson &

Co., Inc.
H. Le Brec Micoleau, economist, General Motors Corp.
Charles Moeller, Jr., senior vice president and economist, Metropolitan Life In-

surance Co.
Austin S. Murphy, chairman and president, East River Savings Bank.
George J. Nelson, president, The Nelson Fund, Inc. -
James O'Leary, vice chairman of the board, United States Trust Co. of New York.
Robert Ortner, vice president and economist, the Bank of New York.
Norman C. Ramsey, chairman of the board, Prudential Savings Bank.
C. H. Reing, economist, Mobil Oil Corp.
Charles E. Saltzman, partner, Goldman Sachs & Co.
Malcolm D. Strickler, vice president-finance, Provident National Corp.
John C. Van Eck, president, International Investors Inc.
Hans A. Widenmann, partner, Loeb, Rhoades & Co.
Walter R. Williams, Jr., chairman, Union Dime Savings Bank.
John D. Wilson, senior vice president, the Chase Manhattan Bank.
Donald E. Woolley, vice president-economics division, Bankers Trust Co.
Andries D. Woudhuysen, executive vice president and director, Drexel Burnham

& Co., Inc.



TAXATION WITH REPRESENTATION

By THOMAS F. FIELD, Executive Director*

SUMMARY

Recent increases in the price of crude petroleum present two main
problems: First, what should be done to lessen the impact of the
large transfers of income from consumers to petroleum producers
caused by these increases? Second, what is the appropriate future
tax burden for the petroleum industry, in light of its changed cir-
cumstances?

The most satisfactory solution to these problems is repeal of the
tax subsidies currently enjoyed by the petroleum industry, coupled
with tax measures to shield those living in poverty from the effects of
the recent price increases in petroleum and other products.

Specifically, the following tax subsidies and benefits should now
be eliminated: the intangible drilling deduction, percentage deple-
tion, and the overall foreign tax credit limitation. Furthermore,
consideration should be given to establishing IRS authority' to
determine, on a facts and circumstances basis, whether foreign taxes
on mineral production are actually disguised mineral royalties.
These proposals, taken together, will raise $4 billion or more in new
revenue.

Simultaneously, persons living in poverty should be relieved of
the burden of social security taxes, through devices similar to the
low-income allowance. Alternatively, the new revenues generated
through reform of petroleum industry taxation could be used to make
a modest start on a negative income tax program.

Price controls,and rollbacks are self-defeating, because they en-
courage consumption and discourage production. Special temporary
taxes, such as the proposed windfall profits tax or an excess profits
tax, are subject to a number of other serious objections.

I am grateful for this opportunity to offer testimony regarding the
administration's December 19, 1973, proposal for an emergency
windfall tax on receipts from the production of crude petroleum
and other related proposals.

'Thomas F. Field is a tax attorney who lives in Arlington, Va. He earned his A.B. degree from the Uni-
versity of Notre Dame in 1954 and his M.A. in economics from the University of Oxford in 1958. He received
a J.D. degree from Harvard Law School in 1961 and a Master of Laws degree in taxation from Georgetown
University in 1968. Mr. Field was a trial attorney in the Tax Division of the Department of Justice from
1961 through 1966 and an attorney-adviser in the Treasury's Office of Tax Legislative Counsel from 1966
through 1970. At both Justice and Treasury he specialized in questions relating to the taxation of the mineral
Industries. He left his Treasury post in 1970 to found Taxation with Representation. The views expressed
In this paper are Mr. Field's, and do not necessarily reflect the views of the officers, directors, or members of
Taxation with Representation or of any other group with which he is associated.

(1234)
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CURRENT LEGISLATIVE RESPONSES TO OIL PROBLEMS

The recent sharp increases in petroleum prices, and the consequent
increases in petroleum profits, pose two main problems:

Consumers are poorer, and petroleum firms much richer as a
result of these price increases. This is the so-called income
transfer problem.

The existence of very substantial oil company profits calls into
question the need for continued tax subsidies for mineral
producers. These profits also constitute a tempting target for
additional taxation. The problem here is to determine the
appropriate future tax burden for the petroleum industry,
in light of its substantially increased revenues and earnings.

There have been three main responses, to date, to these problems:
First, there have been calls for price controls or price rollbacks.

These proposals are aimed mainly at the income transfer
problem.

Second, there have been proposals for the imposition of so-called
windfall profits or excess profits taxes. These are aimed
variously at the income transfer problem, the tax burden
problem, or some combination of the two.

Third, there have been increasingly frequent calls for repeal of
existing tax subsidies for petroleum producers. These proposals
are aimed mainly at the tax burden problem.

RECOMMENDED SOLUTIONS

For reasons that I will outline in a moment, price controls and special
temporary taxes are highly undesirable solutions to the problems that
we now face. To me, by far the best alternatives available to this
committee for coping with the problems resulting from the recent
petroleum price increases are to repeal the existing tax subsidies for
petroleum producers, and to provide relief to low-income consumers
through the social security or income tax system.

The minimum steps needed to implement these recommendations
are the following:

Repeal of section 263(c) of the Internal Revenue Code, relating
to intangible drilling expenses. This step, taken alone,' would
raise approximately $800 million in the coming fiscal year.

Repeal of section 613 of the Internal Revenue Code, relating to
percentage depletion. This step, taken alone,' would raise
approximately $2.6 billion in the coming fiscal year.

Repeal of section 904(a)(2), (b), and (e), relating to the overall
foreign tax credit limitation. Revenue estimates are much
more difficult here, but this step appears likely to raise at
least $500 million in new revenue, and possibly mnus:h more.

In addition, I recommend that one or the other of the following
proposals be adopted to relieve the poorest of our fellow citizens from
the effects of the recent increases in the price of petroleumf- productfs
and, indeed, of prices generally:

First, the committee should lift the burden of social security
taxation from the shoulders of those living in poverty, through
use of a device similar to the low income allowance, or

' Because the percentage depletion and intangibles subsidies overlap to some degree, the revenue gali
from repealing both subsidies simultaneously would be approximately $2.9 billion, not $3.4 billion.
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Alternatively, the committee could use the revenues generated
by increased tax payments by petroleum producers to begin a
modest negative income tax program.

WHY PERCENTAGE DEPLETION AND THE INTANGIBLES DEDUCTION
SHOULD Now BE REPEALED

The traditional arguments for repealing percentage depletion and
the intangibles deduction hardly need repeating. But they have lost
none of their force in recent months. They include:

The lack of proof that either of these tax subsidies significantly
increases our reserves of crude petroleum or otherwise con-
tributes to national security.

The cost of these subsidies, currently about $3.4 billion annually,2
and the tendency of these subsidies to grow as prices and
profits increase.

The adverse effects of these subsidies on the fairness of the
Federal tax system; indeed, percentage depletion has become a
symbol of the tax favors that our revenue laws confer on special
interests.

Added to these traditional arguments are new ones based on the
petroleum industry's current profit picture. Today, oil industry claims
that "incentives" are needed to attract capital for exploratory drilling
and other related activities can be answered by pointing to: .

The opportunity for self-financing inherent in the petroleum
industry's financial situation, and

The attractiveness in the capital markets of securities issued
by firms as profitable as the oil producers have now become.

Furthermore, the current price incentives enjoyed by the petroleum
industry as a result of the increase in the price of crude oil dwarf
any of the tax incentives provided by the Internal Revenue Code.
For example, with crude oil selling at $6 per barrel, the tax saving
attributable to percentage depletion is 66 cents.' Compared with the
incentive provided by recent increases of $2.50 or more per barrel
in the price of crude oil, the tax incentive is puny indeed. To argue
for continued tax incentives for petroleum under these circumstances
is to fall victim to cultural lag.

Moreover, our existing tax incentives for petroleum have failed
to prevent the difficulties we are now experiencing; indeed, those
tax incentives, by stimulating consumption, may actually have made
our present situation worse. For that reason, "more of the same"
is no answer to our present difficulties.

The price incentives and financial resources generated by the recent
increase in the price of crude oil are so large, in fact, that we are likely
to see vary sharp increases in petroleum production over the next
few years. Indeed, if these prices hold at or near present levels, there
is a distinct possibility of an oil glut by the middle of this decade.
There is no need to further increase this coming glut by means of tax
incentives that have outlived whatever usefulness they ever had.

3 This figure includes oil and gas subsidies of $2.9 billion-after taking into account the effects of the de-
pletion-intangibles overlap-plus "hard mineral" subsidies of $500 million for coal, clamshells, sand and
gravel, etc.

3 The computation assumes a 50-percent tax rate and no restriction on depletion attributable to the
60 percent of net income limitation.
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Underlying these arguments and recommendations is my convictionthat the price system and the free market economy are the basic toolsto be used to solve the petroleum supply problems now facing us. Thismeans, among other things, that the petroleum industry can andshould begin to make its way in the world without the crutch of
Government tax subsidies.

FOREIGN TAX CREDIT RECOMMENDATIONS

As outlined earlier, I recommend repeal of the overall foreign taxcredit limitation. This is a minimum step, which would be proper evenif we were not experiencing petroleum supply problems. But it is alsoa way of coping to some degree with the problems caused by theconversion of deductible mineral royalty payments into creditable
foreign "taxes."

There is nothing in the logic of the foreign tax credit mechanism-
designed as it is to prevent double taxation of foreign earnings-which
leads to the conclusion that excess foreign tax credits generated in one
country should shelter earnings in other countries from U.S. tax. Infact, the per country tax credit limitation, which would remain ineffect if the overall limitation is repealed, is the only tax credit limita-tion that is really consistent with the goal of eliminating double
taxation of the overseas earnings of U.S. persons. To go further, by
providing an overall tax credit limitation is, at best, an invitation to
tax avoidance.

In the case of petroleum, a repeal of the overall foreign tax creditlimitation would "bottle up" the excess credits generated in oil
producing countries as a result of the creditability of royalty-type
taxes, and would prevent those excess credits from being used to
shelter shipping, refining and marketing income generated in non-oil-
producing countries-income that would be fully or partially subject
to U.S. tax in the absence of the overall foreign tax credit limitation.
Thus, my proposal would put an end to the worst of the problems
caused by the crediting of ersatz royalty type foreign mineral taxes
against U.S. tax liabilities.

But simply repealing the overall limitation does not go to the heart
of the problems created by royalty-type taxes on mineral production.
There are strong grounds for believing that most or all of the "petro-
leum taxes" levied by oil producing countries are really disguised
royalties; 4 if this is so, then all or most of these so-called taxes should
be ineligible for the foreign tax credit. Accordingly, the committee
may want to consider doing more than just repealing the overall
foreign tax credit limitation as a means of dealing with the ersatz
royalty tax problem.

If the committee decides that additional steps are appropriate in
this area, I recommend that it consider enacting a mandate, similar to
existing Code section 482, requiring the Internal Revenue Service to
examine the taxes imposed by foreign countries on mineral production,
and to determine on a facts and circumstances basis what portion of

4 Thesmallsize of the Govern ment expenditures in many oil producing countries for roads, education, andeven defense, in comparison with the size of the "tax" payments they receive, casts doubt on the claim thatthose payments are in fact taxes to provide Government services, rather than disguised royalties. Further-more, the Internal Revenue Service already treats "income taxes" on mineral production as noncreditableexcises when computing transfer prices under section 48? of the Internal Revenue Code. Consistency re-quires that these taxes also he treated as excises for purposes of the foreign tax credit provided in section 901
of the Code.

32-378-74-18
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those taxes are in fact creditable income taxes and what portion are
deductible royalties. There are at least two ways in which the Service
could do this:

The Service could examine and place a royalty value on foreign
wells and mineral deposits, much as it now values closely held
stock and other unique assets in decedents' estates. Only pay-
ments in excess of this royalty value would be treated as
creditable taxes.

The Service could estimate what portion of these taxes are passed
forward to the consumer in the form of higher prices, and could
treat that portion as a noncreditable excise rather than as a
creditable income tax. The Service already treats most of these
taxes as excises for transfer pricing purposes under section 482
of the Internal Revenue Code.

It is undoubtedly true that these administrative determinations will
be costly, since it will be necessary to hire experienced professional
personnel to make them. But these administrative costs are trifling
compared with the revenue losses now being experienced due to the
perversion of the foreign tax credit mechanism by the crediting of
royalty-type taxes on mineral production.

THE REASONS FOR REJECTING PRICE CONTROLS AND SPECIAL TAXES

Price controls or attempted price rollbacks are the wrong way to
deal with our present problems. Keeping a lid on prices will encourage
consumption and discourage production. That is just the result that
we don't want. The short term consumer benefits attributable to
price rollbacks or controls will be obtained at the cost of longer term
shortages-shortages that will generally affect those in poverty more
severely than the affluent.

It follows that the attempt to control price increases through a
windfall profits tax is equally objectionable. By interfering with the
free market price mechanism, this tax will both choke off production
that would otherwise have been forthcoming I and will stimulate
consumption that would have been foregone by consumers due to
cost.

The windfall profits tax proposal also suffers from a number of
other serious defects:

It will discourage current petroleum production, because the tax
on production in future years will be lower than the current
tax. This gives oil producers a perverse incentive to leave
their oil in the ground for the time being.

The windfall tax will add new complexities to the Internal
Revenue Code, and the rates of tax ranging as high as 91 percent
will encourage producers to litigate every aspect of their tax
liabilities.

The windfall tax will do nothing to increase the fairness of the
Internal Revenue Code, in contrast to repeal of percentage
depletion and intangibles deduction.

The windfall tax is a temporary expedient, when what is needed
is long term reform that will force the petroleum industry to
forego continued dependence on tax subsidies.

a For example, if the market price of crude is say, $6, oil will be pumped from a stripper well even if the
cost of production Is $5.90. But the administration's windfall proposal would put a tax of 25 cents on this
crude production or 250 percent of the expected profit. Under these circumstances, the well, and all others
like it, will be taken out of production.
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Proposals for an excess profits tax are even less desirable than the
proposed windfall tax. Those who wish to tax "excess" profits must
first establish what profits are "normal," and this has proven to be an
:almost impossible task each time we have attempted to impose an
,excess profits tax.

I have had a good deal of experience with the Korean way excess
profits tax, and I am also familiar with the working of the World War
II statute. The most charitable thing I can say is that both statutes
were administrative monstrosities. They were riddled with loopholes
-during the enactment process, the subsequent administrative regula-
tions further weakened the already shaky statutory structure, and
thousands of litigated cases established frequently inconsistent judicial
Tules which-due to the temporary nature of the tax-were never
reconciled by Supreme Court review. The result was a tax that fell
with undue harshness on some firms, and that others-generally the
most profitable and intransigent-ended up paying less than their
fair share. The rhetorical attractions of an "excess profits tax" are
,obvious. But a tax statute should be based on a firmer foundation than
momentarily attractive political rhetoric.

Another proposal now frequently mentioned is the so-called plow-
back plan under which windfall or excess profits taxes would be
forgiven, or tax credits or deductions granted, to the extent that
petroleum firms plowed back their profits into exploratory drilling,
the construction of new refineries, or the like. There are several
serious problems with these proposals:

Current prices for petroleum products already give oil companies
every incentive to drill wells or build refineries. Providing tax
incentives to do the same thing is a costly waste of Government
revenues.

Defining the activities that qualify for plowback treatment is an
extremely difficult legal and engineering task, and the resulting
definitions will have to be revised periodically as surplus ca-
pacity or new bottlenecks appear in the petroleum supply
picture. Furthermore, administering a statute that is dependent
on highly technical definitions will be an horrendous task.

Because petroleum industry investment in qualifying activities
is already huge, the typical plowback proposal would actually
impose few if any limitations on petroleum profits, credits, or
deductions. If plowback proposals are more narrowly drawn to
meet this objection, then the definitional and administrative
problems become much more insoluble.

To draft any but the most slipshod statute, the Ways and Means
Committee will have to make technical decisions about pe-
troleum production and engineering matters. Decisions as to
when and how to expand production are best left to a firm's
managers.

CONCLUSION

The recent changes in the petroleum price and supply picture
provide this committee with an opportunity to make a start on the
job of genuine tax reform, while at the same time granting needed tax
relief to those living in poverty. But this opportunity will be lost if
the committee decides, instead, to concentrate on unsatisfactory
temporary expedients such as the proposed windfall profits tax or an
excess profits tax.



UNITED STATES SAVINGS AND LOAN LEAGUE

By NORMAN STRUNK, Executive Vice President

We appreciate the opportunity to submit a statement for the record
on current economic issues facing the Nation.

We recognize that there are many economic issues of-importance
which deserve attention, but believe that none is so important as
that of inflation. When the economy approaches inflationary rates of
the two-digit variety, many of the fundamental institutions of our
society are threatened.

Slower rates of inflation have already eroded some of the funda-
mental supports of the economy, but higher rates seem likely to have
extremely dangerous consequences. There is the danger that people
will lose confidence in their savings, that there will be an effort to
turn money and other liquid assets into goods, that there will be a
psychology of spending now and worrying about the future later and
that only a "boom and bust" scenario can be used to describe the
probable future.

We need to recognize that we do not really understand the current
wave of inflation which is not only affecting our economy, but that of
many others throughout the world. We need to recognize, as Henry
Wallich suggested recently, that traditional fiscal and monetary
remedies for inflation have not worked in the present inflationary
situation.

We recommend the declaration of a national policy against inflation.
Such a declaration might take the form of a preamble to the extension
of the Economic Stabilization Act and serve as a yardstick for measur-
ing the various social, economic and financial policies adopted by
Congress and the administration. It might serve as a policy guide in
much the same way that the Employment Act of 1946 has served to
set forth a full employment policy. Such a declaration of national
policy against inflation was recommended by George Preston, the
president of the U.S. League of Savings Associations in a speech to
the California Savings and Loan League on February 27.'

We have applauded the efforts of the Federal Reserve to try. to
contain inflationary pressures although we have been disappointed
in the results. We would recommend tax exemption allowances for
personal savings to encourage higher savings levels and especially
long-term savings at this time. If a corporate stockholder is entitled
to a tax exclusion on the first $100 of dividends earned. then certainly
the savings depositor in a financial institution is entitled to this kind
of tax relief. Obviously, tax incentives for consumer savings would be
an integral part of new strategies needed in the anti-inflation effort.
Tax exemption may be tied into the Federal Reserve's "forced savings"
concept.

I Excerpts from the speech appear at the end of this statement.
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In recent years greater success in the fight on inflation has been
impeded by a fear of increased unemployment. In order to break the
political connection between inflation and unemployment, we urge
that consideration be given to the abolition of unemployment by a
law. This would require the Federal Government to provide either
training or employment preferably through contracts with private
organizations, but if necessary, with the Federal Government serving
as the employer of last resort. This would require considerable modifi-
cation of a number of present regulations including those related to
minimum wages and various aspects of welfare programs. Machinery
now used for the administration of unemployment insurance and
compensation might be utilized to administer the kind of program
suggested here.

It might be desirable for the Joint Economic Committee to sponsor
extensive hearings on methods for containing inflation so as to make
certain that the best ideas that may be prevalent can be collected
together and perhaps joined in an all-out effort to attack inflation
before it is too late.

EXCERPTS FROM AN ADDRESS OF GEORGE B. PRESTON, PRESIDENT, UNITED STATES
LEAGUE OF SAVINGS ASSOCIATIONS, BEFORE THE CALIFORNIA SAVINGS AND
LOAN LEAGUE, FEBRUARY 27, 1974

As some of you may have noticed in the last issue of "Washington Notes," the
league officers and several senior staff members met with Chairman Burns of the
Federal Reserve Board the day following our Legislative Conference in Washing-
ton. We had a leisurely visit of about an hour with Dr. Burns and I think we had
ample opportunity to convey to him the feelings of the savings and loan business
on many of the issues affecting our business.

Near the close of that conversation, Dr. Burns made a statement that ran
generally along the lines that he knew of very few businesses that were as vul-
nerable to inflation as the savings and loan business. He thought the savings and
loan business ought to be in the forefront of the fight against inflation.

Of course, he is completely correct. We have been through the tight money
wringer three times in 8 years, and we know how vulnerable the business is to
tight money conditions. This is why we-working along with the Federal Home
Loan Bank Board-have made a very strong effort in recent years to strengthen
the business and increase the flexibility of its operations. This is also why we have
created a special Committee on Alternatives for Future Development, which will
begin its work later this month and which I am very hopeful will develop a useful
road map for the savings and loan business of the future.

We can work, and hopefully work successfully, to protect the business against
inflation, but this does not protect the rest of the American people against infla-
tion. If there is one thing that is certain about the period that we are in, it is that
the current inflation is making it more and more difficult for the Government of
the United States to function effectively and in an orderly manner. This is, of
course, precisely what has happened in other countries where inflation has run out
of control

It is no coincidence that major opinion polls indicate that the primary concern
of Americans is inflation and that the same polls indicate that the prestige of our
major bodies of Government is at an all-time low. For inflation not only threatens
pocketbooks, it also threatens the ability of Government officials to govern. More
than most people realize, inflation invites disorder and strife.

Few subjects, of course, receive more discussion in Washington these days than
inflation. Yet, I have yet to see a clear and precise declaration of national policy
on inflation. We have the Housing Act of 1949 which promises a decent home for
everv American family, a declaration reaffirmed in the Housing Act of 1968.
We have the Employment Act of 1946 which holds out the prospect of a job for
every able American seeking work. These are landmark declarations of public
policy and there are references to them, year-in and year-out, when matters of
housing policy and economic policy are discussed in Congress.
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It seems to me a clear public statement on inflation could also become a yard'-
stick against which various social, economic and financial policies of the country
may be measured.

It is argued by many economists that if we curb Federal spending, and if we
employ a more restrictive monetary policy, this will solve the inflation problem.
Perhaps the proponents of this view are right and perhaps they are wrong. We
had a moderate monetary policy during 1973 and we will have-by far-the
smallest budget deficit in 4 years for the period ending June 30. Yet the United
States today is caught in the worst storm of inflation in its history. The problem
of inflation may be-so complex that it may not necessarily be solved to the satis--
faction of this country through orthodox monetary and fiscal policies. This is
why I would like to see a declaration of public policy on inflation that would be
broad enough in its scope of purpose to hold out hope for those tens of millions.
of Americans whose real purchasing power has been eroded in recent years.

One senses a feeling of despair and hopelessness in the statements coming out.
of Washington. Let us remember one thing; this inflation was not created by the
supernatural; it is manmade, the product of many mistakes and bad judgments.
More than perhaps anything else, we need confidence that inflation can be checked
and brought under control; for that confidence is essential to the development of a.
broad, comprehensive and persistent strategy to deal with inflation.
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For the second time during the Nixon regime the Nation faces what.
traditional economists have always said was impossible: A combination
of galloping price inflation and economic recession with spreading
unemployment.

How it has been possible in the short space of 5 years for misguided
policies twice to perform this economic miracle must therefore be.
the opening subject for this statement.

First with respect to inflation.
The basic causes of the price inflation have not been attacked or even

discussed by the administration but have been exacerbated by its
policies. Policies, incidentally which the Congress has not been able-
to muster the necessary two-thirds majorities to reverse.

It is important to note that the strongest of these inflationary forces
are immune to market conditions, that is, they tend to force prices-
up even when the economy is in recession.

Before we discuss these basic causes it is well to say what have not.
been the causes of the extraordinary price inflation. The price inflation
has not been caused by excessive increases in salaries and wages. In
fact, in 1973 the wage and salary workers of the Nation actually lost.
buying power, which is to say that such increases in wages as took.
place where not enough to keep up with price increases. Neither has an.
excessive supply of money been an important cause of the inflation.
The money supply has not been increasing particularly rapidly.

What then have been, and are, the causes of the sharpest sustained
inflation in our country's history culminating in an 8.8 percent in--
flation for the the year 1973?

First basic cause is clearly the unbroken succession of deficit budgets,
of the Nixon administration-the total of which has now added about
$90 billion to the national debt of the American people, almost one--
fifth of their total alltime debt. Had Congress not cut Mr. Nixon's.
budget requests by more than $20 billion the deficit and debt problem
would have been even more severe. Governmental deficits are always
an inflationary influence and no exposition of this fact is needed.

Second cause of price inflation is governmental expenditures which
do not produce marketable commodities or add to the supply of
useful goods or services. Mainly these are military expenditures and
those devoted to space exploration. Military expenditures have been.
rising sharply, despite efforts by some Members of Congress to cut.
the fat out of them. They now approach $100 billion a year. Every
dollar of such expenditures-as well as those for space exploration.
and some other economically wasteful and nonproductive purposes-.
is an inflationary dollar.

This is true because such expenditures pour vast sums of money into-
the purchasing power of the Nation-that is on the demand side-
while they produce nothing on the supply side which can be bought.
with those billions. The result, therefore, must be an intense upward.
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pressure on the prices of goods and services produced in the productive
segment of the economy, even if there is widespread unemployment
and recession.

The third major cause of price inflation has been, and is, the extorti-
nate interest rates that have been in effect during the past 7 or 8 years
and particularly in the past 2 years. Orthodox economists have for
years claimed that high interest rates tended to curb inflation. The
record proves them wrong. The only circumstance in which high
interest rates curb inflation is if they actually bring on a depression.
In that case not only will prices in competitive industries, if any come
tubling down but so will the entire economy of the Nation. In the
absence of such a complete disaster, however, high interest rates cause
rather than retard price inflation. It requires no trained economist to
see why. The cost of borrowing is an element in the cost of doing busi-
ness. When interest costs are doubled, as roughly they have been in the
past 6 or 7 years, then businesses must add twice as big a sum to their
prices to cover the cost of borrowed money as before and if any proof is
needed to demonstrate this it is readily available from the record of
1973. Interest rates were at an alltime high, with prime rates between
9 and 10 percent during practically the entire year. Not despite this
but in large part -because of it price. inflation also reached a record
level.

The higher the interest rate the greater the upward pressure on
prices because of the increased cost of doing business.

Furthermore high interest shuts off much productive activity that
would take place were lower rates in effect. The construction industry
is an example. Lower cost houses simply cannot be built if contractors
must pay 10 percent or even 6 or 7 percent, for money. Supply is
therefore curtailed and this inevitably brings about upward pressure
on the costs of the lesser numbers of houses available.

Fourth cause of price inflation is scarcity. The incredible sale of a
quarter of the nations wheat to Russia at prices far below those charged
anyone else brought almost an estimated $1 billion increase in the cost
of bread to American families. Also by causing a critical shortage of
feed grains it had the effect of so increasing farmers' costs in production
of livestock that sharp rises took place in all animal products.

If the administration persists in its policy of sacrificing the Amer-
ican dairy farmer in order to bring about increased exports of other
farm products, then it is already evident that thousands of dairymen
will go out of business and we may be faced with a shortage of dairy
products, including children's milk.

What the shortage-real or contrived-of energy, especially pe-
troleum, has done to prices in that field is all too painfully evident to
require comment.

Fifth and finally there is the major, continuing and, by the Nixon
administration actually encouraged, cause of price inflation. That
cause is monopolistic or "administered" pricing of commodities. If
for example the so-called law of supply and demand were operating
at all in the automobile industry we would at present be experiencing
a sharp decline in automobile'prices. Not so. Although dealers have
unsalable cars running out of their ears, the big three manufacturers
who completely dominate the industry ask for, and receive from the
Cost of Living Council higher prices.



1245

The simple fact is that there is now, and has been for years past,
no price competition at all in the automobile industry. Or in meat
packing, containers, steel, farm machinery, aluminum, oil, breakfast
food, electric appliances, chemicals, detergents or a dozen other key
industries.

Wherever two, three, or four huge corporations control an industry
they are able to dictate prices, regardless of market conditions. And
they always raise prices, never lower them. Their rule is to maintain
their profit margins and to that end they welcome a scarcity of their
commodity relative to effective demand. If the market is slack and
fewer sales are being made theh the prices are raised so as to realize a
higher profit in each unit sold.

Hence to the extent that monopoly rules our economy-as it in-
creasingly is doing-there is a built-in assurance of continuing price
inflation.

There are remedies.
One is vigorous antitrust enforcement to restore competition and

some resemblance to a free enterprise economy. But under the Nixon
administration just the opposite has been done and all sorts of crass.
violations of the spirit and letter crf the law have been permitted and
sometimes encouraged. The Warner-Lambert and Parke-Davis drug
merger, and the swallowing of Hartford Insurance by ITT are only
two examples. Another is the resistance of the administration to the
attempt of its own Federal Trade Commission to bring eight major oil
companies to the bar of justice for price manipulation and other
measures calculated to eliminate competition of the few remaining
independents.

Another remedy is the remedy by yardstick. When the Tennessee
Valley Authority began to distribute electric energy at something like
its real cost, all utility rates in regions adjacent to the area of TVA
operations came tumbling down. The same result took place when
rural electric cooperatives began operations.

Either we need a massive encouragement to the growth of privately
owned cooperative businesses-that is businesses belonging to and
controlled by their patrons and customers-or else we need publicly
owned corporations that can break the back of monopoly control of
price and supply.

Inflation will plague this Nation until its basic causes are attacked-
until we reduce military expenditures to what our real national
defense needs are-without graft or waste or cost overruns, until we
suspend trips to the Moon pending our conquest of inflation on the
Earth, until we enforce the antitrust laws or create public corporations
as yardsticks, and until interest rates are brought down to life size as
Congress long ago empowered the President to do but which he has
never lifted a finger to accomplish.

Meanwhile the only immediate answer appears to be imposition of
controls on prices at least in industries affected by monopolistic
controls.

As for unemployment the first requisite is to be concerned about it.
The callous attitude of the administration has always been that "we
can tolerate a 6-percent unemployment rate"-to quote an admin-
istration spokesman. The question is who can tolerate it. Certainly
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mot the people who lose their jobs. To deny a man or woman the right
to earn a living for self and family by honest labor is a social crime
and sin.

Congress once enacted a piece of legislation that was squarely on
target if we really want to do something about unemployment. That
-was the Nelson-O'Hara bill which would have created some 500,000
jobs in public-service employment. That bill was passed in 1971 by
both Houses of Congress but vetoed by Mr. Nixon.

The highly technical economy of today has eliminated most of the
kinds of jobs on which disadvantaged,.semiskilled, or unskilled people
once relied. And this process is continuing. To expect to reemploy
anv considerable number of the rising number of unemployed at the
production of more physical commodities is to be naive. I realize
that the administration is talking about following in Hitler's footsteps
by expanding employment in the manufacture of weapons of war. But
such employment requires more dollars, energy, and scarce materials
per person employed than does any other field of employment.

Meanwhile a whole host of national needs are being sadly neglected.
Among them are adequate police and fire protection, environmental
-cleanup, reforestation, mass transit, core city renovation, education,
-child care-for children of working mothers, and health care. In all
these fields there is work to be done at which the people presently
unemployed can be put to work and, if necessary, trained on the job.
-Or trained beforehand. And most of such public service employment
-does not require consumption of much power. Which, today is cer-
tainly an important consideration.

The Supreme Court has recently ruled that it is unconstitutional to
-expect children to go to school in a foreign language. In other words,
to take the big example, there must be billingual education for children
-whose families speak Spanish. There is, therefore, a need for thousands
-of teachers' aides to bring hundreds of schools into compliance with
the decision of the court.

This is but one example.
The question is whether we really want to make critically needed

-work available to several million Americans or whether we want to
-force them to depend on what we euphemistically call "welfare."

Tempting as it is to write a small book on economics in response to
the committee's invitation, this statement will be confined to just one
-more subject-the present "energy crisis."

To add to the Nation's woes an "energy crisis' which had been
coming on for vears and about which environmentalists and the
National Rural Electric Cooperative Association have issued repeated
-warnings was suddenly announced by the Nixon administration and
the oil companies late in 1973. That the crisis is real for the long run
-of American life there can be no possible doubt. How severe its imme-
-diate impact had to be is known only to the major oil companies and
-other suppliers of energy to the Nation. Certainly the people are, to
say the least, skeptical.

As long ago as my own service (1937-47) in the House of Represent-
atives, other Members and I were complaining on the floor of the
House of the fact that the U.S. Government had then, as it has today,
no information of its own about reserves or potential supplies of oil or
*or other sources of energy in the Nation.
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In all the intervening years nothing has been done to correct this
condition. The United States still depends for information about the
petroleum industry upon what that industry decides to tell us. And
it has resisted-and continues to resist-with all its very considerable
political power every effort of the Congress to establish a means
whereby the Nation might know what its available supplies of oil or
its fossile fuel reserves actually are.

During my 10 years in Congress of some 30 years ago, we were regu-
larly informed that oil reserves would probably last for 10 years. Year
after year it was the same story. We had 10 years' reserves to look
forward to. Essentially the same story is being told to us today. Maybe
this time it is actually true. But no one knows except the oil companies.

And they, of course, won't tell.
The only clear statements that have come from the major oil com-

panies have been to the effect that if Congress dares lay a hand on
them, through rollback of prices or levying of an excess profits tax,
then they simply won't even try to supply the Nation. The industry
that has enjoyed the biggest profits and paid-by a country mile-the
lowest taxes demands still more governmental subsidy or it just won't
"play ball."

And yet as this is written it is administration policy to give this
greedy industry as high prices as it wants and thus to ration the use
of petroleum products to those wealthy enough to afford them.

Furthermore the major oil companies are well on their way again
with ample assistance from the administration, to establishing for
themselves an effective monopoly of energy sources. Already they
own most of the national gas and practically all the pipelines, and
many of the largest coal companies. And now the Interior Department
is apparently about to lease to them the choicest sites for geothermal
development, the mountain shale deposits and even the production
of enriched uranium-a process for development of which the tax-
payers of the Nation have paid an estimated $12 billion. The Justice
Department ought to intervene in such leasing to prevent the leases
contributing to monopoly. But it probably won't.

Whether or not the present "energy crisis" is real or contrived we
cannot know. We do know that it is ridiculous to contend that it came
upon us suddenly just at the time when Mr. Nixon most needed it to
divert attention from Watergate and when the oil companies and other
energy producing enterprises could use it to exact profiteering prices
to eliminate competion, add to bring about suspension if not aboli-
tion of every measure to try to save the environment of the Earth.

Environmentalists have been warning of the coming of an energy
shortage for a decade. Why was the voice not listened to until now?

It is noteworthy that almost every proposal advanced by the ad-
ministration for increasing the supply of energy is one that threatens
the environment. Use of high-sulfur coal, strip mining, relaxation of
clean-air standards for automobiles and above all development of
fast-breeder nuclear reactors for the lethal wastes from which no one
has the slightest idea of a safe method of disposal, these are only
examples.

Hydroelectric, an abundantly proven source of absolutely clean
power, has been completely neglected by the present administration,
probably at the behest of the so-called public utilities.
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What Congress should do is to enact the legislation proposed by
Senators Jackson, Mondale, and Muskie for a $20 billion crash program
for the development of clean sources of energy in this country. If we
spent half the effort on such a vitally necessary enterprise as this as we
spend on weapon development or filling space with hardware there
could be hope again. Senator Cranston's bill for solar energy develop-
ment should also be quickly enacted.

But the job must not be entrusted to agencies which have, with all
their power and resources, opposed through the years every kind of
alternate sources of energy except the ones they themselves control. A
number of major oil companies spent, secretly, large sums of money to
prevent the people of California from voting for an initiative that
would have allowed the State and cities to spend part of the gasoline
tax money on development of mass transit instead of paving the best
agricultural land of the State with more highways. And every effort to
bring about development of pollution-free automobiles has met the
bitter and determined opposition of both the oil and automobile
companies.

We are just beginning to find out that it was covert action of General
Motors and Standard Oil that destroyed the commuter rail services in
many parts of the country so they could be replaced with GM manu-
factured buses burning Standard's gasoline.

These are again examples.
What they illustrate is a relatively simple fact. If we want to solve

the energy problem of the country we had better entrust the job to
agencies that want to do it, not to those with a vested interest in
preventing its being done.

As was said before in discussing monopoly there are two kinds of
agencies that have a motivation to provide the Nation with clean
energy. One of them, and the most obvious one, is the Government
itself. Its only interest is in the welfare of its people. At least we must
believe that to be the case, despite contrary evidence in the past 5
years.

Therefore legislation to establish a publicly owned corporation with
power and resources to develop every kind of energy is the rock-
bottom requirement of the present hour. The bill introduced by
Senator Stevenson of Illinois could be the answer. It should be enacted
into law.

If it be desired to entrust part of the task to private enterprise then
there is a way to do that. For, like the Government, cooperative
business enterprises have a clear motivation to meet their members
and patrons needs, as fully and in the best way they can. The coops
lost a great deal of money recently. Deliberately. For they refused
to export fertilizer when foreign prices were higher than domestic
ones. They did this to supply their patrons. And they have taken
losses on fuel in order to deliver it to their patrons at lowest possible
cost. (Contrast oil companies' actions!) Those members and patrons
are also the owners of cooperative businesses. Such businesses have
no reason to profiteer at their owners' expenses, to fail to reveal all
facets or to protect vested interests. Some of the cooperatives, especially
those belonging to farmers, are big enough to undertake assignments
for large-scale energy development. Certainly the rural electric co-
operatives are capable of doing so. But the cooperatives lack the
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necessary capital. And either outright grants or long-term aLruu&
Government loans at low interest would be necessary to enable them
.to participate significantly in clean energy development.

But even if every possible measure shall have been taken to in-
,crease the supply of clean nonpolluting energy sources, there remains
the stark fact that even under the best of circumstances the people
of the United States cannot go on consuming energy even at the
present rate without dooming the environment of the Earth.

And here let us commend the proposals of the administration as
well as everyone else who has made proposals for the saving and
conservation of energy. Lower speed limits, better insulated buildings,
an end to glassy air-conditioned skyscrapers, mass transit as a sub-
stitute for the private automobile, sharp revival of railroads for both
passenger and freight handling even if it takes Government ownership
to bring it about, these and every other measure, including the ration-
ing of the use of gasoline and other forms of energy are going to have
to become part of a new and simpler American life style.

And we will learn to like it.
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